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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 frime context or expressly stated that these
references are only to Level 3 Communications, References to our subsidiaries, in addition to otlrer subsidiaries, include WilTel
Communications Group, LLC, a Nevada limited lighitompany and its subsidiaries, which we acquimedecember 23, 2005. In this 10-K,
we may refer to WilTel Communications Group, LL@ &s subsidiaries as "WilTel" or "WilTel Communiices” and Software Spectrum, Inc.
and its subsidiaries as "Software Spectrum."

The Level 3 logo and Level 3 are registered semiaeks of Level 3 Communications, Inc. in the Whi¢ates and/or other countries.
Media Plane™ is a service mark of Software Spectamd we are applying for registration of that mavkh the U.S. Patent and Tradem:
Office. All rights are reserved. This Form 10-Keef to trade names and trademarks of other compaiiiee mention of these trade names and
trademarks in this Form 10-K is made with due rettign of the rights of these companies and withenyt intent to misappropriate those
names or marks. All other trade names and trademagpearing in this Form 10-K are the propertywit respective owners.

Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Securitietitigation 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 abdgl to us. When we use the words "anticipate"jébe”, "plan”, "estimate” and "expect"
and similar expressions in this Form 10-K, as tledgte to us or our management, we are intendindetatify forward-looking statements.

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

Should one or more of these risks or uadsies materialize, or should underlying assunmiprove incorrect, our actual results may
vary materially from those described in this docam&hese forward-looking statements include, ammthgrs, statements concerning:

. our communications and information services businiks advantages and our strategy for continuongursue our busines
. anticipated development and launch of new servitesir business
. anticipated dates on which we will begin providoeytain services or reach specific milestones éndsvelopment and

implementation of our business strategy;

. growth and recovery of the communications and imfation services industr
. expectations as to our future revenue, margingresgs and capital requirements; and
. other statements of expectations, beliefs, futlaegpand strategies, anticipated developments #ed matters that are not

historical facts.

These forward-looking statements are stiltjedsks and uncertainties, including financralgulatory, environmental, industry growth and
trend projections, that could cause actual eventesullts 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 limigdour failure to:

. increase the volume of traffic on our netwc

. develop new products and services that meet custdemeands and generate acceptable margins;
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. successfully complete commercial testing of neviatetogy and information systems to support new petgland service
including voice transmission services;

. stabilize or reduce the rate of price compressiooartain of our communications services;

. integrate strategic acquisitions, including theerdty completed acquisition of WilTel Communication

. attract and retain qualified management and otBesgmnel

. meet all of the terms and conditions of our deligaltions;

. overcome Software Spectrum's reliance on finame@ntives, volume discounts and marketing fundmfsoftware publishers;
and

. reduce downward pressure on Software Spectrumginsaas a result of the use of volume licensingraathtenanc
agreements.

We undertake no obligation to publicly uggdany forward-looking statements, whether as altre§ new information, future events or
otherwise. Further disclosures that we make ore@lsubjects in our additional filings with the SBCSecurities and Exchange Commission
should be consulted. For further information regagdhe risks and uncertainties that may affectfature results, please review the
information set forth below under "ITEM 1A. RISK EAORS."

ITEM 1. BUSINESS

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 corpiora and its subsidiaries, unless it is clear frime context or expressly stated that these
references are only to Level 3 Communications, References to our subsidiaries, in addition to otiver subsidiaries, include WilTel
Communications Group, LLC, a Nevada limited lighitompany and its subsidiaries, which we acquiedecember 23, 2005. In this 10-K,
we may refer to WilTel Communications Group, LL@ @a subsidiaries as "WilTel" or "WilTel Communiicens" and Software Spectrum, Inc.
and its subsidiaries as "Software Spectrum.” Thhmug this 10-K we use various industry terms angrabiations, which we have defined in
the Glossary of Terms at the end of this descmiptibour business.

Through our operating subsidiaries, we gegarimarily in the communications and informatgarvices businesses.

We are a facilities based provider (thatigrovider that owns or leases a substantiaiquodf the plant, property and equipment nece:
to provide its services) of a broad range of iriégst communications services. We have createdrgnby constructing our own assets, but
also through a combination of purchasing and lgasther companies and facilities, our communicatioatwork. Our network is an advanced,
international, facilities based communications rexkwwWe designed our network to provide commundgeiservices, which employ and take
advantage of rapidly improving underlying opticabldnternet Protocol technologies.

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$éhtechnology 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 demanddimmeunications services. We believe there are twrngy factors that are continuing to drive
this market dynamic:




. Rapidly Improving Technologie®ver the past few years, both Internet Protocol@ptital based networking technologies have
undergone extremely rapid innovation, due, in Igrge, to market based development of underlyisgrielogies. This rapid
technology innovation has resulted in both an inapnoent in price-performance for optical and Int¢itocol systems, as
well as rapid improvement in the functionality aaqplications supported by these technologies. kamele, these
improvements are enabling Voice-over-IP servicegaP that are challenging traditional telephonenaek or PSTN services.
We believe that this rapid innovation will continwell into the future across a number of differaspects of the
communications marketplace.

. High Demand ElasticityWWe believe decreases in communications services aos prices cause the development of
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 such as
traditional broadcast entertainment and distribubbsoftware, audio and video content using plaisitedia delivered over
motor transportation systems. We believe that amtoenications services improve more rapidly thaséhaternative content
distribution systems, significant demand will bengeated from these sources. We also believe thatélasticity of demand
from both these new applications and the subgitufor existing distribution systems will continfee the foreseeable future. \
believe that while high demand elasticity will bamifested over time, government regulation and camioations supply chain
inefficiencies may cause realization of demande@élayed.

In connection with our belief that communicatioesvices are direct substitutes for existing modeaformation distribution,
and for other strategic and tactical reasons, d202, we entered the businesses of direct magkeficomputer software and
computer software license management. Today, thimbss is conducted by our subsidiary SoftwaretBpa.

We believe that companies will, over time, seeklinfation technology operating efficiency by puréhgsoftware functionalit
and data storage as commercial services procuretbovadband networks such as our network or a®orted services that
also use a broadband network for delivery to thetaaer. We believe that the combination of our LL@veetwork infrastructure
and service development capabilities, and Soft@aectrum's expertise in software lifecycle managgraed marketing, as w:
as strong customer relationships, may positiorousehefit as companies change the manner in whahtuy and use software
capability.

We also believe that there are severaifgignt implications that result from this marketndmic:

. Incorporating Technology ChangéSiven the rapid rate of improvement in optical amgrnet Protocol technologies, those
communications service providers that are mostcaffe at rapidly deploying new services that talleamtage of these
technologies will have an inherent cost and seratheantage over companies that are less effedtide@oying new services
that use these technologies.

. Capital Intensity The rapid improvements in these technologies aadhéed to move to new technologies more quicklylte
shortened economic lives of underlying assets.Chieae improvements in service capabilities and cost reductions, service
providers must deploy new generations of technokmpner, resulting in a more capital-intensive bess model. Those
providers with the technical, operational and ficiahability to take advantage of the rapid advanests in these technologies
are expected to have higher absolute capital reongints, shortened asset lives, rapidly decreasinngasts and prices, rapidly
increasing unit demand and higher cash flows aofitpr
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. Industry StructureAs a result of the rapid innovation in underlyieghnologies, the communications industry has besbly
shifting from a utility model to a technology modélist as in the computing industry, where marksed standards and rapid
price performance improvements have existed for 80eyears, it is extremely difficult for a singtemmunications company to
be best-of-class across a wide variety of disoggim a rapidly changing environment. Rather, gyodpnity exists for
companies to focus on areas in which they havefgignt competitive advantages and develop sigaiftanarket share in its
area of market focus.

Our Communications Business StrategyWe are seeking to capitalize on the opportemitiresented by significant and rapid
advancements in optical and Internet Protocol teldwgies. Key elements of our strategy include:

. Offer a Comprehensive Range of Communications &=rtd Bandwidth Intensive Usevge provide a comprehensive range of
communications services designed to meet the refatie top global bandwidth customers, that isfauers that are of higher
credit quality and have existing demand for theises that we sell. These service offerings incligte#tswitch and voice
services including managed modem for the dial-uggss business, wholesale VolP component serviaksarsumer oriented
VolIP services, wholesale voice termination servit@®grnet Protocol and data services includiny BNs and broadband
transport services such as wavelengths, dark &ibémprivate line services including transocearackbaul, intercity, metro and
unprotected private line servicgfield technical services and colocation servicdge &vailability of these services varies by
location.

Beginning in 2003, we embarked on a program to ldgveew services that take advantage of the investitinat we have made
in our network and that generally target largestxg markets for communications services. Throtngheffort we have
increased significantly our addressable marketdarey new voice and data services that take adgardghthe geographic
coverage and cost advantages of our network. Tadayre continuing these efforts. These servicdsde: wholesale VolP
component services; consumer oriented VolP sertiwsare sold to service providers such as incunnloeal exchange
carriers, ISPs and broadband cable companiesransprt and data services.

We provide customers with several options for asiogsour intercity network—including our metropalit networks and
colocation facilities. Our metropolitan networksabte us to connect directly to points of high tia#ggregation. These traffic
aggregation facilities are typically locations wleur customers wish to interconnect with our igitgmetwork. Our
metropolitan networks allow us to extend our netnservices to these aggregation points at low cast®f December 31, 20(
we had metropolitan networks totaling approximatiely860 conduit miles and approximately 792,008rfimiles in the United
States, and approximately 3,580 conduit miles gmpaaximately 155,000 fiber miles in 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. Therefore, we belithat having colocation
facilities in our larger network access locatiomattwe refer to as Gateways provides us with a ebitiye advantage.
Additionally, our metropolitan networks allow usd¢ompete for certain local communications traffitiich constitutes a
significant percentage of the communications markstof December 31, 2005, we had secured apprd&lyné.7 million
square feet of space for our Gateway and colocé#icifities and other technical space and had cetaedithe build-out of
approximately 4.8 million square feet of this space




For those locations that are not on our networkywwek with other network providers to access thasgomer locations.

. Target Top Global Bandwidth Custome@ur primary communications services distributioratgtgy is to utilize a direct sales
force focused on high bandwidth usage businesdeselbusinesses include incumbent local exchamgersaestablished next
generation carriers, international carriers alsovkmas PTTs, major ISPs, broadband cable televigienators, wireless
providers, major interexchange carriers, governsjarthanced service providers, system integratatsllite companies,
academic consortia and media and entertainmeng¢igbptoviders. Providing communications servicethése businesses is at
the core of our market enabling strategy since Wt generally represents a substantial portiothe$e businesses' costs. We
include as wholesale customers those customerptinghase significant amounts of capacity to sémeeneeds of their
customers.

. Provide Low Cost Backbone Services Through An Upgakle Backbone NetwoiOur intercity and metropolitan networks h
been designed to provide high quality communicatieervices at a lower cost. Our network and busipescesses are designed
to enable us to cost effectively deploy future gatiens of optical and IP networking componentslifldioer and transmission
electronics and optronics) and thereby expand ¢gpand reduce unit costs. In addition, our strgtisgto maximize the use of
open, non-proprietary interfaces in the designwfreetwork software and hardware. This approadhténded to provide the
company with the ability to purchase the most effgctive network equipment from multiple vendorslallow us to deploy
new technology more rapidly and effectively.

. Pursue Acquisition Opportunitieg/e from time to time evaluate possible acquisitipportunities, primarily opportunities in t
communications industry. In evaluating potentiajwisition opportunities, among other criteria, waleate the potential
acquisition according to the transaction's abtlitgenerate positive cash flow from high creditljy@ustomers. For these
opportunities, we generally look for companies wehurring revenue that come predominantly fronvises we already
provide, in geographic areas that are already dewith customers that are consistent with ourtegscustomer base. As we
seek to expand the addressable market for ourcgsrvive also evaluate opportunities that would edmaur service capabilities.
Transactions that would be included in this catggoould expand the geographic scope of our networkould provide
capabilities for additional products or distributiohannels. For these opportunities, we generalhgider whether the targeted
company's distribution strategy is consistent witl strategy and whether management believesheaatget's current and/or
future revenues can be significantly increasedarel{penses can be significantly reduced as atrealcombination with our
operations.

. Develop Advanced Operational Processes and BusBaggort Systemg/e have developed and continue to develop subat
and scalable operational processes and businegsrsggstems specifically designed to enable usfer services efficiently to
our targeted customers. We believe that theseragstéfer our customers industry leading performastaedards, reduce our
operating costs, give our customers direct comivel some of the services they buy from us andvalls to grow rapidly while
minimizing redesign of our business support systems

. Attract and Motivate High Quality EmployeWe have developed programs designed to attractedaith employees with tk
technical and business skills necessary for ouinkas. The programs include our Outperform StockdDprogram.

Our Strengths. We believe that the following strengths wilkess us in implementing our strategy:

. Experienced Management TeeWe have assembled a management team that we bislieed suited for our busine
objectives and strategy. Our senior managemergutzstantial
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experience in leading the development, marketirtysates of communications and information technplagducts and servic
and in managing, designing and constructing metitayg intercity and international networks.

. Softswitch based (-Carrier Network.Our experience in operating our Softswitch base¢-carrier network is combined with
set of infrastructure and other management expeggrwhich include extensive local interconnectigtih local exchange
carriers, experience in scaling a Softswitch bagdatiorm, and an ability to provide seamless irdarection to the traditional
telephone network or PSTN. We believe that ourresite co-carrier network and Softswitch infrastuwetprovides us with a
competitive advantage in the emerging Voice-ovembtketplace.

. Market Neutrality Although we are seeking to expand the size of ddressable market by developing services thatadete
consumers, we generally do not focus on sellingatliy to these customers. Rather, we target thestemers in an indirect
manner. As a result, we are not in a position wheraypically compete with our targeted customesebimr these end user
customers. We believe this positions us to becdraeréndor of choice for consumer oriented serviogigers looking to fill
gaps in their communications service offerings.

. Advanced IP Backbon®/e operate one of the largest international 1P agta/or backbones. By building and operating oun
intercity and metropolitan networks in North Ameriand Europe, we are able to provide customersuwitiormity in
performance across our entire network. Our IP sesvieliver a broad range of IP transit and netwdgcconnection solutions
tailored to meet the varied needs of high bandwidiimpanies.

. A More Readily Upgradeable Network InfrastructLWith respect to a substantial portion of our netwtine network wa
designed to take advantage of recent technologinalations, incorporating many of the feature¢ #ra not present in older
communication networks, and provides us flexibitiytake advantage of future developments and iatavs. We designed the
transmission network to optimize all aspects oéffiand optronics simultaneously as a system toafetihe lowest unit cost to
our customers. As fiber and optical transmissi@hm@logy changes, we expect to realize new unttioggrovements by
deploying the most cost efficient technologieshia Level 3 network. We believe that our networkigiesvill enable us to
continually lower costs and prices while enjoyirighter margins than our competitors.

. Integrated End-to-End Network Platfor@ur strategy has been and continues to be to deylvyork infrastructure in major
metropolitan areas and to link these networks sitinificant intercity and trans-oceanic network®iorth America and Europe.
We believe that the integration of our metropolitendl intercity networks with our colocation fadéés will expand the scope and
reach of our on-net customer coverage, facilitageuniform deployment of technological innovati@sswe manage our future
upgrade paths and allow us to grow or scale owicgeofferings rapidly. We believe that we are timdy global communications
service provider with the unique combination ofjafiber count, multi-conduit metropolitan netwargenerally uniformly
deployed multi-conduit intercity networks and s@pgial colocation facilities.

Our network.

Our network is an advanced, internatiofailities based communications network. Today priarily provide services over our own
facilities. At December 31, 2005, our network enpasses:

. an intercity network covering approximately 48,080es in North America;

. leased or owned local networks in approximately Mib&th American markets;
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. an intercity network covering approximately 3,600esacross Europ

. leased or owned local networks in approximatelfER@opean market:
. approximately 6.7 million square feet of Gatewag &nansmission facilities in North America and Euepand
. a 1.28 Tbps transatlantic cable system.

Intercity Networks. Our 48,000 mile fiber optic intercity network North America consists of the following:

. Multiple conduits. In approximately 19,400 milesafr network, we have installed groups of 10 ta@&duits in our intercit'
network. We believe that the availability of spacaduit will allow us to deploy future technolodi@anovations in optical
networking components as well as providing us whthflexibility to offer conduit to other entities.

. Initial installation of optical fiber strands des&p to accommodate dense wave division multiplekiamgsmission technology.
addition, we believe that the installation of newptical fibers will allow a combination of greateavelengths of light per
strand, higher transmission speeds and longer gdilygbacing between network electronics. We aléieveethat each new
generation of optical fiber will allow increasestire performance of these network design aspedtsvdhtherefore enable low:
unit costs.

. High speed SONET transmission equipment employéti-healing protection switching and designed for hgghlity and
reliable transmission. We expect that over timeN&D equipped networks will be replaced with netwddsigns that employ a
"mesh" architecture made possible by advancestinadppechnologies. A mesh architecture allowsieasrto establish
alternative protection schemes that reduce the ataficapacity required to be reserved for protecpurposes.

. A design that maximizes the use of open,-proprietary hardware and software interfaces mnalkess costly upgrades
hardware and software technology improves.

During the first quarter of 2001, we cometeour construction activities relating to our MoAmerican intercity network. Also during
2001, we completed the migration of customer tcdfiom our original leased capacity network to oompleted North America intercity
network. During 2000, we had substantially commldtee construction of this intercity network. Deyteent of the North American intercity
network was accomplished through simultaneous oactsdn efforts in multiple locations, with diffemeportions being completed at different
times. In 2003, we added approximately 2,985 miesur North America intercity network as part b&tGenuity transaction, and in 2005, we
added approximately 30,000 miles to our intercéywork as part of the WilTel Communications trartigac

In Europe, we have completed constructiooun approximately 3,600 route mile fiber optitdrcity network with characteristics similar
to those of the North American intercity networkaitwo ring architecture. During 2000, we compldtezl construction of both Ring 1 and R
2 of our European network. Ring 1, which is appmediely 1,950 miles, connects the major Europeaesoitf Paris, Frankfurt, Amsterdam,
Brussels and London and was operational at DeceBihe2000. Ring 2, which is approximately 1,650esjlconnects the major German cities
of Berlin, Cologne, Dusseldorf, Frankfurt, Hambuagd Munich. Ring 2 became operational during tts¢ uarter of 2001.

During 2002, we completed an expansionunfEuropean operations to seven additional cifibs. additional European cities include:
Karlsruhe and Cologne, Germany; Milan, Italy; Zrand Geneva, Switzerland; Madrid, Spain; and 3$tolck, Sweden. Our expansion to
these additional locations was facilitated throtlghacquisition of available capacity from otherrieas in the region.
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During 2003, we completed an expansion of our Ee@opoperations to four additional cities. The add#l European cities include:
Copenhagen, Denmark; Leipzig, Germany; MancheEtagland and Vienna, Austria. In addition, durin@20we completed an expansion of
our European operations to Dublin, Ireland and 8eag@zech Republic. During 2005, we completed gaersgion of our European operation
Warsaw, Poland. In 2006, we expect to obtain dite forimarily in those cities currently servedlbgsed wavelength capacity. We expect to
use the dark fiber with appropriate transmissiomggent to sell a full suite of transport and IBghucts.

Our European network is linked to the Le¥&orth American intercity network by the Levelr8nsatlantic 1.28 Tbps cable system,
which was also completed and placed into servieend2000. The transatlantic cable system—uwhichrefer to as the Yellow systemhas ar
initial capacity of 320 Gbps and is upgradeabl&.&8 Tbps. The deployment of the Yellow system ea@spleted pursuant to a co-build
agreement announced in February 2000, whereby Glxoasing Ltd. participated in the constructionarfd obtained a 50% ownership
interest in, the Yellow system. Under the co-baifgeement, Level 3 and Global Crossing Ltd. eaeh separately own and operate two of the
four fiber pairs on the Yellow system. We also acepladditional capacity on Global Crossing Lttt&ésmsatlantic cable, Atlantic Crossing 1,
during 2000 to serve as redundant capacity foffibar pairs on the Yellow system. In connectionhatihe WilTel acquisition, we have secured
additional capacity on Global Crossing's transéitasable, Atlantic Crossing 1, and TAT-14. In 200& purchased 300 Gigabits of
transatlantic capacity with the right to purcha68 &igabits of additional capacity from Apollo Sudwime Cable System Ltd. We are also now
a consortium partner on the Japan-US, China-USSanthern Cross cable systems.

We established an Asia Pacific headquaitelfiong Kong in 1999, and during 2000 we completed opened Gateway facilities in Tol
and Hong Kong. In January 2000, we announced a@eniion to develop and construct a Northern Asidensea cable system initially
connecting Hong Kong and Japan. The Hong Kong-Jeghle was intended to be the first stage of onstraction of an undersea network in
the region. At that time, we indicated our intentto share construction and operating expensdseditstem with one or more industry
partners. In December 2000, we signed an agreementlaborate with FLAG Telecom on the developmafithe Northern Asia undersea
cable system connecting Hong Kong, Japan, Koredl aivdan.

During the fourth quarter of 2001 we annmedhthe disposition of our Asian operations inla sansaction with Reach, Ltd. Although we
believed that Asia represented an attractive lotgen investment opportunity, given current volatiharket and economic conditions we
determined that it was necessary to focus our ressuboth capital and managerial, on the immedipp®rtunities provided by our operatio
assets in North America and Europe. This transadfiosed on January 18, 2002.

We have built one of the largest IP netwdrkthe world, which as of December 31, 2005,iearapproximately 3.7 petabytes of traffic
day.

Local Market Infrastructure. Our local facilities include fiber optic metmlgan networks connecting Level 3's intercity netlwand
Gateway's to ILEC and CLEC central offices, longtance carrier points-of-presence or POPs, buitdivtgising communication-intensive end
users and Internet peering and transit facilif@s: high fiber count metropolitan networks allowtasextend our services directly to our
customers' locations at low costs, because théahilety of this network infrastructure does notjtere extensive multiplexing equipment to
reach a customer location, which is required iriraxy fiber constrained metropolitan networks.

We had secured approximately 6.7 millionzasg feet of space for our Gateway and transmidaitilities as of December 31, 2005, and
had completed the buildout of approximately 4.8ionil square feet of this space. Our initial Gatevanyjlities were designed to house local
sales staff, operational staff, our transmissiash laternet Protocol routing and Softswitch fadditiand technical space to
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accommodate colocation services—that is, the ctimtaf equipment by high-volume Level 3 customérsan environmentally controlled,
secure site with direct access to Level 3's netwerhkerally through dual, fault tolerant connectiddar newer facilities are typically larger tt
our initial facilities and were designed to incluelesmaller percentage of total square feet fotmunsmission and Internet Protocol
routing/Softswitch facilities and a larger percgr@gaf total square feet to support colocation sesvi Availability of these services varies by
location.

As of December 31, 2005, we had operatjdaallities based local metropolitan networks ihl2.S. markets and nine European markets.

As of December 31, 2005, we had approximdt&0 markets in service in North America and appnately 20 markets in service in
Europe.

Vyvx. Our Vyvx subsidiary transmits audio and videogsgamming for its customers over our fiber-optdvmork and via satellite. It
uses our network to carry many live traditionaldatoast and cable television events from the sitheé&vent to the network control centers of
the broadcasters of the event. These events intkalsporting events of the major professionalrgpteagues, including the last seventeen
Super Bowls®. For live events where the locationdsknown in advance, such as breaking news storieemote locations, Vyvx provides an
integrated satellite and fiber-optic network basedice to transmit the content to its customersstvbf Vyvx's customers for these services
contract for the service on an event-by-event basiwever, Vyvx has some customers who have puechasiedicated point-to-point
service,which enables these customers to transogr@mming at any time.

Vyvx also distributes advertising spotsddio and television stations throughout the Unii¢ates, both electronically and in physical
form. Customers for these services can utilizetevork-based method for aggregating, managing,regaaind distributing content for content
owners and rights holders.

Our Communications Services
We offer a comprehensive range of commuiuina services, which currently include the follogi

. Switched Service$Ve pioneered and developed the Softswitch—a digibcomputer system that emulates the functions
performed by traditional circuit switches—which bfes us to control and process voice and data @adlsan Internet Protocol
network. Through our acquisition of WilTel Commuaiions, we also offer several traditional circuiitsh-based voice
services. Our Switched Services include the foligwyi

. Level 3 Voice Terminatic. Level 3 Voice Termination consists of long distarorigination, transport and terminati
services, offered over a combination of a circwitteh and Softswitch technologies. These serviceo#ered primarily
to inter-exchange carriers (IXCs), local phone canes and voice over IP providers.

. Level 3 Toll Free. Level 3 Toll Free consists of services that tewate toll free calls that are originated or placadhe
traditional telephone network. These toll free galte carried over either a circuit switch or Seitish network and
delivered to customers in Internet Protocol oritradal TDM format. Customers for these servicedude call centers,
conferencing providers, and voice over IP providers

. Level 3 International Voice Terminatiohevel 3 International Voice Termination servidéecs the termination of
international voice traffic. Customers for thesevgxes include local phone companies, IXCs, intéamal carriers and
voice over IP providers.




Level 3VolP Enhanced LociLevel 3 VolP Enhanced Local is a VolP solution tbaables broadband cable operat
IXCs, voice over IP providers, and other compaojsrating their own switching infrastructure torlab 1P-based local
and longdistance voice to residential and business cus®miarany broadband connection. With the purchésewel 3
VolP Enhanced Local service, a customer obtaingssential building blocks required to offer resiti#d or business
voice over IP phone service such as local phonebeusnlocal number portability, local and long diste calling, E-911,
operator assistance, directory listings, and dargcassistance.

Level 3 Local Inboun. Level 3 Local Inbound service terminates traditibtelephone network originated calls
Internet Protocol termination points. Customershsas call centers, conferencing providers, andevover IP service
providers, can obtain telephone numbers from ymdrin local telephone numbers that the custoriready controls.
These local calls are then converted to IP andspanrted over our MPLS enabled backbone to a custstievoice
application at a customer-selected IP voice endtpoi

Level 3 E-911 Direct_evel 3 E-911 Direct is a portfolio of E-911, orlinced 911, solutions, including a fixed-location
solution with network connections to public safahswering points or PSAPs that serve approxim#&@lgercent of all
U.S. households, and a solution for nomadic voie ¢P providers that takes advantage of the saheark connectior
as the fixed-location solution. Enhanced 911 seraitows an emergency services operator to autoaligtireceive
information related to a 911 caller's registeredrads and callback phone number. A nomadic voiee B provider is a
company that permits its end user customer to udP ¥ervices from more than one location. Level®1E Direct
provides the network capabilities that route anchjglete 911 calls to appropriate selective routacsRSAPs on the
traditional telephone 911 network. PSAPs are preidith calling information that allows them to quappropriate
databases to determine the subscriber's regisheidréss and call-back number. When used with tivéces provided by
a third party VolP Positioning Center, or VPC, tilect, update and report subscriber location imfation, our Level 3
E-911 Direct service enables VoIP service providersupply 911 services to their subscribers. L8911 Direct
works in conjunction with Level 3 VolP Enhanced hband Level 3 Local Inbound services as well as stand alone
basis.

Level 3 Managed Moderhevel 3 Managed Modem is an outsourced, kewp-infrastructure solution for the managen
of dial up access to the public Internet. ISPs agepa majority of the customer base for Level hitged Modem and
are provided a fully managed dial up network infnasture. As part of this service, Level 3 arranfggghe provision of
local network coverage, dedicated local telephamalyers, racks and modems as well as dedicated cirityefrom the
customer's location to the Level 3 Gateway facility

Network and Internet ServiceWe offer wholesal-oriented communications services to enable largke seetworks and hig
speed access to the Internet. We offer a porttdlidata communications services ranging from bastwork infrastructure
components such as dark fiber, wavelength, andieriNne services to higher level routed data ses/such as Ethernet, Inter
Transit and IP VPN. Our Network and Internet Sergitnclude the following.

Transport Servicedransport services include wavelengths (Level 8rbity Wavelength Services and Level 3 Metro
Wavelength Services) and private lines (Level 8rieity Private Line Services and Level 3 Metro $#8). These
services are available across our metropolitanirtedcity fiber network. Wavelength services pravighprotected point-
to-point connections of a fixed amount of bandwidsing a particular color of light
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on the fiber network. Wavelength services are abdl at 2.5 Gbps and 10 Gbps speeds, which repribselargest
capacity of dedicated transport services. Thisisemffering targets customers that require sigaiit amounts of
bandwidth, desire more direct control and provhtstown network management. Private line servézesalso point to
point connections of dedicated bandwidth but uguattlude SONET or SDH protection to provide resiliy to fiber or
equipment outages. We also offer private line sevion an "unprotected” basis, meaning the custmmesponsible for
providing additional resiliency, if needed. Privéitee services are available in a range of spe@8si (1.5 Mbps), DS-3,
0OC-3, OC-12 and OC-48, as well as SDH equivalébiistomers generally use our transport serviceseite their own
SONET/SDH, ATM and IP networks. We typically offeansport services in annual contracts with mongialyments or
long-term pre-paid agreements.

Level 3 also provides transport services within tbansatlantic cable system connecting North Anaesicd Europe as
well as via leased bulk capacity on other transoicesystems. "International Backhaul” transporvees,
interconnecting cable landing stations and thestrial North American and European networks, e available.

High Speed Internet Protocol (IP) Servitevel 3 operates one of the largest internatiomia@rhet backbones providing
connectivity among customer IP, content and apitinanetworks. Built on our own intercity and meiaditan networks
in North America and Europe, we provide custometh high performance, reliability and scalabilifyccess to the
Internet is enabled through interconnection amamgcastomers across our network as well as interections with
other Internet Service provider "peers."” Level glHEpeed IP offers a wide range of Ethernet andSD&tcess port
speeds such as 100BaseT, GigE, DS-1, DS-3, OC-®anii2, OC-48 and 10 GigE.

Ethernet and VPN Servicd3uilt on our optical transport and MPLS network® @ffer customers the ability to create
private point-to-point, point-to-multipoint, andlfunesh networks based on Ethernet and IP VPN, ATMrRaathe Rela
technologies. These services allow service prosidmrporations, government entities, and distidioubusinesses to
replace multiple networks with a single, cost-efifex solution that simplifies the transmission oice, video, and data
over a single or converged network. The serviaanalthe customer to achieve this convergence witbacrificing the
quality of service or security levels of traditibaizdicated transport offerings. These solutiorsused for service
provider and corporate data and voice networks, danter networking, disaster recovery and ouegfen or redundant
customer connectivity for other service providd@isese services include Level 3 Ethernet VPN, L&vi& VPN, Level 3
Metro Ethernet Private Line, Level 3 ATM, and Le@dFrame Relay.

Colocation ServiceWe offer high quality, data center space wherearusts can locate servers, content storage devices
and communications network equipment in a safesagdre technical operating environment. At our catlion sites, we
offer high-speed, reliable connectivity to our netlvand to other networks, including metro andriitg networks, the
traditional telephone network and the Internetti€al components of this service offering are td@iasAC/DC power,
emergency back-up generator power, equipment gpalid fire protection. These sites are monitoretiraaintained

24 hours a day and incorporate advanced badgeiamtric security access. We believe that our ghidi complement

full range of communications services and a braadlver of quality data center space enables cussotoduild

complete telecommunication and application solgioith us.
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. Dark Fiber ServiceLevel 3 Intercity Dark Fiber and Level 3 Metro Ddtlber provide carriers, service provide
government entities and large enterprises a compiétastructure when a fiber solution is requibeded on unique
applications, control or scale requirements. Theises include fiber, colocation space in our Gatgwnd in our
network facilities, power and physical operationd aaintenance of the fiber and associated infresire.

. Professional ServiceWith Level 3 Professional Services, we offer fieddhnical support services 24 hours a de
companies wishing to outsource their telecommuitinatequipment support at locations across Nortterera and
Europe. Customers can realize improved respongedimd cost savings using Level 3's personnel idsiehiring their
own dedicated technicians. We also provide desmgplementation and ongoing network management ces\iior
complex network projects.

. Vyvx'sprimary products and services include the follow

. Fiber Optic and Satellite Video Transport Servi. Vyvx offers various products to provide audio amdko feeds ove
fiber or satellite for broadcast and productiontomeers. These products vary in capacity providestjifency of use (i.e.,
may be provided on an occasional or dedicated basdprice. In 2004, Super Bowl® XXXVIII was thiest live
broadcast event ever carried using Vyvx's new Higfimition (HD) transport product.

. Advertising Distribution ServicesThese services include the following. Audio Olaition, where Vyvx sends radio
spots to stations via electronic and physical itistion. Spots are distributed to over 10,500 stettiin North America vi
the Internet using no proprietary hardware. Vidéstibution, where Vyvx has the capability to deliwideo content
electronically and physically to television staspbroadcast networks and cable networks acroddrified States. Its
electronic reach covers more than 1,800 destinstion

. Storage. Vyvx offers secure storage of media componentgyivk's climate-controlled storage facilities loedtin
Burbank, California, Chicago, lllinois and Newabelaware.

For a discussion of our communications nexe please see Management's Discussion and AsiafyBinancial Condition and Results of
Operations appearing later in this Form 10-K. Oanagement continues to review our existing linesusiness and service offerings to
determine how those lines of business and ser¥feemgs assist with our focus on the delivery oframunications and information services
and meeting our financial objectives. To the exthat certain lines of business or service offesiage not considered to be compatible with the
delivery of communications and information servioesvith obtaining financial objectives, we maytakiose lines of business or stop offering
those services.

Distribution Strategy

Our communications services sales straety utilize a direct sales force focused on conggmwith high bandwidth and/or voice
requirements. These businesses include incumbeaitdachange carriers, established next generasiovers, international carriers also kna
as PTTs, major ISPs, broadband cable televisioratqs, major interexchange carriers, wireless@arsystems integrators, governments,
emerging VolP service providers, calling card pdevs, conferencing providers, call centers and anadd entertainment content providers.
Providing continually declining bandwidth costshese companies is at the core of our market empbtrategy.

Beginning in 2001, we changed our commuiooa services customer focus to the top globalsusEbandwidth capacity. These top
customers tend to be financially more viable thariain Internet early stage companies. We havéaicepolicies and procedures to review the
financial condition of potential and existing cusiers. We apply these procedures to determine whettiectibility is
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probable prior to the time that we begin delivergggvices to a customer. If the financial conditidran existing customer deteriorates to a
point where payment for services is in doubt, wi mdgt recognize revenue attributable to that copuntil we receive cash. Based on these
policies and procedures, we believe our exposueeltection risk within the communications businassl the possible effect on our financial
statements is limited. We are not immune from fifiecés of possible downturns in the economy ancigigally the telecommunications
industry; however, we believe the concentrationreflit risk with respect to receivables is mitightkie to the dispersion of our customer base
among geographic areas and remedies provided tmg tefr contracts and statutes.

We also offer communications services tegmises and consumers through third party distoibrelationships. We are focusing these
relationship development efforts on those systertegiators, PTTs, broadband cable television opexatSPs and enhanced service providers
that are used by our targeted customers, as matmesd companies have significant direct relatigossiith end users. We believe that our
ability to fill the gaps in geographic coverage aedvice offerings that many of these distributmage presents us with an attractive means of
increasing the addressable market for our commtioitaservices.

For the year ended December 31, 2005, twtomers (determined as a combination of affilia@stomers) accounted for more than 10%
of our communications revenue. Revenue attributedblEme Warner Inc. and subsidiaries, includingeéima Online, on an aggregate basis,
represented approximately 18% of communicationemae and Verizon Communications, Inc. and itsiaféik represented approximately 1
of communications revenue. If we would lose onenore major customers, or if one or more major custs significantly decreased its orders
for our services, our communications business wbeldhaterially and adversely affected. For the yealed December 31, 2005, our top ten
communications services customers accounted faoajppately 54% of our total communications revenue.

Vyvx sells to media content service provedand businesses that use media content as a nentpaf their business. It does not compete
with its media customers for retail end-usersali Bpproximately 2,000 customers, including majoaicast and cable television networks,
news services, professional and collegiate speogamzations, advertising agencies and their atbegs, television companies and movie
production companies. Approximately 61% of Vyvx33 revenue was derived from its top 10 custonters.Entertainment Group, Inc. and
its parent company The News Corporation Limitedotigh their various news, sports and entertainresinesses, accounted for
approximately 22% of Vyvx's revenues and Time Warhre. accounted for 12% of Vyvx's revenues.

Vyvx has sales personnel located in eitdtes and the District of Columbia to provide seevio its domestic and international customers.
The largest sales offices are in New York, New Yankl Burbank, California, where many of Vyvx's ksgcustomers are based.

Business Support Systems

In order to pursue our sales and distridyusitrategies, we have developed and are contirtaidgvelop and implement a set of integrated
software applications designed to automate ouratjperal processes. Through the development of astpbcalable business support system,
we believe that we have the opportunity to devael@ompetitive advantage relative to traditionat¢einmunications companies. In addition,
we recognize that for the success of certain ofsewvices that some of our business support systéiinseed to be easily accessible and us
directly by our customers.

Key design aspects of the business supgetém development program are:
. integrated modular applications to allow us to @jplgr specific applications as new services areahlail
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. a scalable architecture that allows our customegisdsstributors direct access to certain functithagt would otherwise have to
performed by our employees;

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

. "web-enabled" applications so that on-line acceszder entry, network operations, billing, andtouger care functions is
available to all authorized users, including oustomers;

. use of a tiered, client/server architecture thakisigned to separate data and applications, aexpéected to enable continued
improvement of software functionality at minimumstcand

. use of pr-developed or "shrink wrapped" applications, whemgliaable, which will interface to our internallgdelopec
applications.

Interconnection and Peering

As a result of the 1996 Act, properly diegéited companies may, as a matter of law, intereohwith ILECs on terms designed to help
ensure economic, technical and administrative éguatween the interconnected parties. The 199%Gpavides, among other things, that
ILECs must offer competitors the services and sl necessary to offer local switched servicee ‘S—Regulation.”

As of December 31, 2005, we had enterexapproximately 170 interconnection agreementsnVig be required to negotiate new or
renegotiate existing interconnection agreementgeasxpand our operations in current and additiomedkets in the future and as existing
agreements expire or are terminated.

Our peering agreements with ISPs are nacggs order for us to exchange traffic with thaS€s without having to pay transit costs. We
are considered a Tier 1 Internet Service Providdriave settlement free peering arrangements Withiest 1 ISPs in North America and
Europe. The basis on which the large national I8Rke peering available or impose settlement chasge#olving as the provision of Internet
access and related services has expanded.

Employee Recruiting and Retention

As of December 31, 2005, we had approxima&00 employees in the communications portioowfbusiness and information services
had approximately 1,200 employees, for a totalppfraximately 6,000 employees. We believe that oocess depends in large part on our
ability to attract and retain substantial numbédrgualified employees.

As part of our efforts to satisfy the needttract, retain and motivate the individuals vigossess the skills necessary to grow our bus
management and our Compensation Committee of thedBmelieve that our compensation programs shaidleat our compensation
philosophy. This philosophy includes the followicare beliefs:

. employee ownership demonstrates an economic gtader ibusiness that aligns employees' intereststiiise of our
stockholders;

. employees should share appropriately with investotise value that their results help to cre

. compensation principles are broad based and intetodee appropriate across business groups—comatiors and
information services—and within each business grpopvide all employees with the opportunity totfpate in compensation
programs based on the value that they help toesraatd

. compensation programs should be based on creatiggtérm value which is best measured by stoclegrarformance.
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We believe that short-term financial revgaadbne are not sufficient to attract and retaialifjed employees and that a properly designed
longterm compensation program is a hecessary compofnenmployee recruitment and retention. Additionadlyr philosophy is to pay annt
cash salary compensation that is competitive gmetfmrmance based cash bonus that is above markeéfformance that is above market. In
addition, employees may, from time to time, receidditional cash bonus compensation related toitdatidual's contribution to results
achieved under special initiatives or programs.

Our Compensation Committee also believasatcritical component of our compensation phipdgois having the ability to provide
appropriate incentives to employees through a teng incentive program that is tied to stock ppegformance. We currently have a long-
term incentive (LTI) program that provides for ttypes of equity awards that are granted in equalants. The first type of equity vehicle is
an innovative stock-indexed option referred tom®atperform Stock Option or OSO, which is admeristl under our 1995 Stock Plan, as
amended. The second type of equity award is réstiigtock units, that vest over a period of yedepending on the participant's continued
employment and the terms of the specific grant. rEiséricted stock units are currently granted oa@mual basis. We believe that a blended
equity vehicle of OSOs and RSUs allows us to acdisimgeveral objectives including providing an 'mertformance" element through the C
grants that is balanced by the retention elementigeed by RSUs.

OSOs are currently designed to provideesaployees with the incentive to maximize stockhoidgdue and to reward employees only
when the price of our common stock outperforms3&® 500® Index between the date of grant and the that the OSO is exercised. OSOs
generally have a four year life and vest 50% aetine of the first year after grant, with the renvan50% vesting in four equal quarterly
installments so that the OSOs are fully vestedneyeind of the second year after grant.

OSOs have an initial exercise price thagsal to the closing market price of our commamlson the trading day immediately prior to
the date of grant. This exercise price is refeteeals the Initial Price. When an employee elecexgrcise an OSO, the Initial Price is adjusted
upward or downward—as of the date of that exercisg-a-percentage that is equal to the aggregatemge increase or decrease in the S&P
500® Index over the period beginning on the datgraht and ending on the trading day immediated¢ceding the date of exercise of the
OSOs. The Initial Price, however, can not be adpisielow the closing price of our common stocklenday that the OSO was granted.

Since a core belief of our compensatiohogbiphy is to have employees share appropriatdly eir stockholders in the value that the
employees' efforts create, the value of the OSOindtease as the price of our common stock inegaslative to the performance of the
S&P® 500 Index over time. This increase in valuattsbutable in part to the use of a "successipligt.”

The following modifications, affecting Augiul9, 2002, and later grants, were made to the @8gram:

. OSO targets are communicated in terms of numb@Ss rather than a theoretical dollar value.
. The success multiplier is up to four times the st#jd value of the OS(
. Awards vest over 2 years and have-year life. Fifty percent of an award vests at thd ef the first year after grant, with t

remaining 50% vesting over the second year (12.88gparter).
The mechanics for determining the valuarofndividual OSO award are described below:

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustedt tine (the "Adjusted Strike Price"), until the
exercise date. The adjustment is an amount equléto

15




percentage appreciation or depreciation in theevafithe S&P 500® Index from the date of granti® date of exercise. The value of the OSO
increases for increasing levels of outperforma@®0s granted prior to August 19, 2002, have a plidtirange from zero to eight depending
upon the performance of our common stock relativiné S&P 500® Index as shown in the following &alfdSOs granted August 19, 2002,
and later have a multiplier range from zero to fdepending upon the performance of our common stlakive to the S&P 500® Index as
shown in the following table.

Then the Pre-multiplier Gain Is Multiplied by a Success Multiplier of:

If Level 3 Stock
Outperforms the S&P 500® August 19, 2002 anc
Index by: Pre August 19, 2002 Grant: Later Grants
0% or Less 0.00 0.00
More than 0% but Less th.  Outperformance percenta Outperformance percenta
11% multiplied by 8/ 11 multiplied by 4/ 11
11% or More 8.00 4.00

The Pre-multiplier gain is our common stpeice minus the Adjusted Strike Price on the déitexercise.

Our 1995 Stock Plan, as amended, afford€ompensation Committee flexibility to use a vgrief means to provide the appropriate
incentives as part of a long term compensationnaragFrom time to time, our Compensation Commiétegluates the structure of our LTI
program and those groups of employees that paatieim the LTI program. Our Compensation Commiftem time to time may make
modifications to these programs to reflect the givagnneeds related to attracting, retaining andvatihg our employees. These changes may
be based, in part, on market conditions and thegrdgiram of competitors. As new LTI instruments faeguently developed and since the tax
and accounting treatment of various instrumentsabgect to change over time, management and thgp€oesation Committee regularly
review our compensation programs to determine vardtitese programs are accomplishing our goalseimbst cost effective manner.

In addition to our LTI program, employeésoshave the opportunity to receive grants of shafd evel 3 common stock through our 401
(k) Plan's employer matching contribution which agwp to 100% of 7% of eligible earnings or reguialimits for communications business
employees' and up to 50% of 6% of eligible earnimgegulatory limits for Software Spectrum emplegeFor the year ended December 31,
2005, the Company also approved a 3% discretiogranyt to eligible employees, that will be depositetheir share accounts. Employees of
WilTel Communications that participate in the WilB®1(k) Plan receive an employer matching cashrimrtion of up to 100% of 6% of
eligible earnings or regulatory limits, which isvéested in the same investment funds selected lticipants for employee contributions.

Historically, all employees in the commuations portion of our business and certain empleyée&Software Spectrum have participated in
our LTI program. During the period of the integaatiof WilTel Communications employees, these emgdaywill not participate in our LTI
Program.

For a description of the accounting treattad our OSOs, please see our Notes to the Catadell Financial Statements that are included
in this Form 10-K.

Competition

The communications industry is highly cotitpe. A number of factors in recent years haweréased the number of competitors in the
market. First, the Telecommunications Act of 198ated opportunities for non-incumbent providersriter the marketplace. Second, the
capital markets responded by making funding moeglalvlie to new and existing competitors. Third heisiasm over
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the opportunities created by the rapid developmeftise Internet led investors and market participan general to overestimate the rate at
which demand for communications services would grewally, the emergence of new Hased services has created prospects for new &
with non-traditional business models to competédugyacy providers.

We believe that a confluence of these faatoeated an unsustainable level of competitidchénmarket. We believe that this was
evidenced by both the number of competitors vyirgsimilar business and by the amount of inventwrgapacity each brings to the market
many services. The result of these actions wassarsopply of capacity and an intensely competi@imgironment.

We do not believe the current industry ctiiee can be sustained over the long-term. Withgtiea/th of communications demand, excess
capacity will be absorbed over some timeframe. &ty some form of industry consolidation will dimue to occur based on underlying
economics. Given the large ongoing fixed costs@ated with operating a backbone network, we belignat the natural industry structure will
evolve to a more limited number of competitors vatith having high traffic scale across their neltsor

While we believe that the long-run indusgtsucture will evolve toward that described abavegertainty surrounds how the existing
competitive landscape will evolve toward this nemcture. For example, while a number of next-gatien and incumbent providers have
entered and emerged from bankruptcy protectiorhelieve these competitors are still operating funeiatally poor business models, have
severe resource constraints, and are unlikely lorgterm survivors in their current forms. In &ateh, the ultimate impact of the recently
completed transactions between AT&T and SBC Comupaiiuns (henceforth AT&T) and MCI and Verizon (hefarth Verizon) is yet to be
known.

We believe that each competitor's leng-success in the market will be driven by itsilalde resources (for example, financial, persoy
marketing, customers) and the effectiveness dftuiness model (for example, service focus and coigt effectiveness, ability to adapt to new
technologies, channel effectiveness). We recoghi@emany of our existing and potential competifarthe communications industry have
resources significantly greater than ours.

Our primary competitors are long distanagiers, incumbent local exchange carriers, cortipetiocal exchange carriers, PTTs and other
companies that provide communications services.falmving information identifies key competitorsrfeach of our product offerings.

Our key competitors for our managed modernvises are other providers of dial up Interneeasdncluding Verizon and Qwest
Communications. In addition, the key competitonsdor voice service offerings are other providdrasbolesale communications services
including AT&T, Verizon, Sprint and certain regidrigell operating companies and competitive localt@nge carriers.

For our IP and Data services, we competie eampanies that include Verizon, Sprint, AT&T a@@adiest Communications in North
America, and Sprint, Verizon, France Telecom andtBehe Telecom in Europe.

For transport services, our key competitoithe United States are other facilities basedrmanications companies including AT&T,
Verizon, Sprint and Qwest Communications. In Eurape key competitors are other carriers such aesPTelia International, Colt Telecom
Group plc, Verizon, and Global Crossing.

Our key competitors for our colocation $eeg are other facilities based communications corigs, and other colocation providers such
as web hosting companies and third party colocat@mnpanies. In the United States, these compamibsdie AT&T, Savvis Communications,
Equinix, Switch & Data and Qwest CommunicationsElrope, competitors include Global Switch, IntenXiRedbus, Telecity and Telehouse
Europe.
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The communications industry is subjectapid and significant changes in technology. Fotainse, recent technological advances permit
substantial increases in transmission capacitytf hew and existing fiber, and the introductiomefv products or emergence of new
technologies may reduce the cost or increase fhyglysof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be matrants to the communications and informationisesvindustry, which are not burdened
by an installed base of outmoded or legacy equipmen

We believe that no single competitor cutlseexists that offers all of the services beinfeodd by Vyvx. The competitors that Vyvx
encounters in the marketplace have historicallgrefi only one or two of Vyvx's products.

Regulation
Federal Regulation

The Federal Communications Commission (FIg&3)jurisdiction over interstate and internaticc@hmunications services, among other
things. The FCC imposes extensive regulations omoon carriers that have some degree of market pswar as incumbent local exchange
carriers (ILECs). The FCC imposes less regulatioe@mmon carriers without market power, such aghe.FCC permits these non-dominant
carriers to provide domestic interstate servicesl(ding long distance and access services) withoat authorization; but it requires carrier:
receive an authorization to construct and opesdéeEdmmunications facilities and to provide or Hesdecommunications services, between
United States and international points. We havaiobtd FCC approval to land our transatlantic cabtbe United States. We have obtained
FCC authorization to provide international servioasa facilities and resale basis. Under the Tefgoanications Act of 1996 (1996 Act), any
entity, including cable television companies, eie@nd gas utilities, may enter any telecommuincet market, subject to reasonable state
regulation of safety, quality and consumer protettBecause implementation of the 1996 Act is sutlignumerous federal and state policy
rulemaking proceedings and judicial review, therstill uncertainty as to what impact it will haoe us. The 1996 Act is intended to increase
competition. Among other things, the 1996 Act opireslocal exchange services market by requiririgdE to permit competitive carriers to
interconnect to their networks at any technicadlgdible point and requires them to lease certats p&their networks at FCC-regulated
(generally cost based) rates; it also establisbgsirements applicable to all local exchange carriexamples include:

. Reciprocal Compensatior. Requires all ILECs and CLECs to complete caliginated by competing carriers under reciprc
arrangements at prices based on a reasonable apptmn of incremental cost or through mutual exad®of traffic without
explicit payment.

. Resale. Requires all ILECs and CLECs to permit resaléhefr telecommunications services without unreabtenar
discriminatory restrictions or conditions. In adidiit, ILECs are required to offer for resale wholesgersions of all
telecommunications services that the ILEC provata®tail to subscribers that are not telecommuioica carriers at discounted
rates, based on the costs avoided by the ILECeimtimlesale offering.

. Access to Right-of-Way . Requires all ILECs and CLECs and any other pultility that owns or controls poles, conduits,
ducts, or rights-of-way used in whole or in partidre communications, to permit competing carri@nsd cable television
systems) access to poles, ducts, conduits andsrighway at regulated prices. CLEC rates for acteds poles, ducts, conduits
and rights-of-way, however, are not regulated.

Generally speaking, CLEC access to ILEQuodts and utility poles are implemented throughvidlal negotiations, which are governed
by the 1996 Act and applicable FCC Rules. Unden8&6
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Act, CLEC access to ILEC networks is heavily retedisand the rules governing that access have legartious. Over the past several years,
however, the United States Supreme Court has atirRCC jurisdiction over ILEC unbundling, certapesific unbundling requirements and
the FCC's authority to set the mechanism which gw/the rates ILECs may charge for interconnediuth unbundling.

On February 4, 2005, the FCC issued itstafriennial Review Remand Order which modifiegl timbundling obligations for ILECs.
Under certain circumstances the FCC removed an ' EG@bundling obligations with regard to high capalocal loops and dedicated transyg
and eliminated the obligation to provide local slvihg. Under the FCC's new rules, the availabdithigh capacity loops and transport will
depend upon new tests based on the capacity ¢d¢iiey, the business line density of incumbentengenters, and the existence of collocated
fiber providers in incumbent wire centers. The R@Guired that the ILECs identify the specific wirenters that will be affected. Until the
accuracy of the ILEC's response is confirmed, iitaspossible to predict the degree to which the ndes regarding loops and transport will
affect us. To the limited extent that we rely upmioundled network elements, therefore, we cannhistime assess how the new rules will
effect our business.

The FCC recently released a Notice of Pseddrulemaking ("NPRM") to initiate a comprehensidew of rules governing the pricing
of special access service offered by ILECs suligeptice cap regulation. Special access pricinghiege carriers currently is subject to price
cap rules, as well as pricing flexibility rules whipermit these carriers to offer volume and teisealnts and contract tariffs (Phase | pricing
flexibility) and/or remove from price caps regutatispecial access service in a defined geograpbéc(®hase Il pricing flexibility) based on
showings of competition. In the NPRM the FCC tam&dy concludes to continue to permit pricing fleity where competitive market forces
are sufficient to constrain special access pricesundertakes an examination of whether the cutriggers for pricing flexibility accurately
assess competition and have worked as intended\NPRM also asks for comment on whether certain@spd ILEC special access tariff
offerings (e.g., basing discounts on previous vasmof service; tying nonrecurring charges and teation penalties to term commitments;
imposing use restrictions in connection with disus), are unreasonable. Given the early phasesgiriiceeding, we cannot predict the img
if any, the NPRM will have on our network cost sture.

The 1996 Act also codifies the ILECs' ecaatess and nondiscrimination obligations and pptéginconsistent state regulation.

As of August 1, 2001, our tariffs for irdéate end user services were eliminated and affstér 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 accordavitethe FCC's orders we maintain a schedule ofates, terms and conditions for our
domestic and international private line servicemonweb site.
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Beginning in June 1997, every RBOC adviSe&Cs that they did not consider calls in the stooal calling area from their customers to
the CLEC's ISP customers to be local calls undeirtterconnection agreements between the RBOCthaendLECs. The RBOCs claimed that
these calls are exchange access calls for whidieexe access charges would be owed. The RBOCsedahowever, that the FCC exempted
these calls from access charges so that no contmmigaowed to the CLECs for transporting and teating such calls. As a result, the
RBOCs threatened to withhold, and in many casesvdlthold, reciprocal compensation for the transpmd termination of such calls. To d:
almost all state commissions that have ruled aifisiue in the context of state commission arltngiroceedings or enforcement proceedings
have determined that reciprocal compensation isldaesuch calls. Reviewing courts have upheldstiage commissions in almost all decisi
rendered to date on appeal. On February 25, 188FE€C issued a Declaratory Ruling on the issuetef-carrier compensation for calls
bound to ISPs. The FCC ruled that the calls aiiedigtionally interstate calls, not local calls.

The FCC, however, determined that thisdssas not dispositive of whether intercarrier congagion is owed. That decision was appe
to the D.C. Circuit which held that the FCC hadefaito adequately support its conclusions undergfjairements of the 1996 Act. On
April 18, 2001, the FCC adopted a new order regayditercarrier compensation for ISP-bound tratiicthat Order, the Commission
established a new intercarrier compensation meshafar ISP-bound traffic with declining rates owethree year period. In addition to
establishing a new rate structure, the Commissapped the amount of ISP bound traffic that woulddmenpensable” and prohibited payment
of intercarrier compensation for ISP-bound trafficcarriers entering new markets. The April 200deowas appealed to the D.C. Circuit. On
May 3, 2002, the D.C. Circuit found that the FC@ hat provided an adequate legal basis for iteigyland therefore remanded the matter to
the FCC. In the interim, the court let the FCClgsstand. It is unclear when the FCC will issugsed findings in response to the latest
remand. On October 8, 2004, the FCC adopted am ordesponse to a July 2003 Petition for Forbegedited by Core Communications
("Core Petition") asking the FCC to forbear fronfoening the rate caps, growth cap, and new mankétrairroring rules of the ISP Remand
Order. The FCC granted the Core Petition with resfmethe growth cap and the new market rulesdienied the Petition as to the rate caps
mirroring rules ("Core Order"). That decision hasb appealed to the D.C. Circuit.

The FCC has an open rulemaking proceedirggitiress intercarrier compensation, including camsption for traffic to ISPs. In addition
the numerous proposals regarding intercarrier cosg@n obligations, a number of industry groupsgehaeen trying to negotiate a plan that
would bring all intercarrier compensation and asagsarges to a unified rate over a negotiateditirangeriod. It is too early to understand the
impact any plan may have if it is adopted by theCRD either our reciprocal compensation or aco@asrues or our interconnection
obligations.

Prior to 2004, we entered into agreemerasiging for payment of compensation for termingtiSP-bound traffic with Verizon, in its
former Bell Atlantic operating territory, with SBCorporation for the 13-state operating territorgttimcludes its affiliates Pacific Bell,
Southwestern Bell, Ameritech and Southern New ErdjiEelephone, and with BellSouth in its nine-staterating territory. We also entered
into interconnection agreements with Qwest, CinainBell Telephone, and Sprint that reflect theinarrier compensation rates adopted b
FCC in its ISP Remand Order. Given the general aicty surrounding the effect of the FCC decisj@appeals, and the remand, we may |
to change how we treat the compensation we redeiterminating calls bound for ISP-bound traffichie agreements under which
compensation is paid provides for the incorporatibnhanges in FCC rules and regulations.

In May 2004, we reached a new interconnadigreement with Bell South that incorporatedt¢nms of the ISP Remand Order. In
September 2004, we and Verizon amended our existtagconnection agreement to establish intercacoenpensation terms. In late 2003, we
reached an
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agreement with SBC continuing payment for the ergeaof ISP-bound traffic that could run through émel of 2004. In February 2005, we
and SBC agreed to successor interconnection agreéemaich cover the payment for the exchange ofliSind traffic.

In December 1996, the FCC initiated a Not€ Inquiry regarding whether to impose regulaion surcharges upon providers of Internet
access and information services (the Internet NOig Internet NOI sought public comment upon whetbémpose or continue to forebear
from regulation of Internet and other packet-swéitimetwork service providers. The Internet NOI fjedly identifies Internet telephony as a
subject for FCC consideration. On April 10, 199& FCC issued a Report to Congress on its impleatientof the universal service provisic
of the 1996 Act. In that Report, the FCC statedpmagnother things, that the provision of transmissiapacity to ISPs constitutes the provision
of telecommunications and is, therefore, subjecoitmmon carrier regulations. The FCC indicated ithabuld reexamine its policy of not
requiring an ISP to contribute to the universaVger mechanisms when the ISP provides its own mné&sson facilities and engages in data
transport over those facilities in order to provateinformation service. Any such contribution bfaailities based ISP would be related to the
ISP's provision of the underlying telecommunicadiservices. In the Report, the FCC also indicatatlit would examine the question of
whether certain forms of "phone-pdone Internet Protocol telephony” are informaservices or telecommunications services. It ndtedl the
FCC did not have an adequate record on which teeraak definitive pronouncements on that issueisttitime, but that the record the FCC t
reviewed suggests that certain forms of phone-tmpHhnternet Protocol telephony appear to havdairhinctionality to non-Internet Protocol
telecommunications services and lack the charatiesithat would render them information servidethe FCC were to determine that certain
Internet Protocol telephony services are subjeEQE€ regulations as telecommunications servicesi-@C noted it may find it reasonable that
the ISPs pay access charges and make universaleseontributions similar to non-Internet Protobaked telecommunications service
providers. The FCC also noted that other formstérhet Protocol telephony appear to be informadienvices.

State Regulation

The 1996 Act is intended to increase coitipatin the telecommunications industry, espegiallthe 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. Bectgsenplementation of the 1996 Act is subjectionerous state rulemaking proceedings
on these issues, it is currently difficult to prtdiow quickly full competition for local servicesll be realized.

State regulatory agencies have jurisdictitnen our facilities and services are used to pi®imtrastate 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 (inotpdtrastate switched services) as our businedgeoduct lines expand. To provide
intrastate services, we generally must obtain @ficate of public convenience and necessity friwa $tate regulatory agency and comply with
state requirements for telecommunications utilitiesluding state tariffing requirements. We cuthgiare authorized to provide
telecommunications services in all fifty states #mel District of Columbia. In addition, we will bequired to obtain and maintain
interconnection agreements with ILECs where we wosprovide service. We have approximately 170rgg@enection agreements with limited
terms. We expect that we should be able to negodiabtherwise obtain renewals or successor agmsrtteough adoption of others' contracts
or arbitration proceedings, although the ratesnseiand conditions applicable to interconnectiodh e exchange of traffic with certain ILECs
could change significantly in certain cases. Thgrele to which the rates, terms, and conditions change will depend not only upon the
negotiation and arbitration process and availahbdftother interconnection agreements, but wilbals
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depend in significant part upon state commissiatgedings that either uphold or modify the curregimes governing interconnection and
exchange of certain kinds of traffic between castién May 2004, we reached agreement on new ioerection agreements with BellSouth in
all 9 of the BellSouth states. In September 20 reached new interconnection agreements with ¥eriand with SBC in February 2005.

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 will be subject to numerousalaregulations such as building codes and licensiuch regulations 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 may not be available to us onanmally reasonable or advantageous
terms.

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

Due to the growing acceptance and deploymieviolP services, the FCC and state public ytitibmmissions are conducting regulatory
proceedings that could affect the regulatory dwias rights of entities such as us or our affikateat 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 FCC has initiated aaikéng proceeding to consider changes in FCC ifoled-based voice services. While
preserving its right to address certain mattersrpga conclusion of the rulemaking, the FCC hasdated that this rulemaking may address,
among other things, 911 requirements, disabilitteas requirements, access charges, and univergigesequirements.

The FCC is also considering several petitifiled by individual companies concerning theutatpry rights and obligations of providers
IP-based voice services, and networks that hamdlgaked voice traffic or that exchange that traffith operators of Public Switched
Telephone Network (PSTN) facilities.

On October 18, 2002, AT&T Corporation filaghetition with the FCC requesting a declaratating that calls that originate and termin
on the PSTN, but which may be converted into IRmdusome part of the transmission, are exempt fiooess charges under existing FCC
rules. On April 21, 2004, the FCC rejected AT&T&tiEon, stating that the calls described by AT&Ene telecommunications services subject
to access charges under existing FCC rules.

On September 22, 2003, Vonage Holdings @atpn or Vonage filed a petition with the FCCuegting a declaration that its offerings,
which originate on a broadband network in IP foramad terminate on the PSTN, or vice versa, arestate information services not subject to
state regulation under the federal Communicatiotisafid existing FCC rules. On November 10, 2004 R8C adopted an order ruling that
Vonage's service was an interstate service noestty state regulation. The FCC did not rule wieethe service is only an information sen
that is not subject to Title Il under the Act. Apewere filed in a number of circuits, which appesere consolidated and assigned to the U.S.
Court of Appeals for the 8th Circuit. Oral argunmewnere heard on Jan. 12, 2006. A decision is pgndintil a decision is released, we cannot
predict how a ruling might affect our provision\@6IP services.
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On June 3, 2005, the FCC issued an ordgiiniag all interconnected VolP providers to detiemhanced 911 capabilities to their
subscribers by no later than November 28, 2005hee modified our service offerings to VolP provila order to assist those providers in
complying with the FCC mandate. Many of our custsrieve filed for partial or complete waivers otegsions of time with respect to the !
order, and other companies have filed appealsargitig the timeframe within which the FCC orderethpliance. Meanwhile, we are
continuing to work with our customers and with palsiafety officials nationwide in an effort to meéké FCC's 911 requirements. In addition,
in this appeal, filed on behalf of a number of tntnected VolP Providers, the parties objectatiédCommission's requirement to deploy
emergency services for nomadic VolP services. @btbn is proceeding. Until a final decision isuiisd, we cannot predict how its outcome
will affect customer demand for our 911 servicdsode requests for waivers and appeals are pending.

The state public utility commissions argoatonducting regulatory proceedings that couldaichpur rights and obligations with respect to
IP-based voice applications. Previously, the Mimt&$’ublic Utilities Commission or MPUC ruled thainage's DigitalVoice service was a
telephone service under state law, and ordered dotmobtain state certification, file tariffs, aoomply with 911 requirements before
continuing to offer the service in the state. Voméited a request in the Federal District Courttfog District of Minnesota to enjoin the
MPUC's decision. On October 16, 2003, a federajg¢ugranted Vonage's request for an injunction, loglireg that Vonage provides an
information service immune from state regulatiod #mereby barring the MPUC from enforcing its di&xis On December 22, 2004, the U.S.
Court of Appeals for the Eighth Circuit affirmecetBistrict Court's judgment on the basis of the BQfetermination that Vonage's service was
interstate and noted that the MPUC would be freghtidlenge the injunction if it or another partgyailed on an appeal of the FCC's Vonage
Order.

The California Public Utilities Commission CPUC, on February 11, 2004, initiated a rulemgkibout the appropriate regulatory
framework to govern VolP. Among the issues the CRuly consider is whether VoIP is subject to CPU€&Julatory authority, including
whether VolP providers should be required to cbote to state universal service programs, whetlodP \providers should be required to pay
intrastate access charges, whether VolP shouldHjec to basic consumer protection rules, and hdretxempting VolP providers from
requirements applicable to traditional voice prevglwould create unfair competitive advantaged/tP providers.

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

The Communications Act requires that edelgcommunications carrier contribute, on an etpatand non-discriminatory basis, to
federal universal service mechanisms establishétid¥CC, and the FCC also requires providers nfa@mmmon carrier telecommunications
to contribute to universal service, subject to s@xausions and limitations. At present, these igbations are calculated based on contribu
interstate and international revenue derived frai®.ldomestic end users for telecommunicationslecaenmunications services, as those tt
are defined under FCC regulations. Pursuant tar&degulations, we pay these contributions. Thewmhof our contributions can vary based
upon the total amount of federal universal sergigeport being provided under the FCC's federal mgisms and associated administrative
expenses, the methodology used by the FCC to eddcahlch carrier's contributions, and, at presleatproportion of our assessable interstate
and international revenue derived from our domesiit users for telecommunications or telecommuioicatservices to, for all contributors,
the total amount of assessable interstate anchatienal revenue derived from domestic end usertefecommunications or
telecommunications
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services. The extent to which our services are @tbas telecommunications/ telecommunications seswie as information services will also
affect our contributions.

The FCC seeks comment on how to furtharmetthe manner in which the FCC assesses carnigrilootions to the universal service fu
We are unable to predict the changes, if any, &€ ill adopt and the cumulative effect of any seblanges on our total universal service
contribution payments.

European Regulation

Unlike the United States which has a freeduregulatory scheme with respect to VolP seryitesEuropean Union has adopted a more
systematic approach to the convergence of netwatds/olP regulation specifically. The European Cassion will oversee the
implementation by its member-states of six newatives developed to regulate electronic commurocatin a technology and platformeutra
manner. Implementation of the directives has nenhaiform across the Member States and it isadiffito predict when they will be
implemented at the national level. Even with harigation, the national regulatory agencies will ¢oné to be responsible for issuing general
authorizations and specific licenses.

The European Union's approach to the réigul®f VVoIP turns on whether VolIP is voice telepfioThe European Commission has
defined voice telephony to have four elementsc@hmercial offering as voice telephony; (2) promisto the public; (3) provision to and from
the public switched telephone network terminatiomts; and (4) direct speech transport and switthbinspeech in real time, particularly at the
same level of reliability and speech quality asvjgted by the PSTN. In its Communication from then@uission, Consultation on Voice on the
Internet in June 2000, the commission directed'tki@&mber States should continue to allow Interroeteas providers to offer voice over
Internet protocol under data transmission genertiaizations, and that specific licensing condii@re not justified.”

The Commission has subsequently redefitsedifinitions to suggest that some VolIP offeriags voice telephony. In its December 2000
communication, the Commission noted that increagumgity and reliability as well as marketing ofie® capabilities with bundled services,
made certain kinds of "voice over Internet" muchrenlike voice services. While the current Commisdiirectives do not mandate the
treatment of VoIP as voice telephony, the commissidl continue to reevaluate the regulation of Pas service quality becomes the
equivalent of traditional voice telephony.

In February 2003, the European Union adbptaew regulatory framework for electronic comneatibns that is designed to address in a
technologically neutral manner the convergenceoairaunications across telecommunications, compungbaoadcasting networks. The
directives address: (1) framework (2) interconrmattind access, (3) authorization and licensinguigdjersal service and (5) privacy. These
directives and an additional decision on radio spet replace the existing 20 directives on eledtr@ommunications. Under the framework,
voice telephony providers will face additional gfaiions, including specific licensing and universaivice obligations. Others will likely face
new regulation. One example could be VoIP. If klasssified as an electronic communications servether than voice telephony, it would ¢
be subject to additional regulations to achievellagry parity with other electronic communications

The United Kingdom was one of the first oies to fully implement the European Union's Hemmework for electronic
communications, which it did by July 25, 2003. A&t time, certain provisions of the United Kingdsmielecommunications Act of 1984 were
repealed. Pursuant to that framework, the licenségime was replaced with a general authorizatiur. existing licenses were canceled and
replaced with a general authorization.
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Under the regime, the United Kingdom retega/olIP as an electronic communication service. dégree of regulation imposed on the
service depends upon whether the service is camside be a Publicly Available Telephone ServicATB). A service is considered to be a
PATS if the following conditions are met: it is rkated as a substitute for the traditional teleptsereice; the service appears to the customer
to be a substitute for the traditional public télepe service over which they expect access to eaneygservices; or the service provides the
customers sole means of access to the traditiamalittswitched public telephone network.

While the Ofcom, the United Kingdom regolathas established technical standards and inteemtion rights for VolP service providers,
it has recently opened a consultation to assesspibpriate allocation of phone numbers to Vol®vjters. We cannot predict the result of
this proceeding and how it will affect our ability provide services.

As we expand the deployment of our VolPliapfions in Europe, we will have to consider tippropriate regulatory requirements for
each nation before deploying services.

Canadian Regulation

The Canadian Radio-television and Telecominations Commission, or the CRTC, has jurisdictimmegulate long distance
telecommunications services in Canada. Regulateveldpments over the past several years have tatedithe historic monopolies of the
regional telephone companies, bringing significarhpetition to this industry for both domestic amgrnational long distance services, but
also lessening regulation of domestic long distatwapanies. Resellers, which, as well as facilitiesed carriers, now have interconnection
rights, but which are not obligated to file tarjffeay not only provide transborder services tolt®. by reselling the services provided by the
regional companies and other entities but also resgll the services of the former monopoly inteoret! carrier, Teleglobe Canada or
Teleglobe, including offering international switchgervices provisioned over leased lines. AlthotlhghCRTC formerly restricted the practice
of "switched hubbing" over leased lines througleintediate countries to or from a third country, @RTC lifted this restriction. The Teleglc
monopoly on international services and undersekedahding rights terminated as of October 1, 129®ough the provision of Canadian
international transmission facilities based sewi@mains restricted to "Canadian carriers" withomiy ownership by Canadians. Ownership
of non-international transmission facilities amaited to Canadian carriers but we can own inteonafiundersea cables landing in Canada. We
cannot, under current law, enter the Canadian maska provider of transmission facilities basedhdstic services. In 2003, two committee
the Canadian House of Commons issued conflictingmemendations on whether to lift the foreign owhgrsestrictions that prohibit carriers
like us from owning intr&Eanadian transmission facilities. If the ownergfaigtrictions are repealed, we anticipate that webegiable to expar
our operations and service offerings in CanadaeReCRTC rulings address issues such as the frarkdarointernational contribution charcg
payable to the local exchange carriers to offsetesof the capital and operating costs of the pronisf switched local access services of the
incumbent regional telephone companies, in thgiaciy as ILECs, and the new entrant CLECs.

While competition is permitted in virtualyl other Canadian telecommunications market se¢gneve believe that the regional compa
continue to retain a substantial majority of theallcand calling card markets. Beginning in May 198@ CRTC released a number of decisions
opening to competition the Canadian local telecomications services market, which decisions wereevegaplicable in the territories of all of
the regional telephone companies. As a result, or&svoperated by CLECs may now be interconnectéd tve networks of the ILECs.
Transmission facilities based CLECs are subjetihiécsame majority Canadian ownership "Canadianetarequirements as transmission
facilities based long distance carriers. CLECs htheesame status as ILECs, but they do not hawetsal service or customer tariff-filing
obligations. CLECs are subject to certain consymnetection safeguards and other CRTC regulatorysigiet requirements. CLECs must file
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interconnection tariffs for services to interexcparservice providers and wireless service provideestain ILEC services must be provided to
CLECs on an unbundled basis and subject to mandpatiming, including central office codes, subserilistings, and local loops in small url
and rural areas. For a five-year period, certdireoimportant CLEC services must be provided oordyundled basis at mandated prices,
notably unbundled local loops in large, urban arddsCs, which, unlike CLECs, remained fully regigld, are subject to price cap regulatio
respect of their utility services and these sesviveist not be priced below cost. Interexchangeribaniton payments are now pooled and
distributed among ILECs and CLECs according torenfda based on their respective proportions oflersial lines, with no explicit
contribution payable from local business exchanggirectory revenue. CLECs must pay an annual e@hecunications fee based on their
proportion of total CLEC operating revenue. All biled and unbundled local services (including redidélines and other bulk services) may
now be resold, but ILECs need not provide theseices to resellers at wholesale prices. Transmidsicilities based local and long distance
carriers (but not resellers) are entitled to caleeaguipment in ILEC central offices pursuant torte and conditions of tariffs and intercarrier
agreements. Certain local competition issues dte¢osbe resolved. The CRTC has ruled that reselt@nnot be classified as CLECs, and thus
are not entitled to CLEC interconnection terms aoditions. The CRTC conducted a proceeding in 2004view issues relating to the
introduction of VoIP technology. The CRTC has esgel a number of preliminary views about how ippses to regulate VolP services
including the view that VolP services (and senpecaviders) should be regulated according to the CRExisting rules. If the preliminary
views are confirmed, then the rules for VolP-basedices will depend on the category of serviceviger (ie., ILEC, CLEC or reseller), the
nature of the service and the geographic area iohithe service is provided.

Information Services Business

In connection with our belief that commuations services are direct substitutes for existimgles of information distribution, and for
other strategic and tactical reasons, during 2@@2entered the businesses of direct marketing mofpeer software and computer software
license management. Today, this business is coaduxt our subsidiary Software Spectrum and itsididsges, which we refer to collectively
as Software Spectrum.

We believe that companies will, over tirseek information technology operating efficiencygaychasing software functionality and data
storage as commercial services procured over baevatlbetworks such as our network or as outsoummsicses that also use a broadband
network for delivery to the customer. We believatttihne combination of our network infrastructurel @ervice development capabilities, and
Software Spectrum's expertise in software lifecycagement and marketing, as well as strong cestoefationships, may position us to
benefit as companies change the manner in whighlthe and use software capability.

Through Software Spectrum, we are a leadirgrt marketer of software and provider of lidegsservices to corporations. Software
Spectrum has sales offices and operations locatiidith America, Europe and Asia/Pacific. Softw8pectrum serves as an attractive,
variable-cost sales and marketing channel for sofwpublishers who wish to market, sell and distgliheir products while limiting their need
to rely exclusively on their own direct sales farBeftware Spectrum has established software magkahd resale arrangements with major
software publishers, including Adobe Systems, £lystems, Computer Associates, IBM, McAfee, MiofgsNovell, Sun Microsystems,
Symantec and Trend Micro. Software Spectrum focosadesktop productivity applications and relate/sr, management and security
products, such as Microsoft Office, Microsoft Wingsy Adobe Acrobat, Microsoft SQL, Citrix MetaFrame®d Symantec Antivirus. Softwe
Spectrum also recently has developed and launttédiedia Plane™ software to further assist busegegsmanaging their software assets.
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Software Spectrum's strategy is to contiaueelp corporations increase their focus on theiformance by improving how they select,
purchase and manage software. Software Spectruraegk to do this principally by leveraging its gtig customer relationships, continuing
to strengthen its relationships with software pshirs, and further expanding its presence in ttalsnmedium business or SMB market.
Software Spectrum controls its costs by centralizisa administrative and customer service operatighile utilizing a geographically dispers
field sales force strategically located in majosibess markets worldwide. The majority of Softw@pectrum's revenue is derived from sale
large organizations, including Fortune 500® andirte Global 500® companies, as well as thousandsadsized customers from many
industries.

Through its global sales force and salegre®ers, Software Spectrum provides software liesresd related services to large and sig¢
organizations, including companies in the Fortub@® and Fortune Global 500® rankings. Software 8petconcentrates on building and
expanding these relationships through personas saletacts made throughout major global computiagkets. Through its strategically
located, centralized operations centers in NortreAoa, Europe and Asia/Pacific, Software Spectruppsrts the global marketing efforts of
its sales force.

Software Spectrum's website, www.SoftwaesBpim.com, includes aneammerce business center which helps customerstiraetota
procurement, asset management, reporting, standemdagement and order tracking needs and whichda®eustomers the option of
obtaining their software electronically. In additjaghe website contains company news and informatésigned to educate customers about its
services, its software titles (including third-paréviews), the publishers it represents and ttestarends in the industry. Software Spectrum
conducts online seminars, or webinars, to traicutstomers on its online services and hosts pavabinars.

Software Spectrum adapts its product rdlagvices to specific customer requests, consitiiscustomers on developing strategies to
efficiently select, purchase and manage the custsrimyestment in software and manages the accarat¢imely delivery of products.
Software Spectrum provides its customers with imi@tion on, advice regarding and assistance withvitle range of available software
choices through its marketing, sales and techstedl. For customers electing to standardize dgsktdtware applications or otherwise take
advantage of right-to-copy arrangements, Softwgex8um provides licensing agreement services apdast. Under licensing agreements,
Software Spectrum acts as a designated servicéderae sell software licensing rights that permistomers to make copies of a publisher's
software program from a master disk and distrilbite software within a customer's organizationddee per copy made. Maintenance
agreements entitle customers to updates and upgoddevered products during the term of the Agresmtypically three years following the
software purchase. By utilizing licensing agreeragotistomers are able to consolidate their worldwidrchases and acquire software under a
single master agreement for a given publisher faogiobal supplier such as Software Spectrum. Isimgly, customers are electing to use
enterprise-wide licensing agreements, which gieectistomer the right to use a particular suiterofipcts offered by a publisher on all
desktops across its enterprise. Software Specttigefsing consultants can assist customers irctiedethe most advantageous form of
licensing available based on specific needs ortcainss. Among its other services, Software Spectaffers on-site consultants for large
corporations, who provide software selection aasi=t, software asset management and determindtpite and availability of hard-to-find
software products.

Software Spectrum serves an importantirotbe software industry by providing a serviceeoted and cost-effective means for software
publishers to market, sell, distribute and provddpport for their products. The services provide®&bftware Spectrum assist publishers by
building product awareness, marketing productsctliren behalf of publishers to businesses andraitganizations. Software Spectrum is i
instrumental in the selection, design and impleregom of licensing programs for its customers. 8afe Spectrum believes that maintaining
its relationships with software publishers is intpot to Software Spectrum's future growth and pabfiity. Software Spectrum often
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will coordinate product introductions and marketprggrams with publishers, which may involve jaiegional product seminars and cross
selling of selected complementary products. By fgliog pre-sales services and marketing supportw&oé Spectrum can obtain competitive
discounts from many software publishers, availfisEmarketing funds provided by major publishared work closely with publisher
personnel on various marketing and selling magach as the introduction of new products, prograntsrelated service opportunities.

Software publishers sell software to custmstboth directly and through indirect sales chnr@ver time, the sale of software to corpc
customers has evolved from a one-time sale of bpxeducts accompanied by perpetual licenses to mtipensing agreements with
associated annual subscription payments. As sadteaes increasingly consist of licensing agreesatt are predominantly sold through
indirect sales channels, there is a greater fogymiblishers and customers on the licensing knogdezhd expertise of the indirect sales
channel. Software Spectrum believes that its egped in working with leading software publisherg demanding corporate customers over
the last 20 years, as well as its ability to seftvsare globally, positions it well within the sefére direct marketing industry.

Software Spectrum's North American operatiare based in Plano, Texas, and Software Speelsgnmaintains a product center located
in Spokane, Washington. Software Spectrum's Europparations are based in Munich, Germany, andv@odt Spectrum also maintains
offices in Holland, Belgium, France, Italy, Spasweden, and the United Kingdom. Software Spectrésia/Pacific headquarters is located in
Sydney, Australia. Software Spectrum also has edfia Singapore and Hong Kong. In Japan, SoftwpeetBum operates through a minority
investment in a company named Uchida Spectrum, Inc.

With centralized operations centers in N@merica, Europe and Asia/Pacific, Software Speuntis able to serve the major computing
technology markets around the world. Today, Softw&pectrum provides software or fulfillment sergite customers located in approxima
170 countries, invoices customers in many localengies and provides consolidated worldwide repgrtor its customers.

Products and Services
Advice, Information and Education

Software Spectrum advises, informs and atdscits customers regarding the wide range ofysemsent and licensing choices available to
them. Software Spectrum publishes newslettersicgeand product brochures and product catalogsabudprovides other timely information
coincident with major product releases.

Software Spectrum authors and providesenpéipers and consulting advice to its customeafider customers to realize the potential
benefits associated with licensing programs. Softvgpectrum provides its customers with a methagofor evaluating their individual
software management process and analyzing issigetdoting and implementing the licensing prograffered by various publishers.
Software Spectrum's advice is designed to assi$vers in selecting a software management plahydimg internal distribution services,
communicating with end users, reporting and conmglyiith licensing agreements.

Software Spectrum's customer magazineplrc@™, provides new product information and casdiss from existing customers who are
implementing the latest products and technologi@® the leading software publishers worldwide afidre news and commentary on industry
trends and Company-sponsored seminars and otheralegy related events. Software Spectrum prepardslistributes a Licensing and
Software Management Guide™ which provides the msitly requirements and qualification restrictiohthe numerous licensing publisher
programs. Software Spectrum's customers have esqaasterest in this publication, which Software&pum believes is a result of
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the potential savings a corporation can realizetidizing alternative procurement methods provithgdhis publication Software Spectrum's
newsletter, Inside Track™, contains publisher nang is sent to its sales force monthly via emaift#are Spectrum's sales force then
redistributes the newsletter to customers.

Software Spectrum'’s website contains compamws and information designed to educate custwaiaout its services, its software titles
(including third party reviews), the publisherseapresents and the latest trends in the industfiw@re Spectrum conducts online seminars, or
webinars, to train its customers on its online ®&vand host partner webinars. Additionally, SaefevSpectrum convenes a global customer
roundtable twice a year and schedules other robtedtas part of its publisher marketing.

Licensing Services

Software Spectrum's customers can acqafteare applications either through licensing agreets or by purchasing boxed products.
Over 80% of Software Spectrum's customers purctiesesoftware applications through licensing agrests, which Software Spectrum
believes is a result of the ease of administrati@y provide and their cost effective nature. LEiag agreements, or right-to-copy agreements,
allow a customer to either purchase a licensedoh®f its users in a single transaction or pecaltli report its software usage, paying a lice
fee for each user. For customers, the overall@iogsing one of these methods of acquiring softwaag be substantially less than purchasing
boxed products.

As software publishers choose differentpdures for implementing licensing agreements nassies are faced with a significant
challenge to evaluate all the alternatives andquores to ensure that they select the approprisezments, comply with the publishers'
licensing terms and properly report and pay foirtbeftware licenses. A large, multinational comosn may have over 100,000 users located
at multiple locations around the world, increading complexity associated with purchasing and miaigatheir software assets. Software
Spectrum works closely with its customers to unideid their requirements and educate them regatdangptions available under licensing
agreements.

Many of Software Spectrum's customers wdnelelected to purchase software licenses thrdaghding agreements have also purchased
software maintenance, which allows customers teivecew versions, upgrades or updates of softpar@ucts released during the
maintenance period in exchange for a specified @rfiee. These fees maybe paid in monthly, quartarignnual installments. Upgrades and
updates are revisions to previously published swivthat improve or enhance certain features ofdfftevare and/or correct errors found in
previous versions. Software Spectrum assists fhédisand customers in tracking and renewing thgiesements.

Software Spectrum's proprietary systemgaittfghe requirements necessary to service licgragmeements for its customers. Software
Spectrum's systems provide individualized custotnetract management data, assist customers in gorgplith licensing agreements and
provide customers with necessary reporting inforomat
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Procurement Services

Most of Software Spectrum's products adeid by the customer's procurement or IT depaittarghmay be billed to another departn
of the customer at a different site. These custeroan submit orders telephonically, by facsimilewrail or through their computer systems
e-commerce capabilities, such as Software Spedrel@ctronic data interchange (EDI) capabilitiegowebsite.

Software Spectrum participates in the etedt procurement arena in order to help custoroensrol costs, streamline the procurement
process and improve operational efficiencies. SaftwSpectrum does this primarily through its webaitd its Electronic Business-to-Business
Partner Program (e-B2B Partner Program):

. Software Spectrum's webs. Software Spectrum's website provides tools whitdw customers to restrict purchasing onl
pre-approved products or allow an administrata etistomer location to give users within that oigation access to the
customer's online account, but restrict the le¥¢heir activity and the features and options alai to them. Through its
website, Software Spectrum makes available opeeratadtus and purchase activity reports formatiadeéet each customer's
specifications. Software Spectrum also maintaissite of Internet-based tools that enable customoersanage their software
procurement. For most of its larger customers & Spectrum creates customized electronic prazhiatogs containing
product information and pricing. These electrordtatogs are accessed through search engine fualityonvhich enables
customers to quickly locate and compare produety teed.

. Software Spectrum'«B2B Partner Progran. Under Software Spectrum'-B2B Partner Program, Software Spectrum
established relationships with e-procurement prenddsuch as Ariba, Oracle, Perfect Commerce ariRlt8Aupport customers'

implementations of the variouspgecurement platforms in an effort to streamlinequrement processes and improve operat
efficiencies.

Fulfillment Services

Software Spectrum's customers receivedfterare they purchase in one of three ways:

. directly from the publisher;
. from a distributor; o
. electronically.

A significant portion of the physical flfnent of software for Software Spectrum’s custa@msgiperformed by the publisher, and Software
Spectrum has out sourced substantially all of émeaining physical fulfillment of software for itsistomers to third-party distributors. Under
arrangements with such distributors, Software Spetbbtains distribution services for products piased directly from the distributors, as
well as for odd and hard-fiind products that it purchases elsewhere. Proflfitted through third party distributors usuakhips the same di
Software Spectrum receives the order. Electrorfisvene distribution (ESD) supports the fast, corigahdelivery of software products
between businesses via electronic links such aktamet. Software Spectrum currently deliversrdted amount of software in this manner
and intends to continue to participate in this rodtbf distribution as demand for this service bgéaorganizations emerges and as
communication technology improvements enable ESBetmme more widely used.
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Media Plane™ Software

In January 2005, Software Spectrum laungades of Media Plane™, an integrated softwaret asaragement platform that is designe
enable IT organizations to gain better controlh&iit software assets, thereby saving money andiegssoftware compliance. Software
Spectrum developed the Media Plane™ software héteing observed in its primary software direct nedirlg business that, in spite of
investing in software asset management toolspggoeners still make unnecessary purchases, fabbfoeampliance with software licenses, are
slow to distribute software to their employees, dndot feel that they are in control of their 8afte asset lifecycle. The Media Plane™
software is designed to help companies manage entipenses by determining who is entitled to pasghor use a software license, the right
media for a license entitlement, how to accessdifisvare, how to entitle users, groups and therprige to receive the software, and how to
manage entitlements going forward. The Media Plarsefvare is designed to integrate with a companysnal processes and other asset
management technology to allow the company to rafiireiently purchase, deploy and manage their safenassets.

Sales and Marketing

Software Spectrum sells and markets itdgpets and services to existing and potential custsrthrough its sales force and the use of
printed collateral, web marketing, industry conferes and direct marketing programs. Software Spexdrsales force consists of account
managers, customer account service representdirielshbased sales representatives and sales engjrees well as its sales marketing and
support staff.

Software Spectrum's fielthsed account managers are responsible for spactfaunts and/or a specific territory, which getiacludes
major metropolitan areas in one or more countgtges or provinces. Account managers work diregitly senior and mid-level procurement
managers and IT managers of existing and potestiairprise customers to identify the specific neddsach customer and to facilitate both
purchase of software products and the utilizatib8aftware Spectrum's services by the customegarization. For national and global
accounts, several account managers may work watlsiustomer in different parts of North America, &ue and Asia/Pacific, coordinated by a
designated national or global account manager.nlingber of accounts handled by each account madagends on the relative size of the
accounts and the level of service required by eastomer within the assigned territory.

Software Spectrum'’s centralized customeowut service representatives work with large pobdccounts, generally with each customer
having a dedicated team member as its primary cor@aistomer account service representatives, whbased primarily at Software
Spectrum's operations centers, handle all aspétite day-to-day customer account servicing, inelgecommon presale questions, customer
order placement, order status inquiries, requestdédmonstration products for evaluation and sesrébr hard-tdind products. They also he
customers perform many of these functions dirdaylguiding them through the variety of options #afalie on Software Spectrum's website.
This structure enables customer service represezdab develop close relationships with individuadithin the customer's organization and to
better serve them by being familiar with their agtio

Software Spectrum's fielthsed sales representatives are responsible foitingl software business from SMB customers lodatemajor
geographic markets. These sales representativedehitue day-to-day customer account servicing fiehsorganizations. Although product
price and delivery terms are key factors in SMBamiigations, Software Spectrum also provides a braage of licensing agreement support
and services to this category of customers. Initiaitact and sales are made typically through #elgagement, telephone inquiries, business
partner referrals or web-based self-service oftgziin January 2004, Software Spectrum began tease the size of its sales force
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targeting SMB customers. Software Spectrum's fixglded sales representatives constitute a sigrifzation of this increased sales force, and
Software Spectrum will rely upon them as it seekfotus its efforts to expand its presence in thiB$narket.

Software Spectrum's sales engineers sugipogfforts of its account managers, customerwatcgervices representatives and field-based
sales representatives. These sales engineersdteiead training from software publishers withiniadiustry segment and advise customers
regarding selection of software programs by asgjgtiem in matching the requirements of their tégdirenvironments with the various
features of available software products.

Support Systems

Software Spectrum has developed certaiprptary support systems that facilitate the deivef products and services to its customers
and has invested in technology based systems twsdLie special requirements necessary to seligce@sing agreements for its customers.
Software Spectrum's customized web-based custoemécs system is written in Microsoft ASP and .NpTovides individualized contract
management data, assists customers in complyitigthdtterms of their licensing agreements and pges/customers with necessary reporting
mechanisms. Using individualized data in this syst& conjunction with Software Spectrum's contraeinagement database, Software
Spectrum's representatives can guide a custonmrghrthe various purchasing options and assiddnmrgstering licensing agreements. The
system also provides Software Spectrum's accounageas and customer account service representatitres customer profile, account
status, order status and product pricing and eviliffadetails.

Products and Distribution

Software Spectrum markets a full arrayaffvgare titles for managing, enabling and seculinginess enterprises. The software products
offered by Software Spectrum include all major hass programs for the desktop and server environimending strategic product categor
for security storage and Web infrastructure. Ferytear ended December 31, 2005, the top 10 softiti@esold by Software Spectrum
represented approximately 54% of Software Spectrmet software sales.

Customers

In 2005, Software Spectrum served approteiyi@d,500 corporate customers worldwide, of wiogler 3,500 are included in Software
Spectrum's definition of SMB customers. Software@mum's customer base includes corporations, govent agencies, educational
institutions, non-profit organizations and othesiness entities. Sales contracts with large custefoe the procurement of products generally
cover a one- to thregear period subject to the customers' rights tmitegite the contract upon notice. These contractallysinclude provision
regarding price, availability, payment terms arntdime policies. Standard payment terms with Softwgpectrum's customers are net 30 days
from the date of invoice or net 10 days in the adssummary periodic billings to customers. In 2006 single customer represented more than
5% of Software Spectrum's revenue, and Softwaret8pa's customer base included approximately 28Aefortune 500 companies and
approximately 258 of the Fortune Global 500® conigsinSoftware Spectrum does not believe that the & any single customer would have
a material adverse effect on its revenue.

Publishers and Distributors

Software Spectrum's software sales aree@from products purchased from publishers anwildigors. The decision whether to buy
products directly from publishers or through distitors is determined on a case-by-case basis loasgdblisher requirements, cost,
availability, return privileges and demand for atigailar product. For 2005, approximately 87% oft®&are Spectrum's sales, based
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on revenue, represented products purchased fraemitargest publishers. For 2005, products frorarbsoft and IBM/Lotus accounted for
approximately 59% and 10% of software revenue,aebely.

Software Spectrum has contractual relatigosswith all its major vendors covering price, pagnt terms and return privileges. These
contracts are non-exclusive and are generally teabié by either party without cause upon 30 to &@sdhotice. Software Spectrum's contracts
with its major vendors are generally for one or{year terms, and the majority contain no providmmautomatic renewal.

Publisher contracts generally permit Sofen@pectrum to submit adjustment reports for licepand maintenance transactions within a
certain time period after the transaction is reghrSuch contracts do not typically require Sofas@pectrum to ensure end-user compliance
with its publishers' licensing and copyright orgudtright protection provisions. Certain of Softe@pectrum's contracts with vendors provide
for early payment discounts. Under the terms oféisdor contracts, Software Spectrum is not gelyeradjuired to meet any minimum
purchase or sales requirements, except to theteki@nSoftware Spectrum's level of purchases leissaay affect the amount or availability of
financial incentives, advertising allowances anahkating funds. The reduction in amount, discontmeaof, or Software Spectrum's inability
to meet requirements established by vendors faeeitty financial incentives, advertising allowanegs marketing funds could have an
adverse effect on Software Spectrum's businesé$irzantial results, and may have an adverse effedtawvel 3's consolidated financial results.

Competition

The software direct marketing businessisrisely competitive. Competition is based primyaoit price, product availability, speed of
delivery, quality and breadth of offerings, abilitytailor specific solutions to meet customer rseaadd credit availability. Software Spectrum
faces competition from a wide variety of sourcasjuding software and hardware direct marketerdl®EBnd large systems integrators. Many
competitors have substantially greater financiabtgces than Software Spectrum does. Some of Seft3@ectrum’'s competitors may provide
a broader range of services, such as extendingterng capital financing or offering bundled hardeand software solutions. Companies that
compete in this market, including Software Spectrare characterized by low gross and operating imar@onsequently, Software Spectru
performance is highly-dependent upon maintainiredesand effective cost and management controls.

Current competitors from the software aatdware direct marketing category include ASAP Bafe, CDW, Insight, SoftChoice and
Softwarehouse International. Competitors also ielOEMs and large systems integrators. These cdegdistribute and deliver software to
large and mid-size organizations as part of thiéérimg. Such competitors include Dell Inc. and HettvPackard Corporation, hardware
manufacturers that also sell software, and systetagrators such as Compucom Systems, Inc. Matlyese companies have a global
presence. Software Spectrum believes that its gfmleaence and capabilities, licensing expertisiyware focus, and knowledgeable industry
experienced personnel serve to distinguish it fitsmsompetitors.

Software publishers may intensify theioef§ to sell their products directly to end userthe exclusion of the indirect sales channel. End
users have traditionally been able to purchaseadagr directly from publishers. Over the past feargesome publishers have instituted
programs for the direct sale of large order quemstiof software to major corporate accounts, arfth@oe Spectrum anticipates that these types
of transactions will continue to be used by varipublishers in the future. Software Spectrum cdidchdversely affected if major software
publishers successfully implement or expand progriomthe direct sale of software through volumecphase agreements or other
arrangements intended to exclude the direct matgethannel. Software Spectrum believes that tted tahge of services and software titles it
provides to its customers cannot be easily substitby individual software publishers, particuldocause individual publishers do not offer
the scope of
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services or range of software titles required byginud Software Spectrum'’s customers. However, tbanebe no assurance that publishers will
not increase their efforts to sell substantial dgiti@s of software directly to end users withougaging Software Spectrum to provide value
added services.

Should publishers permit others to sedrising agreements, or should additional competitevelop the capabilities required to service
and support large licensing programs, Software Bp@ts competitive advantage could be negativelyaiated. If the direct marketing
channel's participation in licensing agreementgdgiced or eliminated, or if other methods of disiion of software become common,
Software Spectrum's business and financial resalitd be materially adversely affected.

Our Other Businesses

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. L&@ad$0 has made investments in several developstagé ventures.

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."

On November 30, 2005, we completed the aladir (i )Structure, LLC subsidiary to Infocrossing, Inct $84.8 million in total
consideration, including $82.3 million in cash &®/5 million in Infocrossing common stock. Priorthe sale, {)Structure provided computer
operations outsourcing to customers located prignarithe United States.

Coal Mining

We are engaged in coal mining through albsgliary, KCP, Inc. ("KCP"). KCP has a 50% int¢rieswo mines, which are operated by a
subsidiary of Peter Kiewit Sons', Inc. ("PKS"). Rec Coal Company ("Decker") is a joint venture witkestern Minerals, Inc., a subsidiary of
The RTZ Corporation PLC. Black Butte Coal CompatBigck Butte") is a joint venture with Bitter Cre€loal Company, a subsidiary of
Anadarko Petroleum Corporation. The Decker mifedated in southeastern Montana and the Black Buite is in southwestern Wyoming.
The coal mines use the surface mining 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 in 2004 were made ulalg-term contracts. Approximately 44%, 59% af&of KCP's revenue in 2005, 2004
and 2003, respectively, were derived from long-teomtracts with Commonwealth Edison Company (widtker) and The Detroit Edison
Company (with Decker). KCP has commitments to dglapproximately 15.4 million tons of coal throu@®l2 under contracts with
Commonwealth Edison and Detroit Edison. KCP alsodther sales commitments, including those withr&iPacific, Idaho Power,
PacifiCorp, Intermountain Power Agency, MinnesatavBr, and Ki Energy that provide for the delivefyapproximately 12 million tons
through 2009. The level of cash flows generate@@ent periods by our coal operations will not carg because the delivery requirements
under certain of our current long-term contractslide significantly. Under a mine management ageeirKCP pays a subsidiary of PKS an
annual fee equal to 30% of KCP's adjusted operaticgme. The fee for 2005 was $5 million.
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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 eledyriand alternative energy sources. In 2004,
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 western coal reserves generally hdoe gulfur content (less than one percent) anctareently useful principally as fuel for coal-
fired, steam-electric generating units.

KCP's sales of its coal, like sales by pthestern coal producers, typically provide foridedy to customers at the mine. A significant
portion of the customer's delivered cost of coaltisbutable to transportation costs. Most of¢bal sold from KCP's western mines is
currently shipped by rail to utilities outside Mant and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are servetito railroads and such competitors' customessndfienefit from lower transportation cc
because of competition between railroads for caalihg business. Other western coal producersicpéatly those in the Powder River Basin
of Wyoming, have lower stripping ratios (that ise tamount of overburden that must be removed ipgtimn to the amount of minable coal)
than the Black Butte and Decker mines, often resylh lower comparative costs of production. Agsult, KCP's production costs per ton of
coal at the Black Butte and Decker mines can brawh as four and five times greater than produatmsts of certain competitors. Because of
these cost disadvantages, there is no assurand€@Rawill be able to enter into additional long#tecoal purchase contracts for Black Butte
and Decker production. In addition, these costdiiaatages may adversely affect KCP's ability to jpeta 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, 2005 was approximately $4 million. KCGfPiare of accrued estimated
reclamation costs was $97 million at December 8052 We did not make significant capital expendituior environmental compliance with
respect to the coal business in 2005. We believea@upliance with environmental protection and lagstoration laws will not affect our
competitive position since our competitors in thiaimg industry are similarly affected by such lawawever, failure to comply with
environmental protection and land restoration laavsggctual reclamation costs in excess of our aisygould have an adverse effect on our
business, results of operations, and financial itimmd
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Glossary of Terms

access

access charges

backbone
CAP
capacity
Carrier

Central Office

CLEC
cc-carrier
Common carrie
conduit

DS-3

dark fiber

dedicated line
dialing parity

equal acces

facilities based carriel

Telecommunications services that permit long distacarriers to us
local exchange facilities to originate and/or terate long distance
service.

The fees paid by long distance carriers to LEC®faginating and
terminating long distance calls on the LECs' lozativorks.

A high-speed network that interconnects smaller, indepar
networks. It is the through-portion of a transrmossinetwork, as
opposed to spurs which branch off the thrc-portions.

Competitive Access Provider. A company that progiie customer
with an alternative to the local exchange compamydcal transport c
private line and special access telecommunicagensces

The information carrying ability of a telecommurticas facility.

A provider of communications transmission servigsgdiber, wire or
radio.

Telephone company facility where subscribers' laesjoined to
switching equipment for connecting other subsceliereach other,
locally and long distanci

Competitive Local Exchange Carrier. A company tt@ahpetes with
LECs in the local services mark

A relationship between a CLEC and an ILEC thatraffceact
company the same access to and right on the ottevierk and
provides access and services on an equal |

A governmer-defined group of private companies offer
telecommunications services or facilities to theegal public on a
nor-discriminatory basis

A pipe, usually made of metal, ceramic or plagtiat protects buried
cables.

A data communications circuit capable of transmgttilata at 45 Mbp
Fiber optic strands that are not connected to inésson equipmen
Telecommunications lines reserved for use by pagiccustomers
The ability of a competing local or toll serviceogider to provide
telecommunications services in such a manner tietbmers have the
ability to route automatically, without the useasfy access code, their
telecommunications to the service provider of thgtamers'
designation

The basis upon which customers of interexchang#éecsiare able t
obtain access to their Primary Interexchange QatBIC) long
distance telephone network by dialing "1", thusnétiating the need to
dial additional digits and an authorization codeltain such acces
Carriers that own and operate their own networkemdpment
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fiber optics

Gbps

ILEC

Interconnectior

InterLATA

Internet

A technology in which light is used to transpoffoirmation from one
point to another. Fiber optic cables are thin fikents of glass through
which light beams are transmitted over long distanzarrying
enormous amounts of data. Modulating light on #tmands of glass
produces major benefits including high bandwidétatively low cost,
low power consumption, small space needs anditegahsitivity to
electromagnetic interferenc

Gigabits per second. A transmission rate. One gigajnals

1.024 billion bits of information

Incumbent Local Exchange Carrier. A company histdly providing
local telephone service. Often refers to one ofRbgional Bell
Operating Companies (RBOCs). Often referred td_&C" (Local
Exchange Carrier

Interconnection of facilities between or amongttleéworks of carrier:
including potential physical colocation of one éar's equipment in tt
other carrier's premises to facilitate such intaraztion.
Telecommunications services originating in a LAT#dderminating
outside of that LATA

A global collection of interconnected computer natkg which use a



IntraLATA

ISDN

ISPs

IXC

Kbps

LATA

leased line

LEC

local exchang:

local loop

specific communications protoct

Telecommunications services originating and tertiigain the same
LATA.

Integrated Services Digital Network. An informatitvansfer standard
for transmitting digital voice and data over telepé lines at speeds
to 128 Kbps

Internet Service Providers. Companies formed teigemaccess to the
Internet to consumers and business customers cad hetworks
Interexchange Carrier. A telecommunications comghay provide:
telecommunications services between local exchanges interstate
or intrastate basi:

Kilobits per second. A transmission rate. One kilelquals 1,024 bits
of information.

Local Access and Transport Area. A geographic eoeaposed o
contiguous local exchanges, usually but not alwaiisin a single
state. There are approximately 200 LATAs in thetebhiStates

An amount of telecommunications capacity dedicébeal particula
customer along predetermined rou

Local Exchange Carrier. A telecommunications conypthat provides
telecommunications services in a geographic are&slinclude both
ILECs and CLECs

A geographic area determined by the appropriate stgulatory
authority in which calls generally are transmitteithout toll charges
to the calling or called part

A circuit that connects an end user to the LECregioffice within a
LATA.
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long distance carriel

Mbps

MPLS

multiplexing

NAP

0C-3
0C-12

0C-48

peering

POP

private line

Long distance carriers provide services betweeal lexchanges on ¢
interstate or intrastate basis. A long distanceeamay offer services
over its own or another carrier's faciliti

Megabits per second. A transmission rate. One niegabals

1.024 million bits of information

MultiProtocol Label Switching. A standar-approved technology fc
speeding up network traffic flow and making it @sb manage.
MPLS involves setting up a specific path for a gigequence of
packets, identified by a label put in each padkets saving the time
needed for a router or switch to look up the adsteshe next node to
forward the packet tc

An electronic or optical process that combinesgdaumber of lowe
speed transmission lines into one high speed lrepbtting the total
available bandwidth into narrower bands (frequedtigision), or by
allotting a common channel to several different$raitting devices,
one at a time in sequence (time divisic

Network Access Point. A location at which ISPs exaipe traffic with
each other

A data communications circuit capable of transmgttilata at 155 bp
A data communications circuit capable of transmgttilata a

622 Mbps.

A data communications circuit capable of transmittilata at
approximately 2.45 Gbp

The commercial practice under which ISPs excharaféa with each
other. Although ISPs are free to make a privateroencial
arrangement, there are generally two types of pgewith a
settlement free peering arrangement the ISPs donewxt to pay each
other for the exchange of traffic. With paid pegrithe larger ISP
receives payment from the smaller ISP to carrytitific of that
smaller ISP. Peering occurs at both public andapeiexchange point
Point of Presence. Telecommunications facility vera
communications provider locates network equipmeetduo connect
customers to its network backbol

A dedicated telecommunications connection betweehusel
locations.



PSTN

Public Safety Answering Poi

Public Switched Telephone Network. That portiormdbcal exchange
company's network available to all users genemila shared basis
(i.e., not dedicated to a particular user). Trafficng the public
switched network is generally switched at the l@palhange
company's central office

An answering location for 911 calls originatingaimgiven area. PSAF
are typically a common bureau used to answer emeygealls and
dispatch safety agencies such as police, fire, gemely medical, et
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RBOCs

reciprocal compensatic

resale

router

selective router

SONET

special access servic

switch

Tbps

T-1

Regional Bell Operating Companies. Originally, een local
telephone companies (formerly part of AT&T) estsidid as a result
the AT&T Divestiture. Currently consists of fourckl telephone
companies as a result of the mergers of Bell Atamith NYNEX and
SBC with Pacific Telesis and Ameritec

The compensation of a CLEC for termination of alamll by the
ILEC on the CLEC's network, which is the same asabmpensation
that the CLEC pays the ILEC for termination of Ibcalls on the
ILEC's network.

Resale by a provider of telecommunications servisash as a LEC)
of such services to other providers or carriera @vholesale or a retail
basis.

Equipment placed between networks that relaystdataose networks
based upon a destination address contained iratiagpackets being
routed.

Telephone switch or functional equivalent, con&dlby the relevant
local exchange carrier (LEC), which determinesRIS&P to which a
911 call should be delivered based on the locaifdhe 911 caller
Synchronous Optical Network. An electronics andvoek architectur
for variable bandwidth products which enables tmasigsion of voice,
data and video (multimedia) at very high speedNEDring
architecture provides for virtually instantaneoestoration of service
in the event of a fiber cut or equipment failureamtomatically
rerouting traffic in the opposite direction arouhe ring.

The lease of private, dedicated telecommunicatioes or "circuits"
along the network of a local exchange company©AR, which lines
or circuits run to or from the long distance carR®Ps. Examples of
special access services are telecommunicatiors fimeing between
POPs of a single long distance carrier, from omg ldistance carrier
POP to the POP of another long distance carriémoar an end user to
a long distance carrier PQ

A device that selects the paths or circuits to gedufor transmission of
information and establishes a connection. Switclsrtge process of
interconnecting circuits to form a transmissiorhga¢tween users and
it also captures information for billing purpos

Terabits per second. A transmission rate. One itezghals

1.024 trillion bits of information

A data communications circuit capable of transmgttilata at 1.544
Mbps.
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unbundlec

unbundled access

VolP
VPC

web site
wireless

world wide web or web

xDSL

Services, programs, software and training soldresgly from the
hardware

Access to unbundled elements of a telecommunicaservices
provider's network including network facilities,.@pgment, features,
functions and capabilities, at any technically fielespoint within such
network.

Voice over Internet Protoc

VolIP Paositioning Center. An entity that maintaimseand user location
database and manages the technology including dgggsyand routin
number pools used to deliver 911 calls to the cvfPSAP for
emergency handling

A server connected to the Internet from which Imétusers can obta
information.

A communications system that operates without wigsdlular service
is an example

A collection of computer systems supporting a comitetions
protocol that permits multimedia presentation ddimation over the
Internet.

A term referring to a variety of new Digital Subiber Line
technologies. Some of these new varieties are aggritvith
different data rates in the downstream and upstidisgntions. Others
are symmetric. Downstream speeds range from 384 Kdrp'SDSL")



to 1.5 to 8 Mbps ("ADSL")
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Directors and Executive Officers

Set forth below is information as of Marth2006, about our directors and our executiveeeffi. Our executive officers have been
determined in accordance with the rules of the SEC.

Name Age Position

Walter Scott, Jr.(1 74  Chairman of the Boar

James Q. Crowe(: 56  Chief Executive Officer and Direct

Kevin J. O'Har¢ 45  President and Chief Operating Offic

Charles C. Miller, I 53  Vice Chairman and Executive Vice Presid

Thomas C. Stort 54  Executive Vice President, Chief Legal Officer aretf@tary
John Neil Hobb: 46  Executive Vice President of Level 3 CommunicatidisC
Sunit S. Pate 44  Group Vice President and Chief Financial Offi

Keith R. Coogar 53  Chief Executive Officer of Software Spectrt

Eric J. Mortensel 47  Senior Vice President and Control

Admiral James O. Ellis, Jr.( 58  Director

Richard R. Jaros(¢ 54  Director

Robert E. Julian(2 66  Director

Arun Netravali(3) 59  Director

John T. Reed(2)(« 62  Director

Michael B. Yanney(1)(3)(4 72  Director

Dr. Albert C. Yates(2 64  Director

1) Member of Executive Committee
2) Member of Audit Committee
3) Member of Compensation Committ

4) Member of Nominating and Governance Committee

Other Management

Set forth below is information as of Marhi2006, about the following members of senior nganagent of Level 3 Communications, LLC,
except as otherwise noted.

Name Age Position

Brady Rafuse 42 President and CEO of Europe Operati

Sureel A. Choks 33 Executive Vice Presidel

Edward F. McLaughlit 53 Executive Vice Presidel

John F. Waters, Jt 41 Executive Vice President, Chief Technology Offi
Donald H. Gips 46 Group Vice Presider

Kevin T. Hart 39 Group Vice Presider

Joseph M. Howell, I 59 Group Vice Presider

Glenn Russt 46 Group Vice Presider

Christopher P. Yos 42 Group Vice Presider

Walter Scott, Jr. has been the ChairmaheBoard of the Company since September 1979aatickctor of the Company since
April 1964. Mr. Scott has been Chairman EmerituBeter Kiewit Sons', Inc. ("PKS") since the split-dr. Scott is also a director of PKS,
Berkshire Hathaway Inc., MidAmerican, Inc., and Maht Industries, Inc. and Chairman of the Boar€@ommonwealth
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Telephone Enterprises, Inc. ("Commonwealth TelephomMr. Scott is also the Chairman of the ExeaiBommittee of the Board of
Directors.

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 umiirbary 2000. Mr. Crowe was President and Chietktee Officer of MFS
Communications Company, Inc. ("MFS") from June 1893une 1997. Mr. Crowe also served as ChairmaneoBoard of WorldCom from
January 1997 until July 1997, and as ChairmaneBtbard of MFS from 1992 through 1996. Mr. Crowerissently a director of
Commonwealth Telephone. Mr. Crowe is also a merobtirte Executive Committee.

Kevin J. O'Hara has been President of th@@any since July 2000 and Chief Operating Offafehe Company since March 1998.
Mr. O'Hara was also Executive Vice President of@oenpany from August 1997 until July 2000. Priothat, Mr. O'Hara served as President
and Chief Executive Officer of MFS Global Networkr8ices, Inc. from 1995 to 1997, and as Senior Weesident of MFS and President of
MFS Development, Inc. from October 1992 to Augi93. From 1990 to 1992, he was a Vice Presidehts Telecom, Inc. ("MFS
Telecom™).

Charles C. Miller, Il has been Vice Chaimand Executive Vice President of the Companyesiebruary 15, 2001. Mr. Miller was also
a director from February 15, 2001 until May 18, 20Brior to that, Mr. Miller was President of Bellgh International, a subsidiary of
Bellsouth Corporation from 1995 until December 20Rflor to that, Mr. Miller held various senior Eofficer and management position at
BellSouth from 1987 until 1995.

Thomas C. Stortz has been Executive ViesiBent, Chief Legal Officer and Secretary sinderéary 2004. Prior to that, Mr. Stortz was
Group Vice President, General Counsel and Secrefahe Company from February 2000 to February 280#r to that, Mr. Stortz served as
Senior Vice President, General Counsel and Segrefahe Company from September 1998 to Februa®0@Q. Prior to that, he served as
Vice President and General Counsel of Peter Ki8wits', Inc. and Kiewit Construction Group, Incnfrépril 1991 to September 1998. He |
served as a director of Peter Kiewit Sons', Inc.

John Neil Hobbs has been Executive VicesiBent Sales and Marketing since January 2006t Rrithat, Mr. Hobbs was Group Vice
President Global Sales from September 2000 to #a2086. Prior to that, Mr. Hobbs was Presidengh@l Accounts for Concert, a joint
venture between AT&T and British Telecom from Ju899 until September 2000. Prior to that, Mr. Hoblas Director Transition and
Implementation for the formation of Concert represey British Telecom from June 1998 until July 29grom April 1997 until June 1998,
Mr. Hobbs was British Telecom's General Manage(ftobal Sales & Service and from April 1994 untprd 1997, Mr. Hobbs was British
Telecom's General Manager for Corporate Clients.

Sunit S. Patel has been Chief Financiaic@ffsince May 2003 and a Group Vice Presidenbh®f@ompany since March 13, 2003. Prior to
that, Mr. Patel was Chief Financial Officer of Laog Glass Networks, Inc., a provider of metropalifdoer optic networks, from April 2000
until March 2003. Mr. Patel was Treasurer of WoddCInc. and MCIWorldcom Inc., each long distandepkone services providers from
1997 to March 2000. From 1994 to 1997, Mr. Pated Weeasurer of MFS Communications Company Incgrapetitive local exchange carri

Keith R. Coogan has been Chief Executivic®f of Software Spectrum since September 2002rzaxinamed President in May 1998.
Mr. Coogan has been Chief Operating Officer of 8afe Spectrum since April 1996. Mr. Coogan servebeecutive Vice President of
Software Spectrum from April 1996 to May 1998 amd Iheen a Vice President of Software Spectrum guteber 1990. From May 1989
until joining Software Spectrum, Mr. Coogan serasdVice President of Finance for Leather Centedidgk, Inc., a privately held
manufacturer and retailer of leather furniture.
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Mr. Coogan is a Certified Public Accountant. Mr.dgan is a director of CompX International Inc. &rdnos Worldwide, Inc.

Eric J. Mortensen has been Senior Viceiéeas and Controller of the Company since 200300 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 Congotif Kiewit Diversified Group for more than fivegrs.

Admiral James O. Ellis, Jr. U.S. Navy (réas been a director of the Company since Mar€3 2Bffective May 18, 2005, Admiral Ellis
became the president and chief executive officé NB¥O, a nonprofit corporation established by thelear utility industry in 1979 to promote
the highest levels of safety and reliability in thgeration of nuclear electric generating plantdmixal Ellis most recently served as
Commander, U.S. Strategic Command in Omaha, Nebrasfore retiring in July 2004 after 35 yearseari/ge in the U.S. Navy, as
Commander of the Strategic Command. In his Navaderahe held numerous commands. A graduate df fBeNaval Academy, he also holds
M.S. degrees in Aerospace Engineering from the @adnstitute of Technology and in Aeronautical 8yss from the University of West
Florida. He served as a Naval aviator and was dugite of the U.S. Naval Test Pilot School. Admizhis is also a member of the Board of
Directors of Lockheed Martin Corporation, InmarBaiC and The Burlington Capital Group, LLC. AdmiEllis is a member of the Nominati
and Governance committee.

Richard R. Jaros has been a director o€trapany since June 1993 and served as Presidtre Gompany from 1996 to 1997. Mr. Je
served as Executive Vice President of the Compeomy 1993 to 1996 and Chief Financial Officer of @@mpany from 1995 to 1996. He also
served as President and Chief Operating Offic&@aEnergy from 1992 to 1993, and is presently eaiar of MidAmerican and
Commonwealth Telephone. Mr. Jaros is a membereo€dmpensation Committee.

Robert E. Julian has been a director ofdbmpany since March 1998. From 1992 to 1995 Mradwserved as Executive Vice President
and Chief Financial Officer of the Company. Mr.idalis the Chairman of the Audit Committee.

Arun Netravali has been a director of ttmmPany since April 2003. Prior to that, Mr. Netrihveas Chief Scientist for Lucent
Technologies, working with academic and investmeemmunities to identify and implement important nestworking technologies from
January 2002 to April 2003. Prior to that posititir, Netravali was President of Bell Labs as wsllLaicent's Chief Technology Officer and
Chief Network Architect from June 1999 to Januad®2 Bell Labs serves as the research and devetdmrganization for Lucent
Technologies. Mr. Netravali is a director of Ag&gstems Inc. Mr. Netravali is a member of the Comspéion Committee.

John T. Reed has been a director of thegaomsince March 2003. Mr. Reed is also a Direst@nd a member of the Audit Committee
of Bridges Investment Fund, Inc., a mutual fund Rirdt National Bank of Omaha. Mr. Reed was ChairmBHMG Properties, the real estate
investment banking joint venture of McCarthy Grolng,. from 2000 until February 2005. Prior to tha¢, was Chairman of McCarthy & Co.,
the investment banking affiliate of McCarthy Grobfr. Reed is also a director of McCarthy GroupoPto joining McCarthy Group in 1997,
Mr. Reed spent 32 years with Arthur Andersen, LMP.. Reed is the Chairman of the Nominating and Goaece Committee and a membe
the Audit 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&dmpanies L.L.C.) for more than the last five gedr. Yanney also served as Presit
and Chief Executive Officer of The Burlington CabiGroup, LLC. Mr. Yanney is the Chairman of thengmensation Committee and a
member of the Executive Committee and the Nomigadind Governance Committee.
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Dr. Albert C. Yates has been a directathef Company since March 2005. Dr. Yates retireerdff years as president of Colorado State
University in Fort Collins, Colorado in June 2068 was also a chancellor of the Colorado State &fmity System until October 2003, and
former member of the board of the Federal ResepsgdBof Kansas City-Denver Branch and the boawirettors of First Interstate Bank and
Molson Coors Brewing Company. He currently seraea director of StarTek, Inc. Dr. Yates is a mendigehe Audit Committee.

Brady Rafuse has been President and CEQrdEuropean operations since January 2006. Rritwat, Mr. Rafuse was Group Vice
President and President of our European operafioms August 2001 to January 2006 and Senior Viesigent of European Sales and
Marketing from December 2000 to August 2001. Practhat, Mr. Rafuse served as Head of Commerciar&tons for Concert, a joint ventt
between AT&T and British Telecom, from Septembe®4.8 December 2000, and in a variety of positiwith British Telecom from 1987
until December 2000. His last position was as Gardanager, Global Energy Sector which he held fAungust 1998 to September 1999 and
prior to that he was Deputy General Manager, Bap&actor from April 1997 to August 1998.

Sureel A. Choksi has been Executive Viasklent of Softswitch Services since January 2B66r to that, Mr. Choksi was Executive
Vice President of Services from November 2004 tauday 2006, responsible for developing and managewgl 3's communications services.
Prior to that, Mr. Choksi was Executive Vice PresitiSoftswitch Services from January 2004 and GKap President Transport and
Infrastructure from May 2003 until January 2004. Khoksi was a Group Vice President and Chief Rirs®Officer of the Company from
July 2000 to May 2003. Prior to that, Mr. ChoksisMaroup Vice President Corporate Development aeddurer of the Company from
February 2000 until August 2000. Prior to that, Khoksi served as Vice President and Treasurdreo€ompany from January 1999 to
February 1, 2000. Prior to that, Mr. Choksi wasige€ior of Finance at the Company from 1997 to 1898Associate at TeleSoft Managem
LLC in 1997 and an Analyst at Gleacher & Compamyrfrl995 to 1997.

Edward F. McLaughlin has been ExecutiveeVigesident Global Operations since January 2008 t8 that, Mr. McLaughlin was Seni
Vice President, Network Operations at WilTel foeothree years (Oct 2002). Prior to that, Mr. Mcgilalin was Vice President, Network
Engineering and Planning, at WilTel from July 2@6@ctober 2002. From 1995 through July 2000, McLiughlin held a variety of telecom
management positions with WorldCom and Williams @umications Group.

John F. Waters, Jr. has been Executive Riesident, Chief Technology Officer since JanZ@§4. Prior to that, Mr. Waters was Group
Vice President and Chief Technology Officer of @@mpany from February 2000 to January 2004. Poithat, Mr. Waters was Vice
President, Engineering of the Company from Novenil8&7 until February 1, 2000. Prior to that, Mr.t&fa was an executive staff membe
MCI Communications from 1994 to November 1997.

Donald H. Gips has been Group Vice Presi@emporate Strategy since January 2001. Pridnat Mr. Gips was Group Vice President,
Sales and Marketing of the Company from Februaf02@rior to that, Mr. Gips served as Senior VicesiRlent, Corporate Development from
November 1998 to February 2000. Prior to that, ®ips served in the White House as Chief DomesticyPAdvisor to Vice President Gol
from April 1997 to April 1998. Before working ateéiWhite House, Mr. Gips was at the Federal Comnatigics Commission as the
International Bureau Chief and Director of Strategolicy from January 1994 to April 1997. Priohis government service, Mr. Gips was a
management consultant at McKinsey and Company.

Kevin T. Hart has been Group Vice Presidglobal Systems Development and Chief Informatidficér since January 2005. Prior to tl
Mr. Hart was Vice President of Telecommunicatidviedia & Entertainment at Capgemini (formerly Er&sYoung), a management
consulting firms in Dallas, Texas, for over nines@ In that role, he was responsible for the dvgrawth and direction
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of the organization's Communications OperationspBtpSystems, Billing/Business Support SystemsthadNetwork Management Systems
service offerings and delivery. Prior to joiningg@@mini's management consulting practice, he ledgbsitions of Director of Strategic
Planning at International Paper and Manager of &jmrs at SBC Communications.

Joseph M. Howell, Ill has been Group Vicedtdent Corporate Marketing since February 20@0r Bo that, Mr. Howell served as Senior
Vice President, Corporate Marketing from Octobe®7L.8 February 1, 2000. Prior to that, Mr. Howe#lsxa Senior Vice President of
MFES/WorldCom from 1993 to 1997.

Glenn Russo has been Group Vice Presidiece danuary 2006. Prior to that, Mr. Russo wasdBéfice President Network & Internet
Services from January 2005 to January 2006. From 2083 to December 2004, he was Senior Vice PresafeGlobal Partner and Channel
Development. From June 2001 to April 2003, Mr. Russs Senior Vice President Transport and Infratiine Services and prior to that was
Vice President of Global Fiber Services from Jap2f01 to May 2001. Mr. Russo joined Level 3 in Aagof 2000 as Architect for a busin
redesign program. Prior to joining Level 3, Mr. Rasvorked for ExxonMobil Chemical Company in vasgdaadership positions in Sales,
Finance, Strategic Planning and information tecbgyl

Christopher P. Yost has been Group VicaiBemt of Human Resources of the Company since 2008. Mr. Yost joined Level 3 in
November 1999 as Vice President, Litigation and Bympent Counsel in the company's legal departnfembr to joining Level 3, Mr. Yos
was Director of Labor Relations for Albertson's;.lrthe national grocery store chain. Before thatwas an associate at the law firm of Akin,
Gump, Strauss, Hauer & Feld in Washington, D.C.rele specialized in labor and employment law &rghtion.

The Board is divided into three classesjgteted Class I, Class Il and Class lll, eachsotamsisting, as nearly as may be possible, of
one-third of the total number of directors consititg the Board. As of December 31, 2005, the Cld3isectors consist of Walter Scott, Jr.,
James Q. Crowe and Robert E. Julian, the Clasgécidrs consist of Admiral James O. Ellis, JrghRird R. Jaros and Dr. Albert C. Yates,
the Class Il Directors consist of Arun Netravdibhn T. Reed and Michael B. Yanney. The term ofQtass | Directors will terminate on the
date of the 2007 annual meeting of stockholdersteélm of the Class Il Directors will terminate thie date of the 2008 annual meeting of
stockholders; and the term of the Class Il Dirextwill terminate on the date of the 2006 annuatting of stockholders. At each annual
meeting of stockholders, successors to the cladsedftors whose term expires at that annual mgetiti be elected for three-year terms. The
Company's officers are elected annually to serii each successor is elected and qualified ol bigideath, resignation or removal.

We believe that the members of the Auditn@uttee are independent within the meaning of igten standards of The Nasdaq Stock
Market. The Board has determined that Mr. Robeduian, Chairman of the Audit Committee, qualifeesa "financial expert" as defined by
the Securities and Exchange Commission. The Baamdidered Mr. Julian's credentials and financiakigesound and found that he was
qualified to serve as the "financial expert."

Code of Ethics

We have adopted a code of ethics that cesiplith the standards mandated by the Sarbanesy@xdt of 2002. The complete code of
ethics is available on our websitevatw.level3.com At any time that the code of ethics is not adddaon our website, we will provide a copy
upon written request made to Investor RelationgelL8 Communications, Inc., 1025 Eldorado Blvd.o@nfield, Colorado 80021. We caution
you that any information that is included in ourbsie is not part of this -K. If we amend the code of ethics, or grant anyvesafrom a
provision of the code of ethics that applies to executive officers or directors, we will publialysclose such amendment or waiver as reqt

by
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applicable law, including by posting such amendnoewaiver on our website atww.level3.conor by filing a Form 8-K with the Securities
and Exchange Commission or SEC.

SEC Filings

Our annual reports on Form 10-K, along waitother reports and amendments filed with onishied to the SEC are publicly available
free of charge on the investor relations sectioauwsfwebsite as soon as reasonably practicablevaétdile such materials with, or furnish them
to, the SEC. We caution you that the informatioroanwebsite is not part of this or any other répae file with, or furnishes to, the SEC.

Section 16(a)—Beneficial Ownership Reporting Compdince

Except as set forth below, to our knowledgeperson that was a director, executive offardseneficial owner of more than 10% of the
outstanding shares of our common stock failednely file all reports required under Section 168{adhe Securities Exchange Act of 1934.

In connection with the exercise of con@etiOSOs, on one occasion as a result of a clerical, a Form 4 reporting that exercise was
timely filed for Mr. Eric J. Mortensen and in commtien with the grant of restricted stock units to. Meith Coogan, a Form 4 reporting one
such grant was not timely filed.

Employees

As of December 31, 2005, we had approxima&00 employees in the communications portioowfbusiness and information services
had approximately 1,200 employees, for a totalppfraximately 6,000 employees. We believe that oocess depends in large part on our
ability to attract and retain substantial numbédrgualified employees.

Item 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time meetimay make or may have made certain forwao#ting statements, whether orally or in writi
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 Securities and Exchange Cassion, press releases and other public documestsitgments. In addition, our
representatives, from time to time, participatspeeches and calls with market analysts, confesanith investors or potential investors in our
securities and other meetings and conferences. $bthe information presented at these speech#s, geeetings and conferences may inc
forward-looking statements. We use words like "&tpé "anticipates" or "believes" to identify forrealooking statements.

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 hagbtablished in the Private Securities LitigatioridR@a Act of 1995. Accordingly, all forward-
looking statements are qualified in their entireyyreference to, and are accompanied by, the faligwiscussion of certain important factors
that could cause actual results to differ materieithm those projected in such forward-looking staénts. We caution the reader that this list of
important factors may not be exhaustive. We opénatapidly changing businesses, and new risk fa@merge from time to time. We cannot
predict every risk factor, nor can we assess thpaat if any, of all such risk factors on our besis or the extent to which any factor, or
combination of factors, may cause actual resultiffer materially from those projected in any famd-looking statements. Accordingly,
forward-looking statements should not be reliedrugs a prediction of actual results. Further, weentake no
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obligation to update forward-looking statementgmafhe date they are made to conform the staten@atstual results or changes in our
expectations.

Communications Group
We need to continue to increase the volume of traff on our network or we will not generate profits

We must continue to increase the volumknigirnet, data, voice and video transmissions ametwork in order to realize the anticipated
cash flow, operating efficiencies and cost benefitsur Level 3 Network. If we do not maintain aetationships with current customers and
develop new large-volume customers, we may nobbeta substantially increase traffic on our Le®élletwork, which would adversely affect
our ability to become profitable.

Our VolIP services have only been sold for a limitegeriod and there is no guarantee that these sends will gain broad market
acceptance

Although we have sold Softswitch basedisesssince the late 1990's, we have been sellinyoize-over-IP (or VolIP) services for a
limited period of time. As a result, there are mdifficulties that we may encounter, including régary hurdles and other problems that we
may not anticipate. To date, we have not genesitgdficant revenue from the sale of our VolP seegi and there is no guarantee that we will
be successful in generating significant VolP rewsnu

The success of our subscriber based VolP servicasdependent on the growth and public acceptance WbIP telephony

The success of our subscriber based Valeces is dependent upon future demand for Vol&ptebny services. In order for the IP
telephony market to continue to grow, several thinged to occur. Telephone and cable service povidust continue to invest in the
deployment of high speed broadband networks taeesial and commercial customers. VolP networkstroostinue to improve quality of
service for real-time communications, managing@feuch as packet jitter, packet loss, and utnleliaandwidth, so that toll-quality service
can be provided. VolP telephony equipment and sesvinust achieve a similar level of reliabilitytthaers of the public switched telephone
network have come to expect from their telephomeice, including emergency calling features andatsljties. VVolP telephony service
providers must offer cost and feature benefith&rtcustomers that are sufficient to cause théoowsrs to switch away from traditional
telephony service providers. If any or all of thésetors fail to occur, our VoIP services business/ not grow.

The prices that we charge for our communications seices have been decreasing, and we expect that yhwill continue to decrease over
time and we may be unable to compensate for thisdbrevenue

We expect to continue to experience dearggwices for our communications services:

. as we and our competitors increase transmissioacitgpn existing and new networl

. as a result of our current agreements with custemvaich often contain volume based pricing or ottwertractually agreed upc
decreases in prices during the term of the agreemen

. through technological advances or otherwise;

. as volume based pricing becomes more preve

Accordingly, our historical revenue is mudicative of future revenue based on comparabldrvolumes. As the prices for our
communications services decrease for whatever meéswe are unable to offer additional servicamvirwhich we can derive additional reve
or otherwise reduce our operating expenses, ouatipg results will decline and our business andricial results will suffer. We also contir
to expect, excluding the effects of acquisitiongnaged modem related revenue to
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continue to decline in the future primarily dueatoincrease in the number of subscribers migradtifggoadband services, continued pricing
pressures and declining customer obligations ucdetractual arrangements. We experienced a signifidecline in our digital subscriber line
or DSL aggregation revenue during 2005, as a saamf customer of this service terminated its ams&iocontract during 2005.

Revenue under our agreement with SBC Services isgected to decline materially

As part of our acquisition of WilTel's coramications business, we acquired a multi-year eshtvith SBC Services, Inc. We refer to this
contract as the SBC Master Services Agreement.iigc&BC Services Inc. became a subsidiary of AT&E. and announced its intention to
migrate the services provided by WilTel to the neet&BC Services, Inc. and AT&T network. WilTel &®8C amended the SBC Master
Services Agreement to run through 2009 and it glewia gross margin purchase commitment of $33tomiiilom December 2005 through the
end of 2007, and $75 million from January 2008 tigiothe end of 2009. Only purchases of on-net sesvtount toward satisfaction of this
purchase commitment. Originating and terminatingeas charges paid to local phone companies aregpg®ugh to SBC in accordance with
a formula that approximates cost. Additionally, 88C Master Services Agreement provides for therpay of $50 million from SBC if
certain performance criteria are met by Level 3aAssult, we expect the revenue generated byBi=Naster Services Agreement to decline
materially in 2007.

Failure to complete development, testing and introdction of new services, including VolP services, ot affect our ability to compete in
the industry

We continuously develop, test and introdoe® communications services that are delivered ouelLevel 3 Network. These new servi
are intended to allow us to address new segmeitkeeafommunications marketplace and to competadditional customers. In certain
instances, the introduction of new services reguine successful development of new technologyh&extent that upgrades of existing
technology are required for the introduction of reawvices, the success of these upgrades may kedk=gt on the conclusion of contract
negotiations with vendors and vendors meeting thigigations in a timely manner. In addition, oemnservice offerings, including new VolP
services, may not be widely accepted by our custenifeour new service offerings are not widely guied by our customers, we may termi
those service offerings and be required to impayrassets or information technology used to devetogffer those services. If we are not able
to successfully complete the development and iniztdn of new services, including new VolIP servidasa timely manner, our business cc
be materially adversely affected.

Our communications revenue is concentrated in a lilted number of customers

A significant portion of our communicatiores/enue is concentrated among a limited numbeustomers. If we lost one or more of these
major customers, or if one or more major custorsgysificantly decreased orders for our services,communications business would be
materially and adversely affected. Revenue fromteorlargest communications customers, Time Warner,and its subsidiaries, and Veri:
Communications, Inc. and its affiliates, represeérapproximately 18% and 14% of Level 3's commuincatrevenue for 2005, respectively.
America Online, our largest managed modem cust@meéran affiliate of Time Warner, Inc., reduced tiienber of managed modem ports it
purchases from us by approximately 30% during 2@08.future communications operating results wélpend on the success of these
customers and other customers and our succesHimng services to them. If we were to lose a sigmifit portion of our communications
revenue from either America Online or Verizon, wewd not be able to replace this revenue in thetsbom and our operating losses would
increase, which increase may be significant.
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In connection with the acquisition of WilTie December 2005, we acquired a large custometract between WilTel and SBC
Communications, a subsidiary of AT&T. It is antiatpd that the revenue generated by this contraotgl2006 will cause SBC
Communications to become our largest customer baisedvenue. We also expect that the revenue gedewader this contract will decline
materially over time as SBC Communications migrétetraffic from our Level 3 Network to the netvkathat was acquired by SBC
Communications from the former AT&T.

During our communications business operating histor, we have generated substantial losses, which wepect to continue

The development of our communications bessirequired, and may continue to require, sigmifiexpenditures. These expenditures
could result in substantial negative cash flow froperating activities and substantial net losseshi® near future. For the fiscal year ended
December 31, 2005, we incurred a loss from contioiperations of approximately $687 million. We esjpto continue to experience losses,
and may not be able to achieve or sustain operptiofitability in the future. Continued operatirgskes could limit our ability to obtain the
cash needed to expand our network, make interespramcipal payments on our debt or fund other hess needs. We will need to continue to
expand and adapt our network in order to remainpaiitive, which may require significant additiofiahding. During 2005, we deployed a
new generation of optical transmission equipmenddifional expansion and adaptations of our netwcgléctronic and software components
will be necessary in order to respond to:

. growing number of customer

. the development and launching of new services;

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

. technological advances by competitors; and

. governmental regulations.

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

Our need to obtain additional capacity for our network from other providers increases our costs

We continue in some part to lease telecomaations capacity and obtain rights to use dds&rffrom both long distance and local
telecommunications carriers in order to extendsttwpe of our network both in the United StatesBEmape. Any failure by companies leasing
capacity to us to provide timely service to us wioadiversely affect our ability to serve our custmsy@ increase the costs of doing so. Some of
our agreements with other providers require therat of amounts for services whether or not theseices are used. We enter into
interconnection agreements with many domestic arelgn local telephone companies, but we are neodyad able to do so on favorable terms.
Costs of obtaining local service from other cagieomprise a significant proportion of the opegexpenses of long distance carriers.
Similarly, a large proportion of the costs of pring international service consist of paymentstt@pcarriers. Changes in regulation,
particularly the regulation of local and interna@b telecommunication carriers, could indirectlyt bignificantly, affect our competitive
position. These changes could increase or dectkasmsts of providing our services.
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Our business requires the continued development efffective business support systems to implement ¢amer orders and to provide
and bill for services

Our business depends on our ability toicoetto develop effective business support systemisin particular the development of these
systems for use by customers who intend to useenvices in their own service offering. This iscanplicated undertaking requiring signific
resources and expertise and support from third¢pe@mdors. Business support systems are needed for:

. implementing customer orders for services;
. provisioning, installing and delivering these seed; and
. monthly billing for these service

Because our business provides for contimapitl growth in the number and volume of servioisred, there is a need to continue to
develop these business support systems on a sehadfiitient to meet proposed service rollout datée failure to continue to develop
effective business support systems could matergallyersely affect our ability to implement our mess plans.

Our growth may depend upon our successful integradin of acquired businesses

The integration of acquired businessedudiog WilTel Communications, involves a numberrigks, including, but not limited to:

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

. the diversion of management's attention from theagament of daily operations to the integratioopédrations;

. higher integration costs than anticipat

. failure to achieve expected synergies and cosiagsy

. difficulties in the assimilation and retention ahployees;

. difficulties in the assimilation of different cules and practices, as well as in the assimilatidor@ad and geographically

dispersed personnel and operations; and

. difficulties in the integration of departments, t&yss, including accounting systems, technologieskb and records and
procedures, as well as in maintaining uniform séads, controls, including internal control overdintial reporting required by
the Sarbanes Oxley Act of 2002, procedures andipsli

If we cannot successfully integrate acqlilvasinesses or operations, we may experience ialategative consequences to our business,
financial condition or results of operations. Swgsfal integration of these acquired businesseperations will depend on our ability to
manage these operations, realize opportunitiesef@nue growth presented by strengthened sernviegrgfs and expanded geographic market
coverage and, to some degree, to eliminate reduaaaexcess costs. Because of difficulties in damg geographically distant operations,
we may not be able to achieve the benefits thatope to achieve as a result of the acquisition.
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We may not be able to integrate WilTel operations ith our business efficiently

The completion of our acquisition of WilTerkeates risks associated with the integration dT®/s operations with ours. Some integration
risks include:

. difficulties assimilating the personnel and openagi of WilTel,

. loss of key personnel of WilTel,

. loss of customers post-integration;

. disruption of our ongoing business and additionmtlbns on our management te:

. higher integration costs than anticipat

. failure to achieve expected synergies and cosiagsyv

. difficulties in maintaining uniform standards, cal$, procedures and policies; and
. difficulties in ensuring accurate and timely rejpugtof financial information

We cannot be certain that we will realize benefits from the WilTel acquisition that weieipiate, or that we will be able to integrate
WilTel's operations successfully. If we fail toegrate the operations of WilTel efficiently, it ddinave a material adverse effect on our
business, financial condition, results of operatiod future prospects.

We may be unable to hire and retain sufficient quafied personnel; the loss of any of our key execwit officers could adversely affect us

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 sgekin

As a result of this significant competitiame may experience a shortage of qualified pemloi®ur businesses are managed by a small
number of key executive officers, particularly Jan@e Crowe, Chief Executive Officer, Kevin J. O'HaPresident and Chief Operating Offi
and Charles C. Miller, 111, Vice Chairman and Extee Vice President. The loss of any of these kescative officers could have a material
adverse effect on us.

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

If we are unable, on acceptable terms and timely basis, to obtain and maintain the frases$ permits and rights needed to expand and
operate our network, our business could be malgadversely affected. In addition, the cancellatiw non-renewal of the franchises, permits
or rights that are obtained could materially adelraffect us. Our communications operating subsjdis a defendant in several lawsuits that
the plaintiffs have sought to have certified asslactions that, among other things, challengesthiadidiary's use of rights of way. It is likely
that additional suits challenging use of our righftsvay will occur and that those plaintiffs alsdlweek class certification. The outcome of 1
litigation may increase our costs and adverselgcafbur operating results.

Termination of relationships with key suppliers codd cause delay and costs

We are dependent on third-party supplierdiber, computers, software, optronics, transiaisglectronics and related components that
are integrated into our network. If any of thedatienships is terminated or a supplier fails toyide reliable services or equipment and we are
unable to reach suitable alternative arrangemaritklg, we may experience significant additionastso If that happens, we could be mater
adversely affected.
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Rapid technological changes can lead to further copetition

The communications industry is subjectapid and significant changes in technology. In toldj the introduction of new services or
technologies, as well as the further developmemixadting services and technologies may reducedbkeor increase the supply of certain
services similar to those that we provide. As altgesur most significant competitors in the futunay be new entrants to the communications
and information services industries. These newaeaidrmay not be burdened by an installed basetdated equipment. Future success
depends, in part, on the ability to anticipate addpt in a timely manner to technological changieshnological changes and the resulting
competition could have a material adverse effeaisn

Increased industry capacity and other factors couldead to lower prices for our services

Additional network capacity available framar competitors may cause significant decreas#®eiprices for the services that we offer.
Prices may also decline due to capacity increassdting from technological advances and stratagguisitions. Increased competition has
already led to a decline in rates charged for veri@lecommunications services.

We are subject to significant regulation that couldchange in an adverse manner

Communications services are subject toifsogmt regulation at the federal, state, local amdrnational levels. These regulations affect us
and our existing and potential competitors. Delay®ceiving required regulatory approvals (inchglapprovals relating to acquisitions or
financing activities), completing interconnectiaggreements with incumbent local exchange carrieth®enactment of new and adverse
regulations or regulatory requirements may haveterial adverse effect on us. In addition, futegidlative, judicial and regulatory agency
actions could have a material adverse effect on us.

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

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

We may lose customers if we experience system faig that significantly disrupt the availability and quality of the services that we
provide

Our operations depend on our ability toidamd mitigate any interruptions in service orueed capacity for customers. Interruptions in
service or performance problems, for whatever neasould undermine confidence in our services abe us to lose customers or make it
more difficult to attract new ones. In additionchase many of our services are critical to thertassies of many of our customers, any
significant interruption in service could resultlast profits or other loss to customers. Althowghattempt to disclaim liability in our service
agreements, a court might not enforce a limitatindiability, which could expose us to financias$o In addition, we often provide our
customers with guaranteed service level commitméintge are unable to meet these guaranteed sdesedcommitments as a result of
service interruptions, we may be obligated to ptewiredits, generally in the form of free servioed short period of time, to our customers,
which could negatively affect our operating results
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The failure of any equipment or facility oar network, including the network operations cohtenter and network data storage locati
could result in the interruption of customer seevimtil necessary repairs are effected or replanestipment is installed. Network failures,
delays and errors could also result from natursdsters, terrorist acts, power losses, securigchies and computer viruses. These failures,
faults or errors could cause delays, service infgions, expose us to customer liability or reqexpensive modifications that could
significantly hurt our business.

Intellectual property and proprietary rights of oth ers could prevent us from using necessary technolpgo provide Internet protocol
voice services

If technology that is necessary for usnavjile our services were held under patent by amgibrson, we would have to negotiate a lic
for the use of that technology. We may not be &bleegotiate such a license at a price that ismab&. The existence of such patents, or our
inability to negotiate a license for any such teibgy on acceptable terms, could force us to caasgy the technology and offering products
and services incorporating the technology.

To the extent that we are subject to liimaregarding the ownership of our intellectuadgerty, this litigation could:

. be time-consuming and expensiv

. divert attention and resources away from our dailginess;

. impede or prevent delivery of our products andises; and

. require us to pay significant royalties, licensfegs and damage

Parties making claims of infringement mayahble to obtain injunctive or other equitableafthat could effectively block our ability to
provide our services and could cause us to paytautied damages. In the event of a successful abdiimfringement, we may need to obtain
one or more licenses from third parties, which maybe available at a reasonable cost, if at &lé defense of any lawsuit could result in time-
consuming and expensive litigation, regardlessiefrerits of such claims, and could also resuliaimages, license fees, royalty payments and
restrictions on our ability to provide our servicamy of which could harm our business.

Canadian law currently does not permit us to offedirectly services in Canada

Ownership of facilities that originate erminate traffic in Canada is currently limited@anadian carriers. This restriction hinders our
entry into the Canadian market unless appropriagmgements can be made to address it.

Potential regulation of Internet service providersin the United States could adversely affect our opations

The FCC has to date treated Internet seqioviders as enhanced service providers. Iniaddi€ongress has to date not sought to he
regulate the provision of IP-based services. BathdZess and the FCC are considering proposalénti@te greater regulation of IP-based
service providers. Depending on the content angesod any regulations, the imposition of such ragjahs could have a material adverse e
on our business and the profitability of our seegic

The communications and information services indusies are highly competitive with participants that lave greater resources and a
greater number of existing customers

The communications and information serviogsistries are highly competitive. Many of oursiig and potential competitors have
financial, personnel, marketing and other resousagsficantly
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greater than us. Many of these competitors havadided competitive advantage of a larger existigjaner base. In addition, significant new
competitors could arise as a result of:

. the recent increased consolidation in the industhby AT&T and Verizon;
. allowing foreign carriers to compete in the U.Srke#

. further technological advances; ¢

. further deregulation and other regulatory initiaty

If we are unable to compete successfully,business could be significantly hurt.

We may be unable to successfully identify, managad assimilate future acquisitions, investments andtrategic alliances, which could
adversely affect our results of operations

We continually evaluate potential investtseand strategic opportunities to expand our ndéwemhance connectivity and add traffic to
network. In the future, we may seek additional Biwgents, strategic alliances or similar arrangemenitich may expose us to risks such as:

the difficulty of identifying appropriate investmtsnstrategic allies or opportunities;

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

. the possibility that definitive agreements will rioet finalized;

. potential regulatory issues applicable to the ml@munications business;

. the loss or reduction in value of the capital irireant;

. the inability of management to capitalize on theanunities presented by these arrangements; and

the possibility of insolvency of a strategic ally.

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

Information Services

Software Spectrum relies on financial incentives,redit terms, such as rebates, volume purchase diaoats, marketing development
funds and prompt-payment discounts from software pblishers

As part of Software Spectrum's supply agrets with certain publishers and distributors hBafe Spectrum receives substantial finar
incentives and credit terms such as rebates, vopurehase discounts, marketing development fundgpasmpt-payment discounts. Software
Spectrum has little or no input into either thenfiasf financial incentives or the targets requireé¢hieve them. Some financial incentives are
based on specific market segments and producter @tiancial incentives are based on Software 3$pets$ volume or growth rate of revenue
or purchases and Software Spectrum's particip@tiomarketing programs. A decrease in the volumgrowth rate of Software Spectrum's
revenue or purchases could have a material adeffeset on the amount of incentives offered to SafevSpectrum by its publishers.
Additionally, in the future, if the Software Speaatr business model fails to align with the objedtiestablished for these incentives or if
software publishers further change, reduce or discoe these incentives, Software Spectrum's basiaad our consolidated financial results
could be materially adversely affected.
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As publishers change their distribution model, Softvare Spectrum increasingly relies on sales agenaoyefs

Since 2001, Microsoft and other publistiecseasingly have used a sales agency model foildifon of their products, under which
Software Spectrum recognizes as revenue an ageadhdit it receives from the publisher, as opptseide final sales price of the software.
Software Spectrum recorded approximately $74 mmi]lig64 million and $35 million of revenue attriblbla to contracts under the sales agency
model in 2005, 2004 and 2003, respectively. Base8aitware Spectrum's review of relevant softwareligher sales data, Software Spectrum
estimates that the final sales price of the sofvemid under these arrangements was $1.235 bi$@rt million and $661 million in 2005,

2004 and 2003, respectively. Typically, Software@pm does not earn rebates from publishers uhdesales agency model. To date,
Software Spectrum has not been materially adveedédgted by the impact of the sales agency modétsarevenues, because Software
Spectrum has experienced a corresponding decliite éost of revenue. As a result, Software Spettloes not expect the lack of financial
incentives under the sales agency model to haveamimgful effect on its business in the near futbi@wever, if the economics concerning the
sales agency model change, this could have a rabaelierse effect on Software Spectrum's busimessits of operations and financial
condition and on our consolidated financial results

In 2005, Microsoft notified Software Spextr of proposed changes to Microsoft's sales agpragram which, once finalized by
Microsoft, will take effect for customer contraetstered into after July 1, 2006. All contracts ctetgd prior to July 1, 2006, will be
grandfathered under the existing sales agency pmogdnder the proposed revised program for agermy sales as currently drafted, the
number of performance metrics against which Sofwv&pectrum is measured and the standard of penfimeran those metrics are expected to
increase. Based on a preliminary evaluation of bloft's proposed program changes, Software Speexpects that the amount of agency
fees it earns from Microsoft will be reduced oves three-year period in which it is implementedelo the grandfathering of existing sales
agency program sales, however, Software Spectrticigates that the program changes will not has@aificant effect on Software
Spectrum's results of operation or financial posiin 2006. Microsoft has yet to finalize the prepd changes, and thus Software Spectrum is
not able to definitively determine the effects oichkdsoft's proposed changes on its results of djeaiand financial position after July 1, 2C

Software Spectrum is very dependent on a small nungb of vendors

A large percentage of Software Spectrualisssis represented by business software productsd small number of publishers. For 2005,
approximately 87% of Software Spectrum's revenpeegented products purchased from its 10 largdsighers. For 2005, the top 10 softw
titles Software Spectrum sold represented appraein&4% of its sales. For 2005, products from M#oft and IBM accounted for
approximately 59% and 10% of revenue, respectiviedy.2004, products from Microsoft and IBM accouhter approximately 58% and 10%
of revenue, respectively. Most of Software Spectswontracts with publishers are non-exclusivetenginable by either party, without cause,
upon 30 to 60 days notice. Additionally, Softwape&trum's contracts with its major publishers aneegally for one- or two-year terms, and
the majority of these contracts contain no providir automatic renewal. A loss of or significahtiage in Software Spectrum's relationship
with these publishers could have a material adveifeet on Software Spectrum's business and itsalmtated financial results. Although
Software Spectrum believes that it could obtairs¢heoftware products from distribution partnerdiare Spectrum may not be able to obtain
such products or may only be able to obtain suokymts on terms that could materially adverselgdfits financial results. In addition,
Software Spectrum can not be sure that any finhociether difficulties of such publishers will nbave a material adverse effect on its
business.
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Software Spectrum's business is dependent on centakey distributors

Although Software Spectrum obtains the mjof its revenue from publishers, it also rel@sdistributors for sales of products, such as
products from IBM. A loss of or significant chanigeSoftware Spectrum's relationships with thesgridistors could have a material adverse
effect on its business. For example, Software $paectannot be sure that these distributors wiltioe to provide it with credit terms and
financial incentives, such as rebates, volume @sgehliscounts and prompt-payment discounts. Alth@aftware Spectrum believes that the
software products it obtains through these distatsuwould be available from other parties, Sofsv@pectrum may not be able to obtain such
products or may only be able to obtain such pradantterms that could materially adversely affecfinancial results. In addition, Software
Spectrum cannot be sure that any financial or dalificulties of these distributors will not havensaterial adverse effect on its business.

Software Spectrum's business is subject to seasomdlanges in demand and resulting sales activities

Software Spectrum's business is subjes¢ésonal change. In particular, revenue and piofitse United States, Canada and Europe are
typically lower in the first and third quarters digelower levels of IT purchases during those tinfesa result, Software Spectrum's quarterly
results may be materially affected during thoseéoglkst In addition, periods of higher sales actatduring certain quarters may require a
greater use of working capital to fund Software@pan's business. During these periods, the inedea®rking capital requirements could
temporarily increase Software Spectrum's leveragdiguidity needs and expose it to greater finahiésk during these periods. Due to these
seasonal changes, the operating results for agg-timonth period are not necessarily indicativénefresults that may be achieved for any
subsequent fiscal quarter or for a full fiscal year

Software Spectrum's business is sensitive to genésconomic conditions and conditions in the softwar and IT industries

Software Spectrum's business is sensititke spending patterns of its customers, whidhlrim are subject to prevailing economic and
business conditions, the condition of the IT indusshifts in demand for or availability of softveaand the introduction of new software
products or upgrades. In particular, Software Spets business is sensitive to the North Amerigath\&estern European economic
environments. In the past, the software industrgeneral has felt the effects of an economic slawdim the United States and Europe and the
resulting decrease in IT spending. For examplegraieg to IDC, from 2001 to 2003, software end wsEending in North America declined at
a CAGR of 0.7%. Further, sales to large corporatioeive been important to Software Spectrum's gesarid its future results are dependent on
its continued success with such customers. Anygdamdemand for products by these large corparatimuld have a material adverse effect
on Software Spectrum's revenue.

Software Spectrum's international operations are sesitive to currency risks

In 2005, approximately 43% of Software Speu's total revenue was generated by sales outsiddgnited States. Software Spectrum's
international revenue, cost of revenue and opayatipenses are denominated in foreign currencigssipally the Euro and the Pound
Sterling. Software Spectrum's international operetiare sensitive to currency exchange risks. So&@pectrum presently has currency
exposure arising from both sales and purchaseswieated in foreign currencies. Changes in exchaagss between foreign currencies and
the U.S. dollar may adversely affect Software Spees operating margins. For example, if theseiforeurrencies appreciate against the U.S.
dollar, it will become more expensive in terms oSUdollars to pay expenses with foreign currendieaddition, currency devaluation against
the U.S. dollar can result in a loss to Softwarechpim if it holds deposits of that currency. Seafter Spectrum currently does not conduct any
hedging activities. In addition, some currenciessubject to limitations on conversion in to other
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currencies, which can limit Software Spectrum'diigttio otherwise react to rapid foreign curren@véluations. Software Spectrum cannot
predict the impact of future exchange-rate flugarat on its business and operating results.

Software Spectrum is exposed to the risks of a glabmarket

Software Spectrum has U.S., European amahARacific operation centers as well as salesadfin Australia, Belgium, Canada, France,
Germany, Hong Kong, Italy, the Netherlands, SingapSpain, Sweden, the United Kingdom and the driites. In those regions in whicl
does not have a physical presence, such as Japiaa, Gdia and Latin America, Software Spectrumvag its customers through strategic
relationships. Software Spectrum also will contitwevaluate opportunities to open new internatisakes offices or enter into strategic
relationships to serve international customerstv@oe Spectrum's future growth and success depeiitd oontinued growth and success in
international markets.

In addition, until a payment history isaddished over time with customers in a new regibe likelihood of collecting receivables
generated by such operations, on a timely basas alf, could be less than Software Spectrum’'s@afiens. As a result, there is a greater risk
that reserves set with respect to the collectiosuah receivables may be inadequate. Furthermbagges in policies and/or laws of the United
States or foreign governments resulting in, amahgrathings, higher taxation, currency conversionthtions or the expropriation of private
enterprises could reduce the anticipated bendfiBofiware Spectrum's international operations. Aatjons by countries in which Software
Spectrum conducts business to reverse policiesetiwurage foreign trade could adversely affedititsiness.

Software Spectrum operates in a highly-competitivbusiness environment and is subject to significarngrice competition

The desktop technology marketplace is cditipge Competition is based primarily on pricepguct availability, speed of delivery, qual
and breadth of offerings, ability to tailor specifiolutions to meet customer needs and creditabibify. Software Spectrum faces competition
from a wide variety of sources, including softwatélishers, software and hardware direct marke@Ed\s and large system integrators.
Many competitors have substantially greater finalhesources than Software Spectrum does. Somefti&e Spectrum's competitors may
provide a broader range of services, such as extgtmhg-term capital financing or offering bundledrdware and software solutions.
Companies that compete in this market, includinfiv@re Spectrum, are characterized by low grossogedating margins. Consequently,
Software Spectrum's profitability is highly depentiepon maintaining scale and effective cost andagament controls.

Software Spectrum's new Media Plane™ platform

Software Spectrum has made significantstments in research, development and marketingsfoew Media Plane™ software.
Significant revenue from this new product investimaay not be achieved for a number of years, @llat

Software Spectrum may not succeed in protecting itatellectual property

To protect its intellectual property, Sadine Spectrum relies upon copyright and trademavk,lanpatented proprietary know-how and
trade secrets as well as confidentiality, invenissignment, non-competition and non-solicitatigreaments. There can be no assurance that
these measures will afford sufficient protectiorSoftware Spectrum's intellectual property. Despiefforts, it is possible that third parties
may copy or otherwise obtain and use Software 8@t proprietary information without authorizationotherwise infringe on its intellectual
property rights. The
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disclosure of Software Spectrum's trade secretil éoyair Software Spectrum's competitive positgond could have a material adverse effect
on its business, results of operations, finanaaldition and future growth prospects.

Additionally, Software Spectrum's patenplegation for its Media Plane™ software is currgrmiending. There can be no assurance that
Software Spectrum will obtain a patent for thisealogy or that any patent that it receives willyade protection of commercial significance.
There can also be no assurance that competitdraatithallenge, invalidate or avoid the applicataf this or any other future patents that
Software Spectrum may receive or license. Soft@mectrum's competitors may have applied for orinbth or may in the future apply for ¢
obtain, patents that will prevent, limit or othesiinterfere with its ability to make and sellMedia Plane™ software both in the United St
and abroad. There can be no assurance that amt pgtes will prevent Software Spectrum's compesitfrom developing, using or selling
products that are similar or functionality equivdlé its Media Plane™ software.

Software Spectrum may incur substantial costs defating or protecting against third-party claims

In connection with the enforcement of Safitery Spectrum's own intellectual property rightesnazonnection with disputes relating to the
validity or alleged infringement of thirdarty rights, including but not limited to pateights, Software Spectrum may in the future be sl
claims, negotiations or complex, protracted litigat Other than in connection with the Media Planséftware, Software Spectrum generally
does not hold title to the software it sells oefises and therefore believes that any such claswe im connection with any defects or errors in
the software would be the responsibility of the lmiter. However, any such claims could result igai&/e publicity or harm to Software
Spectrum's reputation. In addition, Software Speotmay face warranty and/or infringement claimates to its Media Plane™ software.
Intellectual property disputes and litigation aygitally very costly and can be disruptive to besis operations by diverting the attention and
energies of management and key technical persofraghermore, Software Spectrum may not prevadlrnin future litigation and/or disputes.
Adverse decisions in any litigation or disputeslddwave negative results, including subjectingausignificant liabilities, requiring Software
Spectrum to seek licenses from others, preventifigm licensing certain of its products or causgayere disruptions to its operations or the
markets in which it competes, any one of which dadriously harm Software Spectrum'’s business.

Other Operations
Environmental liabilities from our historical operations could be material

Our operations and properties are subgeatwide variety of laws and regulations relatiogtvironmental protection, human health and
safety. These laws and regulations include thosearoing the use and management of hazardous ambazardous substances and wastes.
We have made and will continue to make signifieenditures relating to our environmental comméabligations. We may not at all times
be in compliance with all of these requirements.

In connection with certain historical ogéras, we have responded to or been notified oémitdl environmental liability at approximately
149 properties. We are engaged in addressing @& Iliquudated 74 of those properties. Of the renmagjri8 sites, we have formal commitments
or other potential future costs at 35 sites. Tleesan additional 11 sites with minimal future samtd 12 with unknown future costs. We could
be held liable, jointly and severally, and withoegard to fault, for such investigation and remtaia The discovery of additional
environmental liabilities related to historical og&ons or changes in existing environmental rezmagnts could have a material adverse effect
on us.
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Potential liabilities and claims arising from coaloperations could be significant

Our coal operations are subject to extengiws and regulations that impose stringent ojpgralt maintenance, financial assurance,
environmental compliance, reclamation, restorasiod closure requirements.

These requirements include those goveraingnd water emissions, waste disposal, workdtthead safety, benefits for current and
retired coal miners, and other general permitting licensing requirements. We may not at all tilme$n compliance with all of these
requirements. Liabilities or claims associated wiils non-compliance could require us to incur mateosts or suspend production. Mine
reclamation costs that exceed reserves for thetfenmalso could require us to incur material costs

General

If we are unable to comply with the restrictions an covenants in our debt agreements, there would medefault under the terms of thes
agreements, and this could result in an acceleratioof payment of funds that have been borrowed

If we were unable to comply with the regidns and covenants in any of our debt agreemth@ss would be a default under the terms of
those agreements. As a result, borrowings under albbt 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 it would be ablntbalternative financing. Even if we were aldeobtain alternative financing, there can b
assurance that it would be on terms that are aabkpt

We have substantial debt, which may hinder our groth and put us at a competitive disadvantage
Our substantial debt may have importansegnences, including the following:

. the ability to obtain additional financing for adsjtions, working capital, investments and capitabther expenditure could |
impaired or financing may not be available on atalele terms;

. a substantial portion of our cash flow will be usednake principal and interest payments on outlitgndebt, reducing th
funds that would otherwise be available for operaiand future business opportunities;

. a substantial decrease in cash flows from operaiitigities or an increase in expenses could matidficult to meet debt
service requirements and force modifications toraipens;

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

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

We had substantial deficiencies of earniogsover fixed charges of approximately $611 wiilfor the fiscal year ended December 31,
2005, $384 million for the fiscal year ended Decenil, 2004, $689 million for the fiscal year 208918 million for the fiscal year 2002 and
$4,326 million for the fiscal year 2001.
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We may not be able to repay our existing debt; failre to do so or refinance the debt could prevent usom implementing our strategy
and realizing anticipated profits

If we were unable to refinance our debtiooraise additional capital on acceptable terms ability to operate our business would be
impaired. As of December 31, 2005, we had an aggeegf approximately $6.02 billion of long-term deln a consolidated basis, including
current maturities, and approximately $476 millafrstockholders' deficit. Our ability to make irgst and principal payments on our debt and
borrow additional funds on favorable terms depemdthe future performance of the business. If waalchave enough cash flow in the future
to make interest or principal payments on our debtmay be required to refinance all or a partwfdaebt or to raise additional capital. We
cannot assure that we will be able to refinancedelt or raise additional capital on acceptableser

Restrictions and covenants in our debt agreementsiit our ability to conduct our business and couldprevent us from obtaining needed
funds in the future

Our debt and financing arrangements corgainmber of significant limitations that restmetr 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

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

As of December 31, 2005, Level 3 had nefrafing loss carryforwards of approximately $5.8dsi for federal income tax purposes. If
certain transactions occur with respect to Levekapital stock that result in a cumulative ownigrsihange of more than 50 percentage points
by 5-percent shareholders over a three-year pasatetermined under rules prescribed by the Ut8rrlal Revenue Code and applicable
regulations, annual limitations would be imposethwespect to the Company's ability to utilizeriet operating loss carryforwards and certain
current deductions against any taxable income L&waghieves in future periods. Level 3 has enteredtransactions over the last three years
resulting in significant cumulative changes in tivenership of its capital stock. Additional transacs could cause the Company to incur a
50 percentage point ownership change by 5-pertemebolders and, if the Company triggers the abmted Internal Revenue Code imposed
limitations, prevent it from fully utilizing net egpating loss carryforwards and certain current dédns to reduce income taxes. The Company
does not believe its net operating loss carryfodsavill be limited in 2006 or thereafter, basedmfiormation available at the time of this filir

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

Congress, the SEC, other regulatory auikserand the media are intensely scrutinizing almemof financial reporting issues and
practices. Although all businesses face uncertaiitty respect to how
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the U.S. financial disclosure regime may be impatte this process, particular attention has beended recently on the telecommunications
industry and companies' interpretations of gengeadtepted accounting principles.

If we were required to restate our finahstatements as a result of a determination thataekincorrectly applied generally accepted
accounting principles, that restatement could asbigraffect our ability to access the capital mexloe the trading price of our securities. The
recent scrutiny regarding financial reporting his® aesulted in an increase in litigation in thee¢emmunications industry. There can be no
assurance that any such litigation against us woatdnaterially adversely affect our business ertthding price of our securities.

Terrorist attacks and other acts of violence or wamay adversely affect the financial markets and oubusiness

Since the September 11, 2001, terroriatkft and subsequent events, there has been catdedencertainty in world financial markets.
The full effect on the financial markets of thesems, as well as concerns about future terrotiatles, is not yet known. They could, however,
adversely affect our ability to obtain financing tenms acceptable to us, or at all.

There can be no assurance that there atilba further terrorist attacks against the Uniéates or U.S. businesses. These attacks or ¢
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 th8.land world financial markets and economy. Anthee occurrences could materially
adversely affect our business.

Our international operations and investments exposas to risks that could materially adversely affecthe business

We have operations and investments outsfitkee United States, as well as rights to undecsbde 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 systt

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

. foreign currency exchange rates may fluctuate, iwh@muld adversely affect our results of operatiand the value of our

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 foreigiwls and regulations that impose restrictions orirugstments and operations,
with penalties for noncompliance, including losdioénses and monetary fines;

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

. changes in U.S. laws and regulations relating teifm trade and investmel
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Anti -takeover provisions in our charter and by-laws could limit the share price and delay a changef management

Our certificate of incorporation and by-&eontain provisions that could make it more diffior even prevent a third party from
acquiring us without the approval of our incumbleoard of directors. These provisions, among othiegs:

. divide the board of directors into three classa#) members of each class to be elected in stagderet«year terms
. 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 stockhetd to present proposals or

nominate directors for election at annual meetwfgstockholders; and

. authorize the board of directors to issue prefestedk in one or more series without any actionthenpart of stockholder

In addition, the terms of most of our Idegn debt require that upon a "change of contrsldefined in the agreements that contain the
terms and conditions of the long term debt reqthied we make an offer to purchase the outstanding term debt at either 100% or 101% of
the aggregate principal amount of that long terint.de

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 a large number of our shares of common stock areold in the public market, the sales could reducthe trading price of our common
stock and impede our ability to raise future capita

We cannot predict what effect, if any, fetsales of our common stock will have on the mgpkiee of our Common Stock. The market
price of our common stock could drop significantlgertain large holders of our common stock sklbaa significant portion of their shares of
our common stock or are perceived by the markéitaading to sell them other than in an orderly meamIn addition, these sales could impair
our ability to raise capital through the sale odiidnal common stock.

The market price of our common stock has been subjeto volatility 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.
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In addition, in recent months the stock keagenerally has experienced significant price\asidme 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 atolly owned subsidiary HQ Realty, Inc., encongeassover 800,000 square feet of of
space. As part of the WilTel acquisition, we alsase approximately 260,000 square feet of officktachnical space in the building known as
One Technology Center located at 100 South Cintirneenue in Tulsa, Oklahoma. In Europe, we haverapimately 211,000 square feet of
office space in the United Kingdom, approximatelyQDO square feet of office space in Germany, @pidoximately 14,000 square feet of
office space in France.

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

Our Gateway facilities are designed to ledosal sales staff, operational staff, our trarssioin and IP routing/switching facilities and
technical space to accommodate colocation of egempiiny high-volume Level 3 customers. We have apprately 6.7 million square feet of
space for our Gateway and transmission facilities lrave completed construction on approximatelyilBon square feet of this space. This
Gateway space is either owned by us or is heldupmtsto long-term lease agreements.

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

Software Spectrum currently leases apprateéhy 72,400 square feet of office space for itsrapional headquarters in Plano, Texas (a
suburb in the Dallas/Ft. Worth metroplex) for aitiéh term of ten years with monthly rent and opgrg expenses of approximately $45,000.
Software Spectrum leases approximately 16,000 edfeat of office space in Spokane/Liberty Lake ané&/ashington with current aggregate
monthly payments of approximately $9,333 which eawin April 2006.

Software Spectrum has a lease commitmebmvood, Massachusetts. This commitment providesonthly payments of
approximately $157,000 and expires in June 2006.

With respect to its European based opergfiSoftware Spectrum currently leases spacedondtor operations center in Munich,
Germany. In addition, Software Spectrum has offindsrance, Holland, Belgium, the United Kingdonaly, Sweden and Spain. Software
Spectrum's Asia/Pacific headquarters is locateé®lynney, Australia. Software Spectrum also hasedfia Singapore and Hong Kong.

ITEM 3. LEGAL PROCEEDINGS

In April 2002,, Level 3 Communications, Inand two of its subsidiaries were named as andefst inBauer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 statesy] fih state court in Madison County, lllinois. biy2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed in the
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U.S. District Court for the District of Idaho. InoMember of 2005, the court granted class certibioabnly for the state of Idaho, which decis
is on appeal. In September 2002, Level 3 CommuitstLLC and Williams Communications, LLC were redras defendants 8mith et. al.
v. Sprint Communications Company, L.P., et alpurported nationwide class action filed intiréted States District Court for the Northern
District of lllinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothganies' involvement in the Smith case. On Felrlidy 2005, Level 3 Communications,
LLC and Williams Communications, LLC were namediafendants itMcDaniel, et. al., v. Qwest Communications Corpiamatet al., a
purported class action covering 10 states filethéUnited States District Court for the NortheristBct of Illinois. These actions involve the
companies' right to install its fiber optic cabktwork in easements and right-of-ways crossingthmtiffs' land. In general, the companies
obtained the rights to construct their networksrifr@ilroads, utilities, and others, and have ifstietheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiagsert that they are the owners of lands over whieltompanies' fiber optic cable networks
pass, and that the railroads, utilities, and othdrs granted the companies the right to constmdtraaintain their networks did not have the
legal authority to do so. The complaints seek dasam theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receaweddmnay in the future receive, claims and demasldsed to rights-of-way issues similar
to the issues in these cases that may be basechiter ®r different legal theories. To date, otligan as noted above, all adjudicated attemg
have class action status granted on complaints ditginst the companies or any of their subsidianeolving claims and demands related to
rights-of-way issues have been denied.

It is still too early for the company taad a conclusion as to the ultimate outcome ofetlaesions. However, management believes that
the company and its subsidiaries have substargfahdes to the claims asserted in all of thesersctiand any similar claims which may be
named in the future), and intends to defend thegoreusly if a satisfactory form of the settlemenhot approved.

The company and its subsidiaries are pattienany other legal proceedings. Our managenmedigivies that any resulting liabilities for
these legal proceedings, beyond amounts resenittdotvmaterially affect the company's financiainadition or future results of operations,
could impact future cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during the foguhrter of the fiscal year covered by this repmi vote of security holders, through the
solicitation of proxies or otherwise.

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information. Our common stock is traded on the Nasdaq Nattislarket under the symbol "LVLT." As of March 10@5, there
were approximately 7,829 holders of record of mmmon
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stock, par value $.01 per share. The table beldsvfegh, for the calendar quarters indicated tigd and low per share closing sale prices of
our common stock as reported by the Nasdaq Natidagket.

Year Ended December 31, 2005 High Low

First Quarte $ 334 $ 1.9
Second Quarte 2.44 1.62
Third Quartel 2.3t 1.9C
Fourth Quarte 3.9C 2.0¢€
Year Ended December 31, 200 High Low

First Quarte! $ 6.8z $ 37t
Second Quarte 4.2¢ 2.8:
Third Quartel 3.34 2.5(C
Fourth Quarte 3.9: 2.61

Equity Compensation Plan Information We have only one equity compensation plan—T851Stock Plan, as amended—under which
we may issue shares of our common stock to empdoydcers, directors and consultants. This plas been approved by our stockholders.
The following table provides information about #teares of our common stock that may be issued eperctise of awards under the 1995
Stock Plan as of December 31, 2005.

Number of

securities
to be issued upon

Number of securities
remaining available

exercise of for
outstanding Weighted-average future issuance
options, exercise price of under

warrants and outstanding options, equity compensation
Plan Category rights warrants and rights plans
Equity compensation plans approved
stockholder: 43,941,666 $ 4.067: 109,295,29
Equity compensation plans not approved by
stockholder: 0 % 0.0C 0
T Includes awards of Outperform Stock Options ("OS0Sbr purposes of this table, these securitiesansidered to use a single share

of our common stock from the total number of shaesgrved for issuance under the 1995 Stock Plan.

¥ Includes weighted-average exercise price of outlitgnOSOs at the date of grant. The exercise pfieen OSO is subject to change

based upon the performance of our common stoclivelto the performance of the S&P 580ndex from the time of the grant of the
award until the award has been exercised.

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,
we are effectively restricted under certain deltecmnts from paying cash dividends on shares o€omrmon stock.
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Camitations, Inc. and its subsidiaries appears below

Fiscal Year Ended(1)

2005 2004 2003 2002 2001

(dollars in millions, except per share amounts)

Results of Operation:

Revenue $ 3611 $ 3637 $ 3947 $ 301t $ 1,41(
Net loss from continuing operations| (687) (459) (704) (8549) (4,35))
Net loss(3) (63€) (458) (71)) (858) (4,979
Per Common Shar
Net loss from continuing operationsi (0.9¢) (0.67) (1.25) (2.10 (11.69
Net loss(3) (0.9) (0.67) (1.26) (2.1 (13.39)
Dividends(4) — — — — —
Financial Position
Total asset 8,27 7,54¢ 8,30z 8,97: 9,32t
Current portion of lon-term debt(5 — 143 124 4 5
Long-term debt, less current portion| 6,02: 5,067 5,24¢ 6,102 6,20¢
Stockholders' equity (deficit)(¢ (47€) (157) 181 (240 (65)

@

(2)

The operating results of the Companyi'9Structure, LLC computer outsourcing services bessnsold in 2005, the Midwest Fiber O
Network business acquired from Genuity, Inc. in2@@d sold in 2003, the Company's Asian commurminatoperations, which the
Company agreed to sell in 2001, as well as Soft@aextrum's contact service business obtaineceistftware Spectrum acquisition
in 2002 and sold in 2003 are included in discorgthoperations for all periods presented for whiekidl 3 owned each business.

The Company purchased software resellers Corptoftand Software Spectrum, Inc. in March and Qfr2002, respectively. The
Company recorded approximately $1.8 billion of mawe attributable to these two businesses in 2002.

The Company purchased substantially all of thetass®l operations of Genuity, Inc. in February 2008 Company also purchased
Telverse Communications, Inc. in July 2003.

The Company acquired the managed modem busineSEeG @and Sprint on April 1, 2004 and October 1020respectively.

The Company purchased WilTel Communications Gralg; ("WilTel") on December 23, 2005, and recordggm@ximately
$38 million of revenue attributable to this busmés 2005.

In 2001, Level 3 recorded a $3.2 billion impairmeharge to reflect the reduction in the carryingant of certain of its
communications assets in accordance with SFAS Mi¥."Accounting for the Impairment or Disposal ofrigeLived Assets”. Also in
2001, Level 3 recognized a gain of $1.1 billioraagsult of the early extinguishment of long-terebd

In 2002, the Company recognized approximately $h8tlon of impairment and restructuring chargesgjadn of approximately

$191 million from the sale of Commonwealth Teleph&@nterprises, Inc. common stock, $88 million afuoed conversion expenses
attributable to the exchange of the Company's atiile debt securities, $120 million of federal tasnefits due to legislation enacte
2002 and a gain of $255 million as a result ofahdy extinguishment of long-term debt.

In 2003, the Company recognized approximately $84Bon of termination and settlement revenue, $4ilion of impairment and
restructuring charges, a gain of approximately &ifllon
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@)

(4)

(5)

from the sale of "91 Express Lanes" toll road ass200 million of induced conversion expensesbaitable to the exchange of the
Company's convertible debt securities, and receghézgain of $41 million as a result of the eartirguishment of long-term debt.

In 2004, The Company recognized a gain of $197anilhs a result of the early extinguishments ofaieiong-term debt and
$113 million of termination revenue.

In 2005, the Company recognized $133 million ofrtieration revenue and approximately $23 millionrapairment and restructuring
charges.

In 2001, the Company agreed to sell its Asian teteounications business to Reach Ltd. and recordéchpairment charge of
$516 million related to its discontinued Asian au@ms. Losses attributable to the Asian operatioaie $89 million for fiscal 2001.

In 2005, the Company sold jStructure, LLC and recognized a gain on the sb#16 million. For fiscal years 2005 and 2004) (
Structure revenues approximated costs. Lossebudthile to the operations of Structure for fiscal years 2003, 2002 and 200lewer
$17 million, $6 million and $22 million, respectlye

The Company's current dividend policy, in effecicgl April 1998, is to retain future earnings foe urs the Company's business. A
result, management does not anticipate paying asly dividends on shares of common stock in theséarable future. In addition, the
Company is effectively restricted under certainazmants from paying cash dividends on shares ebitsmon stock.

In 2001, the Company negotiated an increase itotiatamount available under its senior securedicfacility to $1.775 billion anc
borrowed $650 million under the facility. Also i®@1, a subsidiary of the Company and Level 3 rémsed, using cash and common
stock, approximately $1.9 billion face amount cf tbompany's long-term debt and recognized a ga@ppfoximately $1.1 billion as a
result of the early extinguishment of debt.

In 2002, the Company received net proceeds of $4i8®n from the issuance of $500 million of 9% JanConvertible Subordinated
Notes due 2012. Also in 2002, the Company repurthassing cash and common stock, approximately &1bi&n face amount of its
long-term debt and recognized a gain of approxilp&255 million as a result of the early extinguigint of debt.

In 2003, the Company received net proceeds of $&#®n from the issuance of $374 million of 2.878%nvertible Senior Notes due
2010 and the issuance of $500 million of 10.75%i&exotes due 2011. The Company completed a deditasrge whereby the
Company issued $295 million (face amount) of 9% \@otible Senior Discount Notes due 2013 and comstook in exchange for
$352 million (book value) of long-term debt. In dtdth, Level 3 using cash on hand, restricted cashthe proceeds from the issuance
of the 10.75% Senior Notes due 2011, repaid in fod $1.125 billion purchase money indebtednesstanding under the Senior
Secured Credit Facility. Also in 2003, the Compaggurchased, using common stock, approximatelydFl@llion face amount of its
long-term debt and recognized a gain of approxilp&41 million as a result of the early extinguistmb of debt.

In 2004, the Company received net proceeds of $38ion from the issuance of a $730 million SenB¥cured Term Loan due 2011
and the issuance of $345 million of 5.25% Senion@otible Notes due 2011. The Company used thenoekeeds to repay portions of
its 9.125% Senior Notes due 2008, 11% Senior Niiwes2008, 10.5% Senior Discount Notes due 2008L8rkb% Senior Euro Notes
due 2008. The Company repurchased portions ofutstamding notes at prices ranging from 83 pertteB88 percent of the repurchas
principal balances. The net gain on the early extishment of the debt, including transaction castalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothfese transactions. Also in 2004, the Company
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paid approximately $54 million and assumed oblmatito extinguish a capital lease obligation amdgeized a gain of $147 million «
the transaction.

In 2005, the Company received net proceeds of $&lion from the issuance of $880 million of 10% @ertible Senior Notes due
2011. Also in 2005, a wholly-owned subsidiary af thompany received net proceeds of $66 million ftbencompletion of a
refinancing of the mortgage of its corporate headggus. The subsidiary entered into a new mortdzaye of $70 million at an initial
fixed rate of 6.86% through 2010.

(6) In 2001, the Company issued approximately 16 mmilbbares of common stock, valued at approximatéBrsillion, in exchange for
long-term-debt.

In 2002, the Company issued approximately 47 mmilsbares of common stock, valued at approximat@bg3$nillion, in exchange for
long-term debt. Included in the value of commortktissued, are induced conversion premiums of $ll&omfor convertible debt
securities.

In 2003, the Company issued approximately 216 omilkhares of common stock, valued at approxim&@5b8 million, in exchange for
long-term debt. Included in the value of commorektissued, are induced conversion premiums of $2illibn for convertible debt
securities.

In 2004, the Company realized $95 million of foreurrency losses on the repurchase of its Eurorderated debt. The unrealized
foreign currency losses had been recorded in @herprehensive Income within Stockholders' Equitgf{€it).

In 2005, the Company issued 115 million sharesoafrmon stock, valued at approximately $313 millias the stock portion of the
purchase price paid to acquire WilTel.

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

This document contains forward looking eta¢nts and information that are based on the balfaihanagement as well as assumptions
made by and information currently available to Ue&€ommunications, Inc. and its subsidiaries (‘&le¥" or the "Company"). When used in
this document, the words "anticipate”, "believedlah”, "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 risksedamties and assumptions. Should one or morkeesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatesults may vary materially from those descrilvethis document. See "Cautionary
Factors That May Affect Future Results" immediafgigceding Item 1—"Business" and Item 1A.—"Risk teex."

Level 3 Communications, Inc., through ipemating subsidiaries, is primarily engaged indgbemunications and information services
businesses, with additional operations in coal ngnirhe Company is a facilities based provider bf@ad range of integrated communications
services categorized as Core Communications Sepn@ter Communications Services and SBC Masteficsr Agreement. Revenue for
communications services is recognized on a motthbjs as these services are provided. For contractlving private line, wavelengths and
dark fiber services, Level 3 may receive up-fromgments for services to be delivered for a periogpato 20 years. In these situations, Level 3
will defer the revenue and amortize it on a stralgte basis to earnings over the term of the amwitrAt December 31, 2005, for contracts
where upfront payments were received for services to beveled in the future, the Company's weighted averagnaining contract period v
approximately 14 years.
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Communication Services

The Company separates its communicatioricgs into three separate groups: 1) Core CommtioicaServices, 2) Other
Communications Services, and 3) SBC Master SenAgesement. Each group is in a different phasdefservice life cycle, requiring
different levels of investment and focus and pringddifferent contributions to the Company's AdasOIBDA (as defined below).
Management of Level 3 believes that growth in rexefiom its Core Communications Services is ciiiodhe long-term success of its
communications business. At the same time, the @ompelieves it must continue to manage effectiledypositive cash flows from its SBC
Master Services Agreement and its Other CommuicatServices including the Company's mature managetem business and its related
reciprocal compensation. The Core Communicatiomgi&ss group includes transport and infrastructtPeand data services, voice and Vyvx
video services. The Other Communications Servicesmincludes managed modem and related recipoocapensation, DSL aggregation
services and the legacy managed IP service busifieesSBC Master Services Agreement product gralpnelude all the revenues related to
this contract, which was obtained in the Decemi3e12B05 acquisition of WilTel.

The Company's transport and infrastrucser@ices include colocation services, wavelengtliape line, dark fiber and transoceanic
services. Growth in transport and infrastructurenele is largely dependent on increased demarzhfudwidth services and available capital
of companies requiring communications capacityttieir own use or in providing capacity as a serpic@/ider to their customers. These
expenditures may be in the form of up-front payreemtmonthly payments for private line, wavelengtidark fiber services. An increase in
demand may be partially offset by declines in pniting.

IP and data services primarily include @@npany's high speed Internet access service al®NPservices. Level 3's high speed Internet
access service is a high quality and high-speestriat access service offered in a variety of caigaciThe Company's IP-VPN services permit
businesses of any size to replace multiple netwaitts a single, cost-effective solution that grgaiimplifies the converged transmission of
voice, video, and data. This convergence to asiplgitform can be obtained without sacrificing tjulity of service or security levels of
traditional ATM and Frame Relay offerings. IP-VP&hgces also permit customers to prioritize netwaypklication traffic so that high priority
applications, such as voice and video, are not comiged in performance by the flow of low priorapplications such as email.

The conversion from narrow band dial-upsees to higher speed broadband services is expéztacrease demand for the Company's IP
and data services. Revenue growth in this areagsmtient on the continued increase in usage bydmbénprises and consumers and the pr
environment. An increase in the reliability andwéty of information transmitted over the Interrzetd declines in the cost to transmit data have
resulted in increased utilization of e-commerc&veb based services by businesses. The Companyybowentinues to experience lower
revenue growth due to price compression for itarl® data services. These declines were partidbgiolby an approximate 90% increase in IP
and Data traffic for 2005. Current high levels véidable capacity and the numerous companies cangpiet this market have resulted in a v
competitive pricing environment.

The Company experienced price compressidhd 25% to 45% range for transport and IP sesviit2004. Level 3 believes that industry-
wide, excess network inventory has been signiflgatduced and pricing pressures are beginningdderate as evidenced by the Company's
improved pricing and increased traffic volume. EeilP services, the Company's average price pgalnge declined approximately 30% in
2005. In addition to pricing pressures, the dedimiihe Company's average price per megabyteribattible to higher traffic from larger
customers and customers moving to higher speeitesmwith a lower price per megabyte. The largsta@mers have a lower price per
megabyte due to higher volume commitments.
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The Company also continued to see pricieggure in 2005 for those transport and infrastirectustomers that require simple, low
quality, point-to-point services, as competitorgr@gsively pursued this business. However, Levml&ves that competitors are less willing to
discount these services if it requires investmeriméremental capacity to meet the customer's reménts. For those customers that provide
high quality content or require a combination afisport, IP and voices solutions on a regionaktional platform, Level 3 is seeing some
indications that price compression is starting tmlerate and, in many cases, prices are startimgtease as confirmed by research performed
by industry analysts. Independent industry repodicate that wholesale pricing of long-haul wawgjth and private line services have been
stable in North America over the last 12 months, amdome cases, have started to rise again. [3ewvgénds to remain disciplined in its
approach to pricing for its transport and IP sersic

The emergence of a number of companies frankruptcy protection and additional competitiomi other distressed carriers continue
contribute to the difficult and competitive opengtienvironment. The Company does not expect this@ment to change significantly until
the industry consolidates further and/or demanelacates.

The Company has developed new voice sexti, in addition to its existing voice servidesget large and existing markets. The
Company believes that the efficiencies of LevellB'and optical based network, including its Softslwtechnology, will provide customers a
lower cost alternative than the existing circuititstved networks. The Company is moving quickly &velop both its capability to market and
sell in the voice market and develop the intergateams and processes necessary to support theemeiges being launched. The revenue
potential for voice services is large; however, ihenues and margins are expected to continuedind over time as a result of the new low
cost IP and optical based technologies. In additive market for voice services is being targetediany competitors, several of which are
larger and have more financial resources than tmapgany.

Vyvx provides audio and video programmiogifs customers over the Company's fiber-optievoel and via satellite. It uses the
Company's fiber-optic network to carry many livaditional broadcast and cable television events fitte site of the event to the network
control centers of the broadcasters of the eventlite events where the location is not knowndwance, such as breaking news stories in
remote locations, Vyvx provides an integrated $itaednd fiber-optic network based service to traitshe content to its customers. Most of
Vyvx's customers for these services contract fersirvice on an event-tgrent basis; however, Vyvx has some customers akie purchase
a dedicated point-to-point service which enables¢hcustomers to transmit programming at any time.

Vyvx also distributes advertising spotsddio and television stations throughout the Wb8th electronically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdastdbuting content for content owners
and rights holders.

The Company's Other Communications senacesnature products or services that are not afeamphasis for the Company. As noted
above, Other Communications services include mahagglem, DSL aggregation services, related recgprmmmpensation and legacy
managed IP services.

The Company and its customers continueeocensumers migrate from narrow band dial-up sesvio higher speed broadband services
as the narrow band market matures. This trendgsa@gd to result in declines in managed modem te/@nthe future. The Company
recognized $396 million, $488 million and $627 initl of managed modem and managed modem relatedueyer 2005, 2004 and 2003,
respectively. These declines may be mitigatedémtiid to longer term by growth in IP-based servizffsred by the Company that address the
market shift to higher speed broadband servicegllbelieves that the low cost structure of &swork will enable it to aggressively compete
for new business in the IP-based market.
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Level 3 receives compensation from otheri@as when it terminates traffic originating oroffe carriers' networks. This reciprocal
compensation is based on interconnection agreemattitshe respective carriers or rates mandatethéy-CC. The Company earns the
majority of its reciprocal compensation revenuerfroroviding managed modem services.

The exclusivity provisions in the contradgth the Company's primary DSL aggregation custoexgired at the end of the first quarter of
2005. The customer completed the migration obitsting DSL aggregation subscribers to its own rekwduring the third quarter of 2005.
Contracts with the Company's remaining DSL aggiegatustomers expired in the fourth quarter of 200% Company recognized DSL
aggregation revenue of $79 million, $138 milliord&99 million for 2005, 2004 and 2003, respectiv@lye Company does not expect to
recognize DSL aggregation revenue in the foresedablre.

Legacy managed IP services primarily inellmv speed services which utilize ATM technology,well as VPN and managed security
services. The Company's legacy Internet accesadmssconsists primarily of a business that wasiead|in the Genuity transaction in 2003.
The Company has elected not to pursue additiorsibmers and limit the capital invested in this comgnt of its business.

The SBC Master Services Agreement was egeatent between SBC Services Inc. and WilTel anslacguired in the WilTel transaction
in December 2005. Recently, SBC Services Inc. becasubsidiary of AT&T Inc., (together "SBC"). Wélfand SBC amended their
agreement in June 2005 to run through 2009 anavtiges a gross margin purchase commitment of $3illon from December 2005 through
the end of 2007, and $75 million from January 2008ugh the end of 2009. Only purchases of on-@etices count toward satisfaction of this
purchase commitment. Originating and terminatinceas charges paid to local phone companies aregpdasugh to SBC in accordance with
a formula that approximates cost. Additionally, 88C Master Services Agreement provides for therpay of $50 million from SBC if
certain performance criteria are met by Level 3.dfel 3 meets the performance criteria, it isiblgto earn $25 million in 2006 and
$25 million in 2007.

Level 3's management continues to reviemGbmpany's existing lines of business and sepffegings to determine how those lines of
business and service offerings assist with the @Gmylp focus on delivery of communications and imfation services and meeting its finan
objectives. To the extent that certain lines ofilbess or service offerings are not considered todmepatible with the delivery of
communications and information services or withaglihg financial objectives, Level 3 may exit thdises of business or stop offering those
services.

Management focuses on Adjusted OIBDA, dlmshs from operating activities and capital expeundis to assess the operating
performance of the communications business. Managebelieves that Adjusted OIBDA, when viewed oie, reflects the operating trend
and performance of its communications businessugtdfl OIBDA, or similar measures, also is an ingicaf performance used by Level 3's
competitors and is used by management in evaluatiagive performance.

Management of Level 3 believes the intrdiduncof new services or technologies, as well asftiither development of existing
technologies, may reduce the cost or increaseuiyel\s of certain services similar to those provitgd_evel 3. The ability of the Company to
anticipate, adapt and invest in these technologygeés in a timely manner may affect the future sssof the Company.

The Company completed the initial plannegldyment of the next generation of optical tramsfehnology in its North American and
European networks in the fourth quarter of 2005 eaudly in the first quarter of 2006, respectivalze Company has decided to deploy the
technology for additional routes in North AmericgadéEurope and expects to complete the deploymentisese routes in the first quarter of
2006. The Company began an upgrade of its IP baekterhnology in the third quarter of 2005. LevéleBeves that this deployment of new
equipment to the existing
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network equipment will allow the Company to optimithe amount of traffic it carries over the netwarlkd lower the cost of providing servic

In order to expand its service offering&urope, the Company expects to invest $20 miliiora dark fiber based expansion in nine
European markets. The dark fiber is expected tacepor supplement existing wavelength capacity.

The communications industry continues tosohidate. Level 3 has patrticipated in this proaeisls the acquisition of WilTel and the
proposed Progress Telecom transaction describesvbeevel 3 will continue to evaluate consolidatimpportunities and could make additic
acquisitions in 2006.

The successful integration of WilTel intevel 3 is important to the success of Level 3. Thenpany must quickly identify synergies,
integrate the networks and support organizationigewhaintaining the service quality levels expedigdexisting customers.

The Company is focusing its attention ogrbwing revenue through Core Communications sesyi2) continuing to show improvements
in Adjusted OIBDA as a percentage of revenue, 8)meting the integration of WilTel and potential®yogress Telecom, and 4) managing
flows provided by its Other Communications serviclse anticipated change in the composition ofCbenpany's revenue will require the
Company to manage operating expenses carefullgamcentrate its capital expenditures on those olgies and assets that will enable the
Company to develop its Core Communications senfizgber and replace the decline in revenue andiegs from Other Communications
services.

In addition to the operational metrics ni@méd above, the Company is also focusing on impmpits liquidity, financial condition, and
extending the maturity dates of certain of its deid lowering the effective interest rate on ittsstanding debt over the long term. In
April 2005, Level 3 completed the offering of $8&@lion of 10% Convertible Senior Notes due 201 1irstitutional investors and, in
September 2005, its subsidiary HQ Realty, Inc. detepg a mortgage refinancing of $70 million for thevel 3 corporate headquarters in
Colorado. Level 3 intends to use the net prosdemn these offerings for general corporate pugppsicluding possible acquisitions, work
capital, capital expenditures, debt refinancing debit repurchases.

In January 2006, the Company complete@gxohange of several tranches of its debt maturirRpD8 for a new tranche of debt maturing
in 2010. The Company was able to extend the mgtdate of approximately $692 million of debt due2d08 to March 2010. The Company
will continue to look for opportunities to improwus financial position in 2006 and focus its resms on growing revenue and managing costs
for the communications business.

Information Services

In the fourth quarter of 2005, the Compaaold its wholly-owned subsidiary, §Structure, LLC, which provided computer outsougcin
services primarily to small and medium-sized busses. The Company's information services busisassw comprised of Software
Spectrum, Inc. ("Software Spectrum”). Software $ea is a global reseller of business softwarenprily to large and medium sized
businesses. Software Spectrum recognizes reverihe time the product is shipped or in accordanitle thie terms of the licensing contracts.
Sales under certain licensing programs permit SovBpectrum to recognize only a service fee paithd software publisher as revenue.
Software Spectrum has experienced an increasedeis sader this form of licensing program and manse# expects further adoption of
agency licensing programs in the future. The Comisaability to resell software is influenced by tpeneral economic environment,
specifically in North America and Western Europeweell as the level of IT spending for businessveaife by large and medium sized
companies.

The software distribution and resale bussrie very competitive with profitability largelyegdendent upon rebates received from the
software publishers and suppliers. The amount ludites
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received from a publisher or supplier is tied direto the value of software sold for that publisbe supplier. These programs vary but,
typically contain sales targets that are tierethab Software Spectrum can earn higher rebatesaramental sales above certain sales targets.
Alternatively, Software Spectrum may forfeit pubks and supplier rebates if certain minimum sadegets are not achieved. As such, it is not
uncommon for software resellers, including Softw@apectrum, to price software at or below their dogtrder to attain the next sales target
thus earn higher rebates from software publishedssappliers.

Microsoft Corporation ("Microsoft") is theimary provider of business software to the ConyfsaBoftware Spectrum business. If
Microsoft should successfully implement programstfe direct sale of software through volume pusehagreements or other arrangements
intended to exclude the distribution or resale dedrSoftware Spectrum's results of operations dbel materially and adversely affected.

In 2005, Microsoft notified Software Spextr of proposed changes to Microsoft's sales agpragram which, once finalized by
Microsoft, will take effect for customer contraetstered into after July 1, 2006. All contracts ctetg prior to July 1, 2006, will be
grandfathered under the existing sales agency gnegdnder the proposed revised program for ageypey sales as currently drafted, the
number of performance metrics against which Sofwv&pectrum is measured and the standard of penfimenan those metrics are expected to
increase. Based on a preliminary evaluation of bfoft's proposed program changes, Software Spe@xpercts that the amount of agency
fees it earns from Microsoft will be reduced ovee three-year period in which it is implementedel@o the grandfathering of existing sales
agency program sales, however, Software Spectrticigates that the program changes will not has@aificant effect on Software
Spectrum's results of operation or financial posiin 2006. Microsoft has yet to finalize the prepd changes, and thus Software Spectrum is
not able to definitively determine the effects ofthdsoft's proposed changes on its results of djpesaand financial position after July 1, 2C

In order to achieve a desired return orgted capital, management of Software Spectrunséscan 1) revenue growth, 2) Adjusted
OIBDA and 3) cash flow from operating activitiesciuding changes in working capital accounts, seas the financial condition and opera
performance of the business. Software Spectrunexganded its sales and marketing efforts to smallmaid-market businesses as well as
other geographic markets to further increase saldsevenue. In addition to revenue growth, Softw&pectrum continues to evaluate its cost
structure in order to improve operating resultsnigement is focusing its attention on minimizingkitg capital requirements by lowering
days sales outstanding through consistent collegtiocedures and carefully managing vendor payteems. Management expects working
capital requirements for the Software Spectrumrirss to decline in the future as software publishentinue to adopt the agency licensing
model described in the Critical Accounting Policgestion below.

Coal Mining

Level 3, through its two 50% owned jointtgre surface mines in Montana and Wyoming, sei primarily through longerm contract
with public utilities. The long-term contracts fitre delivery of coal establish the price, volumad guality requirements of the coal to be
delivered. Revenue under these and other confsatsognized when coal is shipped to the customer.
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The following discussion and analysis of financiahdition and results of operations should be rgmdonjunction with the Consolidated
Financial Statements and accompanying notes beginoin page -1 of this annual report.

Critical Accounting Policies

The Company has identified the policieobehs critical to its business operations and tigetstanding of its results of operations. The
effect of any associated risks related to theseipslon the Company's business operations is skeclithroughout this Management's
Discussion and Analysis of Financial Condition &webults of Operations where these policies affeeGompany's reported and expected
financial results.

Revenue

Revenue for communications services, inalgdoice, private line, wavelengths, colocatianglnet access, managed modem, data
services, video and dark fiber revenue is recoghimenthly as the services are provided. Commuminatservices are provided either on a
usage basis, which can vary period to period, c& oantractually committed amount. Reciprocal comsp&on revenue is recognized only
when an interconnection agreement is in place antbther carrier, or at rates mandated by the F@@GodHcally, the Company will receive
payment for reciprocal compensation services ireexof FCC rates and before an agreement is ie.pléese amounts are included in other
current liabilities on the consolidated balanceeshmtil a final agreement has been reached andabessary regulatory approvals have been
received. These amounts were insignificant to them@any in 2005 and 2004.

Revenue attributable to leases of darkrfijlpgsuant to indefeasible rights-of-use agreem@dJs") that qualify for sales-type lease
accounting, and were entered into prior to Junel909, was recognized at the time of delivery aswkptance 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 propepsovements or integral equipment. This accounttiegtment results in the deferral of the
cash that has been received and the recogniticevefiue ratably over the term of the agreementdntly up to 20 years).

Termination revenue is recognized whensiauer disconnects service prior to the end ottrgract period, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revasaéso recognized when customers
make termination penalty payments to Level 3 tesebntractually committed purchase amounts thaicistomer no longer expects to me
when a customer and Level 3 renegotiate a contratgr which Level 3 is no longer obligated to pdevproduct or services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is regantthe same manner as the original
product or service provided.

Software Spectrum is a reseller of busisessvare. Accounting literature provides guidatwenable companies to determine whether
revenues from the reselling of goods and servibesld be recorded on a "gross” or "net" basis. Company believes that the facts and
circumstances of the Software Spectrum businessgylarly those involving pricing and credit riskdicate that the majority of Software
Spectrum's sales should be recorded on a "grosss. Bde latitude and ability of Software Spectronestablish the selling price to the
customer is one significant indication of "grossVenue reporting. The assumption of credit risknisther important factor in determining
"gross” versus "net" reporting. Software Spectras the responsibility to pay suppliers for all pro$ ordered, regardless of when, or if, it
collects from its customers. Software Spectrumse aolely responsible for determining the creditimess of its customers.
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Microsoft, a significant supplier of softveao Software Spectrum, changed certain licengingrams in 2001 whereby new enterprise-
wide licensing arrangements are priced, billed @sitected directly by Microsoft. In 2003, sever#her suppliers, for whom Software Spect
resells products and services, began adoptingygpésof program. Software Spectrum will continugtovide sales and support services rel
to these transactions and will earn a service ity from the software publishers for these\dtigs. Under this licensing program, Software
Spectrum only recognizes the service fee paid bysttitware publisher as revenue and not the esdles price of the software. The Company
continues to sell products under various licengirggrams, but beginning in 2003, has experiencdd@ease in the level of sales under these
new programs and management expects further adoptiagency licensing programs in the future. IEMBsoft and other software publishers
are able to successfully implement and sell a B@amit amount of software under this program, a@s determined that the accounting for
reselling of the software should be recorded oned™basis, the Company may experience a signifidadline in information services revenue
but will also experience a comparable decline ist o revenue.

Revenue is recognized from software saléisestime of product shipment, or in accordancthwérms of licensing contracts, when the
price to the customer is fixed, and collectibilgyreasonably assured. Revenue from maintenandeactmis recognized when invoiced, the
license period has commenced, when the price tous®mer is fixed, and collectibility is reasonahssured, as Software Spectrum has no
future obligations associated with future perforegnnder these maintenance contracts. Advancedslire recorded as deferred revenue
services are 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 communicatiamf®rmation services and coal
businesses.

Nor-Cash Compensation

The Company applies the expense recognitionisions of SFAS No. 123, "Accounting for Stdsksed Compensation” ("SFAS
No. 123"). Prior to the issuance of SFAS No. 128Rdr-Based Payments” ("SFAS No, 123R"), most compatigsot follow the expense
recognition provisions of SFAS No. 123; rather ytlésclose the information only on a pro forma basis a result, these pro-forma disclosures
must be considered when comparing the Companyi#tsex operations to those reported by other corigsza Under SFAS No. 123, the fair
value of an option or other stock-based compensd#ie computed in accordance with accepted opaduation models) on the date of grant is
amortized over the vesting periods of the optienadcordance with Financial Accounting StandardarBadnterpretation No. 28 "Accounting
for Stock Appreciation Rights and Other VariablecktOption or Award Plans." Although the recogmitiof the value of the instruments
results in compensation or professional expensas entity's financial statements, the expensermdifirom other compensation and
professional expenses in that these charges, thgpemgrally permitted to be settled in cash, areally settled through the issuance of
common stock, which would have a dilutive effecomarnings per share, if and when such optionsxeeised.

In December 2004, the Financial Accounttgndards Board issued SFAS No. 123R which requoeganies to recognize the fair value
of stock based compensation in the statement aiéipas for reporting periods beginning in 2006.

Long-Lived Assets

Property, plant and equipment is statezbat, reduced by provisions to recognize economfiairment in value when management
determines that events have occurred that reqoiemalysis of potential impairment. Costs assodidteectly with network expansions and the
development of business support systems, primenilployee-related costs are capitalized. The Compapialized
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$51 million, $66 million and $61 million of costrimarily direct labor and related employee benefiti2005, 2004 and 2003, respectively.
Intercity network segments, gateway facilities dlocetworks and operating equipment that have p&sed in service are being depreciated
over their estimated useful lives, primarily rarggfinom 2-40 years. The total cost of a businesparsystem is amortized over a useful life of
three years. The useful lives of the Company'stasse estimates and actuakiervice periods for specific assets could diffgniicantly from
these estimates. Due to changes in technologyrendampetitive environment, these estimates regugignificant amount of judgment.

The Company at least annually, or as eventgrcumstances change that could affect thevezedility of the carrying value of its
communications and information services assetgjwtis a comprehensive review of the carrying valués assets to determine if the carry
amount of the assets are recoverable in accordaitité&SFAS No. 144 "Accounting for the Impairment@isposal of Long-lived Assets." This
review requires the identification of the lowestdeof identifiable cash flows for purposes of going assets subject to review. The estimate of
undiscounted cash flows includes long-term forecattevenue growth, gross margins and capital edipgres. All of these items require
significant judgment and assumptions. An impairmess exists when estimated undiscounted cash fittsiButable to the assets are less than
their carrying amount. If an asset is deemed toripaired, the amount of the impairment loss recogphirepresents the excess of the asset's
carrying value as compared to its estimated fdiresdbased on management's assumptions and pooigcti

The Company assessed its communicatiomgslieed assets for impairment at December 31, 2668,determined that an impairment
charge was not required. The communications netwnailades electronics, optronics, fiber, multipenduits and colocation facilities. Level 3
separately evaluates colocation facilities, cerépty conduit and the network asset. The impaitraralysis is based on a long-term cash
flow forecast to assess the recovery of the comaatioins assets over their estimated useful lives.

Level 3 also assesses the carrying valgmofiwill on an annual basis in accordance to SRAS142 "Goodwill and Other Intangible
Assets." The carrying value of each reporting unitluding goodwill assigned to that reporting urgtcompared to its fair value. If the fair
value of the reporting unit does not exceed theyag value of the reporting unit, including goodiwan analysis is performed to determine if
an impairment charge should be recorded. The Coyngiamot record charges for the impairment of kirgd assets or goodwill in 2005,
2004 or 2003.

Management's estimate of the future cashdlattributable to its long-lived assets and #ievalue of its businesses involve significant
uncertainty. Those estimates are based on managisrassumptions of future results, growth trendsiadustry conditions. Management will
continue to assess the Company's assets for imgaiims events occur or as industry conditions wéarra

Use of Estimates

The preparation of financial statementsdnformity with generally accepted accounting pipfes requires management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosum@afingent assets and liabilities at the da
the financial statements and the reported amodmssenues and expenses during the reporting pefioel most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, whetheaimmgnt charges are necessary, useful
lives of fixed assets, accruals for estimated taklagal liabilities that are probable and estirbkgtacost of revenue disputes for
communications, unfavorable contracts recognizguliichase accounting, publisher and supplier retegened by Software Spectrum and
asset retirement obligations. Actual results califier from those estimates and assumptions.

76




Recently Issued Accounting Pronouncem

Recently issued accounting pronouncemeaetdg@scribed in Note 1 to the consolidated findratetements. The following are the recel
issued pronouncements that the Company believespatiable to its business.

In December 2004, the FASB issued SFASIRBR, "Share-Based Payment" ("SFAS No. 123R"). SRaS123R requires that
compensation cost relating to share-based paymaargactions be recognized in the financial statésnesised on the fair value of equity or
liability instruments issued. The U.S. Securitiad &xchange Commission extended the effective afd®AS No. 123R such that the
Company is first required to adopt SFAS No. 123Ritm@ng January 1, 2006. The adoption of SFAS Nx3RL.on January 1, 2006 is not
expected to have a significant effect on the Comiisdinancial position or results of operationdtees Company adopted the expense
recognition provisions of SFAS No. 123, "Accountiiog Stock-Based Compensation” in 1998.

After adopting SFAS No. 123R, the Compaxpegts to continue utilizing a modified Black-Sas®imodel to value any outperform stock
options granted to employees. The Company belithagghe relative short life of the options and ttieer variables used in the model provi
reasonable estimate of the fair value of the opdiotine time of grant.

The FASB issued SFAS No. 153, "Exchangdsarf-Monetary Assets", which is effective for Leestarting January 1, 2006. Under
SFAS No. 153, the Company will measure assets exggthat fair value, as long as the transactiorcbhasnercial substance and the fair value
of the assets exchanged is determinable withiroredde limits. A nommonetary exchange has commercial substance itithesfcash flows ¢
the entity are expected to change significantlg assult of the exchange. The adoption of SFAS188.is not anticipated to have a material
effect on the Company's financial position or resof operations as Level 3 is a party to a limiechber of non-monetary transactions and
those transactions have not been material.

Emerging Issues Task Force ("EITF") Isswe 04-6, "Accounting for Stripping Costs Incurragtidg Production in the Mining
Industry" ("EITF No. 046") establishes appropriate accounting for strigmiasts incurred during the production phase aedféxstive for fisca
years beginning after December 15, 2005, with ezdlyption permitted. EITF No. -6 concludes that stripping costs incurred durimey t
production phase of a mine are variable produatwsis that should be included in the costs ofrthieritory produced during the period that the
stripping costs are incurred. EITF No. 04-6 furttefines inventory produced as mineral that has le@&acted. As a result, stripping costs
related to exposed, but not extracted minerallvélexpensed as incurred rather than deferredthatihineral is extracted. The Company's coal
mining business currently defers stripping costs amortizes these costs over the period in whietutiderlying coal is mined. The Company
expects the adoption of EITF No. 84eginning January 1, 2006 will not have a sigatiit effect on the Company's financial positiomesults
of operations.

In March 2005, the FASB issued FASB Intetation No. 47 "Accounting for Conditional AssettiRmment Obligations,” ("FIN 47"). FIN
47 provides additional clarification as to when @amies should recognize asset retirement obligapomsuant to SFAS No. 143, "Accounting
for Asset Retirement Obligations." The Companyspdihn of FIN 47 effective on December 31, 2005 mtid have a material effect on the
Company's results of operations or financial positis Level 3 recognized the discounted valuesafanditional asset retirement obligations
when it adopted SFAS No. 143 at the beginning @320

In May 2005, the FASB issued Statement M., "Accounting Changes and Error Corrections—pdament of APB Opinion No. 20
and FASB Statement No. 3", ("SFAS No. 154"). Thist&ment requires retroactive application to pperiod financial statements of a
voluntary change in accounting principle unless itnpracticable and is effective for fiscal yebegjinning after December 15, 2005.
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Previously, most voluntary changes in accountinggiple were recognized by including the cumulagftect of changing to the new
accounting principle in net income of the periodied change. The adoption of SFAS No. 154 is npeeted to have a significant effect on the
Company's financial position or results of openadio

Results of Operations 2005 vs. 2004

Revenuefor 2005 and 2004 is summarized as follows:

(dollars in millions) 2005 2004

Communication $ 164t $ 1,68¢
Information Service 1,89¢ 1,861
Coal Mining 74 91

$ 3618 $ 3,63i

Communications revenue is separated imgethroups: 1) Core Communications Services (inctyttansport and infrastructure services,
IP and data services, voice services and Vyvx sesyj 2) Other Communications Services (includirrgnaged modem and its related
reciprocal compensation, DSL aggregation, and kegaenaged IP services), and 3) SBC Master Ser¥igesement. Revenue attributable to
these service groupings is provided in the follaypable:

(dollars in millions) 2005 2004

Core Communications Service

Transport and Infrastructu $ 65 $ 574
IP and dat: 18¢€ 167
Voice 12C 53
Vyvx 3 —
962 794

Other Communication Service
Managed Moder 39¢ 48¢
DSL aggregatiol 79 13¢€
Reciprocal Compensatic 10C 15C
Managed IF 83 11¢
65¢ 891
SBC Master Services Agreems 25 —
Total Communications Reveni $ 164t $ 1,68t

Transport and infrastructure revenue ingedan 2005 primarily due to increased demand dtwaation space in large markets in North
America and Europe, and an increase in wavelemytnue due to sales to 360Networks, France Telesmhother new and existing
customers. Transport and infrastructure reven@®@5% includes $4 million attributable to WilTel. &dldition, termination revenue related to
transport and infrastructure services increasedoappately $23 million in 2005. The termination ezwe in 2005 is primarily attributable to
agreements reached with France Telecom and 360retnalating to the termination of existing dadi lease agreements with those
customers described below.

On February 22, 2005, France Telecom am@lL®finalized an agreement to terminate a ddr&rfagreement signed in 2000. Under the
terms of the agreement France Telecom returnefilttieto Level 3. Under the original IRU agreemehg cash received by Level 3 was
deferred and amortized to revenue over the 204gear of the agreement. As a result of this trarnisact.evel 3
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recognized unamortized deferred revenue of apprabdin $40 million as non-cash termination revenuthe first quarter of 2005. The
wavelength sales described above were a partfririsaction.

On March 1, 2005, Level 3 entered into greament with 360networks in which both partieeadrto terminate a 2fear IRU agreemet
Under the new agreement 360networks returned thefither originally provided by Level 3. Under tbeiginal IRU agreement, signed in
2000, the revenue associated with the cash recbivéével 3 was deferred and amortized to reveree the 20-year term of the agreement.
As a result of this transaction, Level 3 recognitezlunamortized deferred revenue of approximai88 million as non-cash termination
revenue in the first quarter of 2005. The wavelbrsgties described above were a part of this tréinsac

The Company expects to recognize terminagéeenue in the future if customers desire togetiate contracts or are required to termil
service. The Company is not able to estimate tbeiBp value of these types of transactions uhtitoccur, but does not currently expect to
recognize significant termination revenue for theefeeable future.

IP and data revenue increased in 2005 pifirdue to traffic growth from new and existingstamers that exceeded the rate of price
compression as well as improved market acceptaitte €ompany's new IP-VPN service. In additiorQ20P and data revenue includes
$1 million attributable to WilTel.

Level 3's voice revenue, excluding WilTietreased 117% in 2005. The increase is primatihbatable to the Company's wholesale
voice products including voice termination and ldohound services. Voice termination and localdnbd services experienced a 35% and
49%, respectively, increase in minutes of use énftlurth quarter of 2005 compared to the same géni@004. The Company also recorded
voice revenue of $5 million attributable to WilTel the period Level 3 owned WilTel in the fourthagter of 2005.

The Vyvx business was acquired on Decer@BeR005 as part of the WilTel transaction. Reveniu#3 million is included from the
acquisition date through the end of the year.

Managed modem revenue declined in 2005rastat of the continued migration from narrow balal-up services to higher speed
broadband services by end user customers. Thigehasulted in a decline in the demand for managedem ports. America Online, the
Company's largest managed modem customer, redoeaditnber of ports it purchased from Level 3 byragimately 25% in the second half
of 2004 and decreased the number of ports purchasad additional 30% primarily in the second Hdl2005. In addition to the port
cancellation provisions, the contracts with Amef@aline contain market-pricing provisions that h#lve effect of lowering revenue as Level 3
is obligated to provide America Online a reducedpuet rate if Level 3 offers another customer éxeiricing for a lower volume of
comparable services.

Partially offsetting this decline in mandgaodem revenue in 2005 was the revenue purchadbd ICG and Sprint transactions
completed in the second and fourth quarter of 2688pectively. The Company expects, excluding ffeets of future acquisitions, managed
modem related revenue to continue to decline irffthae primarily due to an increase in the numdfesubscribers migrating to broadband
services and the potential pricing concession®agacts are renewed.

DSL aggregation revenue decreased significen 2005 as the Company's primary DSL aggregatustomer began to migrate its DSL
subscribers to its own network beginning in thstfquarter of 2005. The customer completed theatigr of its subscribers in the third qua
of 2005. In addition, the Company's other DSL cactls expired in 2005 and were not renewed. The @agngoes not expect to recognize
DSL aggregation revenue in the foreseeable future.

79




Reciprocal compensation revenue declinech 2004 levels primarily due to a settlement withaor carrier in the third quarter of 2004,
which did not recur in 2005. The settlement restirate issues for 2004 and prior periods and regdutt the recognition of $31 million of
revenue for services provided in prior periods sTievenue had been deferred as the Company dithmetan interconnection agreement in
place and approved by the relevant authoritieadbfition to this agreement, the Company signeddoteection agreements with other carr
in 2004 and 2005 that resulted in the Company veugia lower rate per minute for terminating trafffthe majority of the Company's
interconnection agreements provide rate structinresigh 2006. The Company earns the majority afeit§procal compensation revenue from
managed modem services.

With the agreements reached in 2004 an8,208vel 3 has interconnection agreements in piacte majority of traffic subject to
reciprocal compensation. Level 3 continues to nagphew interconnection agreements with its leeatiers. To the extent that the Company
is unable to sign new interconnection agreemenssgois new agreements containing lower rates,aetts a significant decline in the
Company's managed modem dial-up business, or FG@ierregulations change such that carriers dreegaired to compensate other carriers
for terminating ISP-bound traffic, reciprocal compation revenue may decline significantly over time

The Company's legacy Managed IP businessists primarily of a business that was acquiretthénGenuity transaction in 2003. The
Company has not invested in this service and isatitely looking for new customers. The declineémenue is attributable to the
disconnection of service by existing customers. Chenpany expects this trend to continue in 2006.

The SBC Master Services Agreement was o&tkin the WilTel transaction. Under the termshef agreement, SBC has gross margin
purchase commitments through 2009. Due to thefsignice of the commitment, the Company has eletttegparate and report this contract
from its other communications services. Level Jiedrrevenue of approximately $25 million attribugato this contract in 2005.

Information servicesrevenue increased 2% from 2004 to 2005 primarilgt essult of sales to a systems integrator on behéte
Department of Navy in addition to increased sabeth¢ small-medium business market customers. Wasspartially offset by an increase in
sales under software publishers' agency licensiograms that result in only a service fee beinggaized as revenue, rather than the selling
price of the software. The software reseller indust seasonal, with revenue and Adjusted OIBDAds{ty being higher in the second and
fourth quarters of the Company's fiscal year.

Software Spectrum began experiencing are&se in sales under Microsoft's 6.0 licensing Enogand similar programs offered by other
suppliers in 2003. Under these programs, new emgervide licensing arrangements are priced, béled collected directly by the software
publishers. Software Spectrum continues to prosales and support services related to these tri@mssaiand earns a service fee directly from
publishers for these activities. The Company retcmgmthe service fee it receives as revenue anthaantire value of the software under this
program. Software Spectrum recorded approximatétyrillion and $54 million of revenue attributalitethese types of contracts in 2005 and
2004, respectively. The estimated selling pricthefsoftware sold under these agreements was $bi#id8s and $975 million for the
corresponding periods.

If Microsoft and the other suppliers arecssful in implementing agency licensing prograimsill result in a significant decline in the
amount of information services revenue recognizaethb Company. The decline in revenue is not exguetd have a meaningful effect on
operating income (loss), as the Company shouldreeqee a corresponding decline in cost of revenue.

Coal mining revenue decreased to $74 million in 2005 compar&91 million in 2004. The decline in revenue f003 is attributable to
a significant reduction in coal required to be haged in
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2005 under a contract with Detroit Edison from 2084Is. The Company has signed new agreementDeittoit Edison, but with lower
tonnage requirements and lower prices.

Cost of Revenudor the communications business, as a percentagevehue for 2005 and 2004 was 28% and 27%, regpbctin 2005
the Company recognized $133 million of terminatiemenue, primarily related to 360networks and Feahelecom in the first quarter. In 201
termination revenue was $113 million, most of whigds attributable to the McLeod transaction inftheth quarter. An increase in
termination revenue with no corresponding cosesEnue, positively affected the percentage in getrs. Excluding termination revenue in
2005 and 2004, the cost of revenue, as a perceafagegenue, would have been 30% and 28%, resgdgtiVhe increase in 2005 is attribute
to the increase in voice services for which theegponding cost of revenue is generally higher thearel 3's other services.

The cost of revenue for Software Spectrasm percentage of its revenue, was 91% for bdb 26d 2004. Software Spectrum is very
reliant on rebates received from software publishetimprove its operating results. In 2005 and4?2@bftware Spectrum earned approxime
$40 million and $42 million, respectively, in rebatwhich reduced cost of revenue. Software Speatiags not earn rebates from Microsoft on
agency program sales. As a result, as agency proggies increase, the amount of rebates earnedMiiornsoft is expected to decline. This
decline is partially offset, by Software Spectruanreng, in general, higher margins on Microsoftragesales than on Microsoft non-agency
sales.

Cost of revenue, as a percentage of reydauthe coal mining business was consistent @f¥52and 2004 at 72% and 73%, respectively.
The decrease in cost of revenue as a percentageafue is attributable to the favorable resolutiboertain production tax issues related to
prior periods that resulted in a $5 million deceeasthe cost of revenue for the mining businegiénsecond quarter of 2005.

The Company expects the cost of revenescentage of revenue for the coal mining busitescrease in 2006 as a result of new
contracts signed in 2005 at lower tonnage requirgsn@nd lower prices.

Depreciation and Amortization expenses were $657 million in 2005, a 4% decraase 2004 depreciation and amortization expens
$682 million. The decrease is primarily attributatd shorter-lived communications assets that wkreed in service in prior years becoming
fully depreciated during 2004 and 2005.

Due to the acquisition of WilTel in the ftlu quarter of 2005, Level 3 expects depreciatioth @amortization expenses to increase in 2006
from 2005 levels.

Selling, General and Administrativeexpenses decreased 4% to $912 million in 2005 $84Y million in 2004. This decrease is
primarily attributable to lower compensation andoéogee related costs resulting from the workforeguction for the communications busir
which occurred in the first quarter of 2005. Dee#irin base compensation, bonus, travel, recrugtimbfacilities expenses all contributed to the
decrease in selling, general and administrativeeses in 2005 for the communications business. édsdributing to the decline in operating
expenses were lower advertising, marketing anddead expenses. Partially offsetting the reductioodmmunications expenses was an
increase in operating expenses for WilTel sincadgpuisition in the fourth quarter of 2005. Alsdsetting the reduction in communications
expense was the increase in the selling, genedahdministrative expenses for information servizesiness, primarily related to an increase in
headcount at Software Spectrum.

81




Included in operating expenses for 20052014 were $55 million and $44 million, respectyealf non-cash compensation and
professional expenses recognized under SFAS Norel@ted to grants of stock options, warrants ahdrostock-based compensation
programs. The $11 million increase in non-cash camsption expense is primarily attributable to #sricted stock units granted by the
Company in second quarter of 2005 resulting indased value of the stock based compensation digdlio employees. The Company may
make additional annual grants of restricted statiksias part of its long-term compensation progrmamddition to potential quarterly OSO
grants to employees.

The Company expects selling, general amdirgidtrative expenses to increase in 2006 vers05 20e to the acquisition of WilTel.

Restructuring and Impairment Chargeswere $23 million in 2005 and $16 million in 200helfCompany recognized $15 million
related to the workforce reductions of the commatigns business in North America and Europe. Theleyees affected by this workforce
reduction provided support functions or worked cliseon mature services. All obligations attribuato the 2005 restructuring activities were
paid by December 31, 2005.

During 2005, the company recognized $9iamilin non-cash impairment charges resulting fromdecision to terminate projects for
certain voice services and IT projects in the comigations business. The costs incurred for thesggts, including capitalized labor, were
impaired as the carrying value of these projecteesed their estimated fair value.

The Company recorded real property leag@imment charges of $14 million for leases in Ndktherica and Europe in the fourth quarter
of 2004. The charge resulted from the ceased uesertdin space, the signing of subleases for exjstacant space at lower than estimated
rates, and extending the estimated sublease aatether vacant properties due to current markedtitmns. The Company also recognized
approximately $2 million of restructuring chargetated to the ongoing integration and restructuah§oftware Spectrum that began in 2003.

Adjusted OIBDA is defined by the Company, as operating incomes)lfsem the consolidated statements of operatiess, depreciation
and amortization expense, less non-cash compensatense included within selling, general and aistration expense on the consolidated
statements of operations, and less the non-casiopaof restructuring and impairment charges. Ag§dsOIBDA is not a measurement under
accounting principles generally accepted in thetdéthStates and may not be used by other companssmgement believes that Adjusted
OIBDA is an important part of the Company's intémegorting and is an indicator of profitability dwperating performance used by the chief
operating decision maker or decision making gregpecially in a capital-intensive industry suchedscommunications. Adjusted OIBDA
excludes interest expense and income tax expemsether gains/losses not included in operatingrimeoExcluding these items eliminates the
expenses associated with the Company's capitalizatid tax structures. Note 19 of the consolidéiteshcial statements provides a
reconciliation of Adjusted OIBDA for each of the @pany's operating segments.

Adjusted OIBDA for the communications buesia was $458 million and $463 million for 2005 @004, respectively. The decline in 2(
is primarily attributable to the decline in commeettions revenue partially offset by higher termiratrevenue recognized by the Company in
2005. The termination revenue recognized by the iy in 2005 was $133 million versus $113 milliar2D04. The decline in revenue was
offset by a reduction in operating expenses pripatiributable to lower compensation and employdated costs resulting from the workfo
reduction for the communications business whictuoed in the first quarter of 2005 and lower adgary, marketing and bad debt expenses.

Adjusted OIBDA for the information serviclessiness increased from $30 million in 2004 to B8fion in 2005. This increase in
Adjusted OIBDA for Software Spectrum was due toitteeased
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sales and gross margin in 2005 partially offsehigyer operating expenses primarily related tongnease in headcount.

Adjusted OIBDA for the mining business d=ged to $16 million in 2005, from $18 million iG@. The decrease is due to the expiration
of higher margin contracts in 2004 which were repthby contracts at lower prices and lower tonna@905.

Adjusted OIBDA for the Company's other Inesises decreased from negative $1 million in 2@0degative $3 million in 2005. This
change is due to the increase in professionalXpereses in 2005.

Interest Incomewas $35 million in 2005 increasing $22 million frégt3 million for 2004. The increase in interestame was due to tf
increase in the Company's average return on it$gtiorto 2.8% in 2005 from 1.3% in 2004. The awgggortfolio balance increased to
$1.2 billion in 2005 from $1.0 billion in 2004. R#ing utilization of cash and cash equivalents,Goenpany invests its funds primarily in
government and government agency securities anéynoarket funds. The investment strategy genepatlyides lower yields on the funds
than on alternative investments, but reduces #ietoi principal in the short term prior to thesads being used in the Company's business.

The Company has elected to take advanthte ¢ield curve and purchase longer-term U.S egoment securities. The maturity dates on
the government securities ranged from November 20@figh February 2008. Due to the WilTel acquisitand expected liquidity
requirements, the Company has classified certanemmonent securities, previously classified as helchaturity, as available for sale which
means they are reported at market value insteadstfat the end of the reporting period. The Comiheas characterized its remaining
securities as held to maturity.

Interest Expense, neincreased by $45 million to $530 million in 2005wpared to 2004, primarily as a result of increaséstest
expense from the issuance of the Company's $88@mdf 10% Convertible Senior Notes due 2011 i $lecond quarter of 2005. In addition,
there was an increase in interest expense due tacttretion on discount notes and higher inteegssron the variable rate debt. This was
partially offset by the refinancing transactiontthacurred in the fourth quarter of 2004. The Comypantered into a $730 million Senior
Secured Term Loan due 2011 and issued $345 milién25% Senior Convertible Notes due 2011 in theth quarter of 2004. The Company
used the proceeds from these transactions to fepsecapproximately $1.1 billion of the Company'sljpudebt due in 2008. Overall, the
refinancing transaction in the fourth quarter 0020educed the Company's annual interest expenapgrgximately $16 million in 2005
compared to the same period in 2004.

In addition, the extinguishment of the Ailence capital lease obligation, assumed in thau®eacquisition, in the second quarter of 2004
resulted in a decrease in interest expense in 2005.

Level 3 expects interest expense to iner@a2006 as a result of the $692 million of dettteanged on January 13, 2006, for debt with a
later maturity at a higher interest rate. The 2ib@Bease in interest expense would also includéntipdied discount on the new debt.

Gain on Extinguishment of Debtwas zero in 2005 and $197 million in 2004. In therth quarter of 2004, the Company repurchased
portions of its 9.125% Senior Notes due 2008, 1E#i@ Notes due 2008, 10.5% Senior Discount Notes2D08 and 10.75% Senior Euro
Notes due 2008. The Company repurchased portiotieafutstanding notes at prices ranging from 88gyg to 89 percent of the repurcha
principal balances. The net gain on the early gxiishment of the debt, including transaction castalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothfese transactions. In the second quarter of 20@4Company paid approximately
$54 million and assumed certain obligations torgydish the Allegiance capital lease obligation esmbgnized a gain of $147 million on the
transaction.
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Other, netis primarily comprised of gains and losses on #ie ef marketable securities and non-operatingtgssealized foreign
currency gains and losses and other income.

Income Tax Expensavas $8 million in 2005 compared to $6 million in020 In both periods the Company recognized tax es@én
certain foreign jurisdictions for Software Spectramwell as the Company's coal business. In 20@5ammunications business incurred
$2 million of additional tax expense attributalid@ricreased income in various Level 3 subsidiaifedyuding Coal and Software Spectrum, 1
are required to file state and foreign income &tynns on a separate legal entity basis.

As of December 31, 2005, Level 3 had nefrafing loss carryforwards of approximately $5.8dsi for federal income tax purposes. If
certain transactions occur with respect to Lev@kapital stock that result in a cumulative owngrshange of more than 50 percentage points
by 5-percent shareholders over a three-year pasatetermined under rules prescribed by the Ut8trial Revenue Code and applicable
regulations, annual limitations would be imposethwespect to the Company's ability to utilizeriet operating loss carryforwards and certain
current deductions against any taxable income L&waglhieves in future periods. Level 3 has entéredtransactions over the last three years
resulting in significant cumulative changes in tvenership of its capital stock. Additional transacs could cause the Company to incur a
50 percentage point ownership change by 5-pertemebolders and, if the Company triggers the almmted Internal Revenue Code imposed
limitations, prevent it from fully utilizing net @pating loss carryforwards and certain current déduos to reduce income taxes. The Company
does not believe its net operating loss carryfodsavill be limited in 2006 or thereafter, basedmiormation available at the time of this filir

Income from Discontinued Operationswas $49 million for 2005. During 2005 the Companidsts (i )Structure business and as a
result reflected the operations df)Structure as discontinued operations recordingadjpgy income of zero and recognized a gain of
$49 million on the sale.

Results of Operations 2004 vs. 2003

Revenuefor 2004 and 2003 is summarized as follows:

(dollars in millions) 2004 2003

Communication: $ 168 $ 1,947
Information Service 1,861 1,92(
Coal Mining 91 80

$ 3631 $ 394

Communications revenue is segregated hmeetcategories: 1) Core Communications Servioetu@ding transport and infrastructure
services, IP and data services, voice serviced/sd services), 2) Other Communications Servicasl(iding managed modem and its related
reciprocal compensation,
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DSL aggregation, and Managed IP services), andB&) Master Services Agreement. Revenue attributablleese groupings are identified in
the following table:

(dollars in millions) 2004 2003

Core Communications Service

Transportation and infrastructu $ 574 $ 77¢
IP and dat: 167 171
Voice 53 17
Vyvx — —

794 967

Other Communication Service

Managed Moder 48¢ 627
DSL aggregatiol 13¢ 99
Reciprocal Compensatic 15C 127
Managed IF 11% 127

891 98C

SBC Master Services Agreem — —

Total Communications Reveni $ 1688 $ 1,947
| |

Transport and infrastructure services reeein 2004 decreased significantly from 2003 prilyas a result of the recognition of
$344 million of termination revenue in 2003 ver$d97 million in 2004. In 2003, an amended IRU agreset originally executed in 1998 with
XO Communications resulted in Level 3 recognizii294 million of revenue that had previously beeredefd, but did not result in any
incremental cash benefit to the Company. In Decerdd@4, Level 3 and McLeod amended their 1999 ageet which resulted in Level 3
recognizing $98 million of non-cash terminationeaue for amounts previously deferred. Excludinghteation revenue, transport and
infrastructure revenue increased 7% due to highek fiber, private line, wavelength and colocatiemenue.

IP and data services revenue decreasdaiih @mpared to 2003. The decline in the revernidatiable to the core IP and data services is
primarily attributable to wholesale Internet accédthough demand for Internet services increasaihd 2004, price declines more than offset
revenues relating to the increase in volume. Thigehse was partially offset by the increase iNFN revenue due to the growth in demand
for the service since its introduction in 2003.

Voice revenue in 2004 increased signifigaptimarily due to the market acceptance of then@any's voice termination and local inbo
products. In 2004 revenue attributable to thesdymts increased over 200% compared to 2003 duetedsed traffic on the network.

The decline in managed modem revenue isgily due to price declines in services and acédn in the number of ports provided to
America Online. Partially offsetting the price dael was an increase in managed modem usage reatrnbetable to the acquisitions of
certain ICG and Sprint customer contracts at tlggriméng of the second and fourth quarters of 208dpectively. The managed modem
revenue in 2004 includes $38 million and $4 millattributable to the ICG and Sprint acquisitiorspectively.

In 2004, Level 3's largest managed modestoooer, America Online, informed the Company thatduld reduce its overall purchases of
fixed service ports for its U.S. dial-up networkmaArica Online reduced the number of ports it puseldrom Level 3 by approximately 25% in
the second half of 2004.

85




DSL aggregation services were $138 millim2004 and $99 million in 2003. Level 3 began pding DSL services when it purchased
certain assets from Genuity in February 2003. Toevth in DSL aggregation revenue is due to theuision of revenue for the full period as
well as an increase in demand for the product.

Reciprocal compensation revenue increas&150 million in 2004 from $127 million in 2003hiE increase is primarily attributable to
agreements reached with carriers in the secondhénadquarters of 2004.

In the third quarter of 2004, the Compang a local carrier entered into an agreement geilved rate issues for current and prior
periods. The agreement resulted in the recogndfapproximately $67 million of reciprocal competisa revenue in 2004. A portion of the
revenue recognized as a result of this agreemetaipg to services provided in previous periodsth@ftotal revenue recognized, Level 3 had
received and deferred approximately $31 milliopafceeds prior to 2004, which had been reflectenttaer current liabilities on the
consolidated balance sheet.

During the second quarter of 2004, the Camypand BellSouth finalized a new interconnectigreament, which resulted in the Company
recognizing approximately $10 million of reciproca@mpensation revenue in the second quarter, whkiotesented the majority of the revenue
to be recognized in 2004 under this agreement.r@ivis arrangement, Level 3 expects to receivgrecal compensation revenue from
BellSouth over the three year term of the agreement

The Company signed an amendment to itdiegitnterconnection Agreement with Verizon Commaations in the third quarter of 2004.
Under the agreement, the intercarrier compensaditenfor local, ISP-bound traffic was set at $.0p@5 minute for 2004, $.00045 per minute
for 2005, and $.0004 per minute for 2006.

On February 14, 2005, Level 3 announcetlitexecuted amendments to its existing intercotioe agreement with SBC. The
amendments set the intercarrier compensation eatedal, ISP-bound traffic between the two comparat $.0005 per minute for the first half
of 2005; $.00045 per minute for the second haf@d5; and $.0004 per minute for 2006. Level 3'sraded agreement with SBC covers SBC's
entire service territory, which includes Californigexas, lllinois and 10 other states.

Managed IP revenue was lower in 2004 a£tmapany has elected not to actively market thesgces to new customers. The revenue
decline due to customers disconnecting servicepaetgally offset by the inclusion of a full year fsults for this service. The Managed IP
business was acquired in the Genuity transactiérebruary 2003.

Information servicesrevenue decreased from 2003 to 2004 primarilyr@salt of an increase in sales under software plbits’ agency
licensing programs that result in only a servieelfeing recognized as revenue, rather than thiagellice of the software. The software
reseller industry is seasonal, with revenue andigtdd OIBDA typically being higher in the second dourth quarters of the Company's fiscal
year. Revenue from the Software Spectrum busines®dsed from $1,920 million for 2003 to $1,861liomlin 2004. Revenue declin
attributable to an increase in agency sales wetelha offset by increased information technolagpending throughout the United States that
the Company and the IT industry began to experiémtige fourth quarter of 2003. In addition, theesgthening of the Euro and other foreign
currencies against the U.S. dollar resulted instimated additional $88 million of information sems revenue in 2004 compared to 2003.

Software Spectrum began experiencing are&se in sales under Microsoft's 6.0 licensing Enogand similar programs offered by other
suppliers in 2003. Under these programs, new emservide licensing arrangements are priced, biled collected directly by the software
publishers. Software Spectrum continues to prosales and support services related to these tri@mssiand earns a service fee directly from
publishers for these activities. The Company recmthe service fee it
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receives as revenue and not the entire value afdfierare under this program. Software Spectrurardad approximately $54 million and
$35 million of revenue attributable to these typésontracts in 2004 and 2003, respectively. Thieneged selling price of the software sold
under these agreements was $975 million and $6Bibmfior the corresponding periods.

Coal mining revenue increased to $91 million in 2004 compaoe®B0 million in 2003. The increase in revenuetistautable to a 12%
increase in coal tonnage shipped to new and egististomers partially offset by a lower averagegger ton.

Cost of Revenudor the communications business, as a percentagevehue for 2004 and 2003 was 27% and 19%, regpbctin 2003
the Company recognized $346 million of terminatiemenue, primarily related to XO Communications2094, termination revenue was
$113 million, most of which was attributable to tileLeod transaction in the fourth quarter. The gegtion of this revenue, with no
corresponding cost of revenue, resulted in the taast of revenue as a percentage of revenue i8.202004, the ICG, KMC and Allegiance
transactions also resulted in additional netwonlesses prior to migrating the customer traffic &wvél 3's network.

The cost of revenue for the informationvgasrs businesses, as a percentage of its revermsed 16 for 2004 down from 92% in 2003. 1
decrease is attributable to an increase in saldsrurew licensing programs implemented by softvpatdishers for which the cost of revenu
minimal. Software Spectrum is very reliant on relsateceived from software publishers to improvejisrating results. In 2004 and 2003,
Software Spectrum earned approximately $42 mililorebates which reduced cost of revenue. Soft@aextrum does not earn rebates from
Microsoft on agency program sales. As a resulagesicy program sales increase, the amount of ebateed from Microsoft is expected to
decline. This decline is partially offset, by Softve Spectrum earning, in general, higher marginslicnosoft agency sales than on Microsoft
non-agency sales.

Cost of revenue, as a percentage of reydauthe coal mining business was consistent @@¥42and 2003 at 73%.

Depreciation and Amortization expenses were $682 million in 2004, a 16% decrizase 2003 depreciation and amortization expenses
of $813 million. The decrease is primarily attriofe to shortelived communications assets that were placed wicgem prior years becomil
fully depreciated during 2003 and 2004. In addititve McLeod intangible assets were fully amortidedng the third quarter of 2004. These
decreases were partially offset by the amortizatigmense attributable to the intangible assetsigt]in the ICG and Sprint acquisitions,
completed in the second and fourth quarters of 2@&pectively.

Selling, General and Administrativeexpenses decreased 8% to $947 million in 2004 $&r@27 billion in 2003. This decrease is
primarily the result of the synergies realized friiva Genuity transaction in the second half of 28938vell as declines in non-cash
compensation expense. The acquisition of Genuifeiloruary 2003 initially resulted in higher competitn, travel, training, contract
maintenance and facilities expenses for the CompEmpughout 2003, the Company was able to incafgamuch of Genuity's operations i
its existing support infrastructure and thus wds &breduce the incremental workforce and dispdsexcess facilities. Also contributing to the
decline in operating expenses were lower advegjsimarketing and bad debt expenses. Partially wifigethese declines were increases in
consulting and professional fees associated welCthmpany's efforts to expand its voice servicesdmvelop internal systems and processes.
During 2004, the Company received final propergyaluations and assessments from several jurisdfor property taxes accrued in 2003.
These assessments were lower than the Companyd&adysly estimated and, therefore, it reducedotioperty tax accrual by approximately
$3 million during 2004 for 2003 property taxes. Ddgr2003, the Company received final property tabugtions and assessments from several
jurisdictions for property taxes accrued in 2008e3e assessments were lo
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than the Company had previously estimated andefibier, it reduced the property tax accrual by axiprately $8 million during 2003 for 20(
property taxes.

Included in operating expenses for 2004 2008, were $44 million and $82 million, respediyy®f non-cash compensation and
professional expenses recognized under SFAS Norel@ted to grants of stock options, warrants ahdrostock-based compensation
programs. The decrease in non-cash compensati@mgjis attributable to a decline in the valuerahts distributed to eligible employees.
During the second quarter of 2004, the Compangtkbkblders approved a proposal at the Company'4 a@00ual meeting for the reservation
of additional shares of common stock under the Gomis 1995 Stock Plan.

Restructuring and Impairment Chargeswere $16 million in 2004 and $40 million in 200hérCompany recorded real property lease
impairment charges of $14 million for leases in tRokmerica and Europe in the fourth quarter of 20e charge resulted from the ceased
use of certain space, the signing of subleasesxisting vacant space at lower than estimated,ratesextending the estimated sublease dates
for other vacant properties due to current marketidions. The Company also recognized approximai2imillion of restructuring charges
related to the ongoing integration and restructudghSoftware Spectrum that began in 2003.

During the first quarter of 2003, Levelttaunced workforce reductions that affected appnaxely 1,200 employees in the
communications business. The Company recordediotsting charges of approximately $26 million rethto these actions in 2003.

In 2003, the information services busimesegnized $14 million of restructuring chargesited to the ongoing integration and
restructuring of Software Spectrum. These actiesslted in the termination of approximately 500 &yges in 2003. The restructuring
charges include $4 million for lease terminatiostsdor facilities the Company had ceased using.

Adjusted OIBDA is defined by the Company, as operating incomes)lfsem the consolidated statements of operatiess, depreciation
and amortization expense, less non-cash compensatense included within selling, general and aistration expense on the consolidated
statements of operations, and less the non-casiopaof restructuring and impairment charges. Ag§dsOIBDA is not a measurement under
accounting principles generally accepted in thetdéthStates and may not be used by other companssmgement believes that Adjusted
OIBDA is an important part of the Company's intémegorting and is an indicator of profitability doperating performance used by the chief
operating decision maker or decision making gregpecially in a capital-intensive industry suchedscommunications. Adjusted OIBDA
excludes interest expense and income tax expemsether gains/losses not included in operatingrimeoExcluding these items eliminates the
expenses associated with the Company's capitalizatid tax structures. Note 19 of the consolidfiteshcial statements provides a
reconciliation of Adjusted OIBDA for each of the @pany's operating segments.

Adjusted OIBDA for the communications buesia was $463 million and $735 million for 2004 2003, respectively. The decrease in
2004 was primarily attributable to $346 milliontefmination and settlement revenue recognized &yimpany in 2003 versus $113 million
in 2004. Also contributing to the decrease in 20@#4 a decline in managed modem revenue and inctahmertwork costs incurred from the
Sprint, ICG, KMC and Allegiance transactions. Thdselines were patrtially offset by decreased sgligeneral and administrative expenses
discussed above.

Adjusted OIBDA for the information serviclessiness increased from $9 million in 2003 to §8lion for 2004. Adjusted OIBDA for
Software Spectrum increased as a result of lowstr@forevenue, as a percentage of revenue, asiegebove as well as the absence of
restructuring charges recorded in 2003.
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Adjusted OIBDA for the mining business iaased slightly to $18 million in 2004, from $17 lioih in 2003. The increase was due to
increased revenues as discussed above with conipardling, general and administrative expensesdse periods.

Adjusted OIBDA for the Company's other Ingsises increased from negative $5 million in 26@8ggative $1 million in 2004. The
increase was attributable to the receipt of $5iomlbf insurance proceeds which related to the Gomwis previous investment in packaging
businesses. These proceeds represent the recdwaastain legal and environmental expenses incurrgaior years, and therefore reduced
selling, general and administrative expenses.

Interest Incomewas $13 million for 2004 compared to $18 million2@03. The decrease was primarily attributablénéodecline in the
average cash and marketable security portfolionoal@ffset slightly by an increase in the weighdaedrage interest rate earned on the port
The Company's average return on its cash and castedents increased from 1.1% in 2003 to 1.3%0842while the average cash balance
decreased from $1.5 billion during 2003 to $1.0dail during 2004.

Interest Expense, netlecreased by $82 million from $567 million in 20835485 million in 2004. Interest expense decregsedarily
as a result of the repayment of the $1.125 bilBemior Secured Credit Facility during the fourttadar of 2003, which included a $24 million
charge to interest expense for the unamortizedidefelebt issuance costs attributable to the textioin. Also contributing to the decrease was
the conversion of $480 million of Junior Convertit8ubordinated Notes into Level 3 common stockénsecond quarter of 2003, reduced
interest charges on debt repurchased or converteqity during or after the second quarter of 2@0@ the extinguishment of the Allegiance
capital lease obligation during the second quat@004. The Company also repurchased portionts &.125% Senior Notes due 2008, 11%
Senior Notes due 2008, 10.5% Senior Discount Naies2008 and 10.75% Senior Euro Notes due 2008glthe fourth quarter of 2004,
thereby reducing interest charges on these noteseldecreases in interest expense were sliglfitigtdify increased interest expense from the
issuance of a $730 million Senior Secured Term Lean2011 and 5.25% Senior Convertible Notes ddéd 2®the fourth quarter of 2004 as
well as the issuance of 2.875% Convertible Senimtedldue 2010 in the second quarter of 2003 anidshance of 9% Convertible Senior
Discount Notes due 2013 and 10.75% Senior Note@u# in the fourth quarter of 2003.

Gain on Extinguishment of Debtwas $197 million in 2004 and $41 million in 2008.the fourth quarter of 2004, the Company
repurchased portions of its 9.125% Senior Notes2@8, 11% Senior Notes due 2008, 10.5% SenioroDigcNotes due 2008 and 10.75%
Senior Euro Notes due 2008. The Company repurchaagidns of the outstanding notes at prices ranfiom 83 percent to 89 percent of the
repurchased principal balances. The net gain oedhg extinguishment of the debt, including trastm costs, realized foreign currency los
and unamortized debt issuance costs, was $50 mfthiothese transactions. In the second quart2004, the Company paid approximately
$54 million and assumed certain obligations torgydish the Allegiance capital lease obligation esmbgnized a gain of $147 million on the
transaction.

In the fourth quarter of 2003, the Comparghanged $61 million aggregate principal amourtsd®.125% Senior Notes due 2008,
$53 million aggregate principal amount of its 11&m®r Notes due 2008, $26 million aggregate prialcgmount of its 11.25% Senior Notes
due 2010, and $212 million face value ($210 milli@mrying value) of its 10.5% Senior Discount Naleg 2008. The Company issued
approximately 20 million shares of its common staakth approximately $105 million in exchange fbese senior notes. The net gain on the
early extinguishment of the debt, including unanzed debt issuance costs, was $37 million for thesesactions.
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In the third quarter 2003, the Company exded $18 million aggregate principal amount oL it% Senior Notes due 2008, $23 million
of its 9.125% Senior Notes due 2008 and $2 miléiggregate principal amount of its 11.25% SenioreNalue 2010. The Company issued
approximately 7 million shares of its common stedth a market value of approximately $41 milliorhelnet gain on the early extinguishment
of the debt, including unamortized debt issuanetscavas $2 million for these transactions.

In the second quarter of 2003, the Compaapanged $100 million aggregate principal amofiits®.125% Senior Notes due 2008. The
Company issued approximately 13 million sharesso€dmmon stock with a market value of approxinya$8lé million. The net gain on the
early extinguishment of the debt, including transsccosts and unamortized debt issuance costs$@asllion.

Other, netincreased to a gain of $39 million in 2004 fronoad of $107 million in 2003. In 2004, the Compagglized a gain of
$23 million on the sale of Commonwealth Telephoommon stock and a $9 million gain associated withdale of certain investment
securities. In 2003, the Company realized a gai76f million from the sale of "91 Express Lanes!'toad and $200 million of induced
conversion expense resulting from the Company'sesion of convertible debt securities.

Income Tax Expensdor 2004 was a $6 million provision compared tceméfit of $50 million for 2003. In 2004, the Compan
recognized tax expense in certain foreign jurisolics for Software Spectrum as well as the Compaogs business. In 2003, the Internal
Revenue Service completed the audit of the Compdr®p6 and 1997 Federal tax returns. The resolofitinese federal tax audits and other
state tax issues primarily related to its coal mgndperations, resulted in the Company reducinddferred tax liabilities by approximately
$50 million in 2003.

Loss from Discontinued Operationsvas $12 million for 2003. During 2003 the Companldsts MFON business and recorded as
discontinued operations, operating income of $l#iani(from acquisition in February 2003 through #ale in December 2003). Level 3 did
recognize a gain or loss on this transaction, asdurred within the one year "allocation periodd\yaded under SFAS No. 141.

During 2003, the Company also exited SoféaBpectrum's contact services business and retarliess from discontinued operations of
$7 million, including a loss of $9 million on thale of the business.

The Company has included the 2003 operdtisg) of $17 million related to the operations oj$tructure in discontinued operations as a
result of the sale of thei {Structure business in 2005.

Cumulative Effect of Change in Accounting Principleof $5 million resulted from the adoption of SFAS.Nd@3 as of January 1, 2003.
The $5 million of income reflects the net changaderued reclamation liability attributable to thiempany's coal operations.
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Financial Condition—December 31, 2005

Cash flows provided by (used in) continuagerations for the year ended December 31 arellasvé (dollars in millions):

Year Ended
December 31,

2005 2004
Communications** $ (@122 $ (123
Information Service — 45
Other 2 (D)
Total $ (120 s (77)
I I
* Includes interest expense net of interest income

Cash flows from continuing operations toe# tommunications business in 2005 were negatafédgted by WilTel in 2005. As a result of
the fluctuations in working capital between thesel@ate of December 23, 2005 and December 31, ¥0i0ke| had negative cash flows from
operations of $61 million. Cash flows attributatdechanges in working capital for the existing conmications business provided incremental
cash of $90 million in 2005. Favorable fluctuatigmsiccounts receivable, accounts payable and otireent liabilities contributed to the
increase. An increase in interest payments of $lmin 2005 partially offset the positive chargy@ working capital.

Cash provided by continuing operationstifi@r Information Services business declined in 2894 result of working capital changes.
Unfavorable fluctuations in accounts receivable aifier current assets, were partially offset bygases in accounts payable and deferred
revenue. An increase in adjusted OIBDA from $3(ianilfor the year ended December 31, 2004 compiar&38 million for the year ended
December 31, 2005 partially offset the decreasméh caused by changes in working capital.

The increase in cash from continuing openatfor the other businesses is primarily attialble to the payment of state tax obligations in
2004 for which liabilities had previously been resed, partially offset by higher operating incormeluding insurance proceeds received in
2004.

Investing activities in 2005 include $648lion used to purchase marketable securities, $80kon used for capital expenditures,
primarily in the communications business, and $8@8on for the acquisition of WilTel, net of $127illion of cash acquired in the transacti
In addition, Level 3 invested $10 million in a comnications equipment company and was requiredd@ase its restricted cash and securities
by $4 million. Partially offsetting these cash dmfs were $584 million and $11 million of proceddsm the sale of and maturity of markete
securities and excess property, plant and equipmesygectively.

Financing sources in 2005 consisted of $&#lfon and $66 million of net proceeds from tlssuance of the 10% Convertible Senior
Notes and the refinancing of the HQ Realty mortgagspectively. The Company repaid $130 milliomdebt in 2005, which was compris
primarily of amounts owed under the HQ Realty magg and the Genuity capital leases in 2005 of $dillibn and $24 million, respectively.

Net Cash Provided by Discontinued Operatiocludes the sale of the Companyi'gStructure business in 2005, which resulted in
$82 million of cash proceeds. During 200%)$tructure consumed $8 million of cash for opeatwetivities and capital expenditures.
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Liquidity and Capital Resources

The Company incurred losses from contingipgrations of $687 million and consumed $425 omillof cash for operating activities and
capital expenditures in 2005. The Company expéetisthe business will continue to consume casl®@62however the amount of cash
consumed is expected to diminish. In 2006, the Gomxpects its costs will continue to exceed raeeand it will continue to consume cash
primarily due to interest payments and capital exiteres. The Company expects Adjusted OIBDA torioep in 2006 primarily as a result of
the WilTel acquisition and growth in Core Communigas services revenue. Interest payments are &egbéz increase to approximately
$525 million in 2006, based on debt levels at ime tof this filing. Capital expenditures for 200& &xpected to range from $320 million to
$360 million and will consist of $100 million to 3% million of base capital expenditures (capitajuieed to keep the network operating
efficiently and product development), approximat®B0 million of capital expenditures for the intaion of WilTel and $20 million for a dark
fiber based expansion in Europe. The majority ef@ompany's ongoing capital expenditures are egdeaotbe succedsased, which are tied
incremental revenue. In total, the Company expietscash required for operating activities andteapxpenditures will range from
$265 million to $275 million, excluding fluctuatienin working capital. The Company does not havesiggificant principal amounts due on
outstanding debt until 2008.

Level 3 has approximately $862 million efh, cash equivalents and marketable securitiésuot at December 31, 2005. In addition,
$33 million and $72 million of current and non-amt restricted securities, respectively, are usemliateralize outstanding letters of credit,
long-term debt, certain operating obligations & @ompany or to fund certain reclamation liabigtiBased on information available at this
time, management of the Company believes that tregany's current liquidity and anticipated futuaste flows from operations will be
sufficient to fund its business.

The Company estimates that its currenidityiand cash flows provided by operating actestiwill be sufficient to operate the current
business and will not require additional sourcenaincing. However, if the Company has the opputyy at acceptable terms, to improve its
liquidity, refinance its debt, or fund acquisitiotise Company may elect to secure additional fimnin the future.

In addition to raising capital through thebt and equity markets, the Company may sellspatie of existing businesses, investments or
other non-core assets. In 2005, the Company coetptae sale of thei()Structure business to Infocrossing for approxirya#85 million in
cash and Infocrossing, Inc. common stock.

In the second quarter of 2005, Level 3 ameed that its wholly-owned subsidiary, Technol&pectrum, Inc., had filed a registration
statement with the Securities and Exchange Comamigsi enable the sale of that subsidiary's comnmekgo the public in an initial public
offering. Technology Spectrum, Inc. is the printipalding company for Level 3's information senddsusiness including Software Spectrum
and (i)Structure. With the sale of JStructure, the Company elected to withdraw théstegfion statement in the first quarter of 2006.

Level 3 is aware that the various issuanéés outstanding senior notes, senior discomtésiand convertible notes may trade at
discounts to their respective face or accreted autsoin order to continue to reduce future casbredt payments, as well as future amounts
at maturity, Level 3 or its affiliates may, fronmte to time, enter into debt for debt, debt for &gar cash transactions to purchase these
outstanding debt securities in open market or pelyanegotiated transactions. Level 3 will evaluatg such transactions in light of then
existing market conditions and the possible dikiffect to stockholders. The amounts involvediy such transactions, individually or in the
aggregate, may be material.

On January 13, 2006, the Company completizdte exchange offers to exchange a portionsaitstanding 9.125% Senior Notes due
2008, 11% Senior Notes due 2008 and 10.5% SengmoDit
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Notes due 2008 (together the "2008 Notes") thaevinetd by eligible holders in a private placementdash and new 11.5% Senior Notes
2010. The Company issued $692 million aggregatecipal amount of 11.5% Senior Notes as well as $d&imillion of cash consideration in
exchange for the 2008 Notes tendered in the tréinsac The Company also paid approximately $13iomilln cash for total accrued interest
the 2008 Notes that had been accepted for exchtarthe closing date and $5 million in transactiosts.

The communications industry continues tosobidate. Level 3 has participated in this proaeigls the acquisition of WilTel and the
proposed Progress Telecom transaction describedvbekvel 3 will continue to evaluate consolidatmpportunities and could make additic
acquisitions in 2006.

On December 23, 2005, the Company compl&edcquisition of WilTel Communications Group,Clfrom Leucadia National
Corporation and its subsidiaries. The consideragtmid consisted of approximately $391 million irslkegwhich included a $16 million
adjustment for estimated working capital), plus@illion in cash to reflect Leucadia's having cdiexgbwith its obligation to leave that
amount of cash in WilTel, and 115 million newlyussl shares, with a fair value of approximately $8iion, of Level 3 common stock. The
Company also incurred costs of approximately $Tionilrelated to the transaction. The cash purcpase is subject to post-closing
adjustments based on actual working capital asetlosing date.

On January 26, 2006, Level 3 signed a definagreement to acquire all of the membershiprests of Progress Telecom LLC, a regional
wholesale network services company based in Serétmirg, Florida. Progress Telecom, LLC is owne®®byHolding, LLC which is jointly
owned by Progress Energy, Inc. and Odyssey TeletmrpUnder the terms of the agreement, Leveliets to pay total consideration of
$137 million, consisting of $68.5 million in unrstgred shares of Level 3 common stock and $68ltmih cash. The number of shares to be
delivered will be determined immediately prior fosing. Progress Telecom's network spans approglgn8t000 miles, includes 29 metro
networks and connects to international cable lagglin South Florida and 31 mobile telephone switgldenters in the southeast United States.
Progress Telecom serves approximately 200 custowithrsa significant concentration of internatioaald wireless carrier customers. The
Company expects the transaction to close earlgarsecond quarter of 2006.

Off-Balance Sheet Arrangements

Level 3 has not entered into off-balanceeslarrangements that have had, or are likely ¥e,tecurrent or future material effect to its
results of operations or its financial position.

The following tables summarize the conwatbbligations and commercial commitments of tlenany at December 31, 2005, as
further described in the notes to the financiaesteents.

Less than 4-5 After 5
Payments Due by Period Total 1 Year 1-3 Years Years Years

Contractual Obligations

Long-Term Debt, including current portic 6,027 — $ 1291 $ 2028 $ 2,707

Interest Expense Obligatio 2,78( 52E 1,07¢ 894 282

Asset Retirement Obligatiot 181 3 5 11 162

Operating Lease 1,681 14¢ 28C 22¢ 1,02t

Purchase Obligatior 18C 18C — — —
Other Commercial Commitments

Letters of Credi 19 3 4 — 12

The Company's debt instruments contairagedovenants which, among other things, limit &#ddal indebtedness, dividend payments,
certain investments and transactions with affisatéthe
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Company should fail to comply with these covenaatspunts due under the instruments may be acosdeaathe note holder's discretion after
the declaration of an event of default.

Long-term debt obligations reflect only amts recorded on the balance sheet as of Decernib20@5. As of December 31, 2005, the
outstanding obligation of $252 million of 9% Contilele Senior Discount Notes due in 2013 had noteted to its face value. These notes will
accrete to their full face value of $295 milliontive fourth quarter of 2007.

Interest expense obligations assume irteatss on variable rate debt do not change froeebBer 31, 2005. In addition, interest is
calculated based on debt outstanding as of DeceBihe005 and on existing maturity dates.

Purchase obligations represent all outstegnpurchase order amounts of the Company as oéfber 31, 2005, and have not been
reduced for obligations that have been recordexitain accounts on the consolidated balance sh&stcember 31, 2005.

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

Level 3 is subject to market risks arisfrggm changes in interest rates, equity prices angidn exchange rates. As of December 31, 2005
the Company had borrowed a total of $730 milliodema Senior Secured Term Loan. Amounts drawn enlébt instrument bear interest at a
LIBOR rates plus an applicable margin. As the LIB@es fluctuate, so too will the interest expems@amounts borrowed under the debt
instrument. The weighted average interest ratdersenior Secured Term Loan at December 31, 208514.42%. A hypothetical increase in
the variable portion of the weighted average rgté% (i.e. a weighted average rate of 12.42%) winddease annual interest expense of the
Company by approximately $7.3 million. At DecemBér 2005, the Company had $5.29 billion of fixetkrdebt bearing a weighted average
interest rate of 8.71%. A decline in interest ratethe future will not benefit the Company withspect to the fixed rate debt due to the terms
and conditions of the loan agreements that geyerdjuire the Company to repurchase the debt aifiggbpremiums. The Company has been
able to reduce its exposure to interest rate rystdguiring certain outstanding indebtedness itarge for shares of common stock and cash.

The Company's business plan includes oipgrattelecommunications network and informatiorvises business in Europe. As of
December 31, 2005, the Company had invested signifiamounts of capital in the region for its cominations business. In two separate
issuances, the Company issued a total of €800omi{E154 million outstanding at December 31, 2005 enior Euro Notes in February 2000
as an economic hedge against its net investmetst Buropean subsidiaries at the time. As of Deaardti, 2005, the Company held enough
foreign denominated currency to fund its currentkiray capital obligations and remaining interesgrpants on its Euro denominated debt.
Company has not made significant use of finanaistruments to minimize its exposure to foreign ency fluctuations.

The change in interest rates is based pothgtical movements and is not necessarily inieatf the actual results that may occur. Fu
earnings and losses will be affected by actualdiaitons in interest rates and foreign currencgsat

In conjunction with the offering of the 5% Convertible Senior Notes due 2011, Level 3 extén to a forward contract with Merrill
Lynch International which allows Level 3 to acquingficient common shares from Merrill Lynch at $3 per share to meet its obligation to
deliver common shares upon conversion by the natéeh In addition, Level 3 sold a warrant to Mimihich entitles Merrill to purchase an
equal amount of Level 3 common stock at $6.00 pares When the fair value of our common sharesexd86.00, the contracts have an
offsetting economic impact, and will no longer ififieetive as a hedge of the dilutive impact of pbksconversion. The price of Level 3's
common shares did not exceed $6.00 during 2005.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementarnéighinformation for Level 3 Communications, Irmnd Subsidiaries begin on page F-1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS
Conclusion Regarding the Effectiveness of DisclosairControls and Procedures

Under the supervision and with the parttipgn of our management, including our principad@xtive officer and principal financial
officer, we conducted an evaluation of our disctestontrols and procedures, as such term is definddr Rule 13a-15(e) promulgated under
the Securities Exchange Act of 1934, as amendEédacfiange Act"). Based on this evaluation, our ppialcexecutive officer and our principal
financial officer concluded that our disclosure trols and procedures were effective as of the dnkdeoperiod covered by this annual report.

Changes in Internal Control over Financial Reportirg.

As a result of our acquisition of WilTeltine fourth quarter of 2005, Level 3 has expantiethternal controls over financial reporting to
include consolidation of the WilTel results of oatons as well as acquisition related accountirdydisclosures. These controls have been
incorporated into the Company's Section 404 assassior 2006. There were no other changes in darnal control over financial reporting
identified in connection with the evaluation requirby paragraph (d) of Exchange Act Rules 13a-1E5drl15 that occurred during our last
fiscal quarter that have materially affected, @& @easonably likely to materially affect, our imtak control over financial reporting.

Management's Report on Internal Control Over Finangal 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¢9) under the Securities Exchange Act of 1934raended. Under the supervision and
with the participation of our management, includong principal executive officer and principal fir@al officer, management assessed the
effectiveness of internal controls over financigpaorting based on the guidelines establishddternal Control—Integrated Framewoiksued
by the Committee of Sponsoring Organizations offtteadway Commission (COSO) as of December 31,.200& Company has excluded
from its evaluation the internal control over figél reporting of WilTel Communications Group, LL®hich was acquired on December 23,
2005. As of December 31, 2005, and for the peniothfDecember 23, 2005 through December 31, 2004, dssets and total revenues subject
to WilTel Communications Group, LLC's internal canttover financial reporting represented 15% anddf%e Company's consolidated total
assets and total revenues as of and for the ye@dddecember 31, 2005. Our internal control ovaaritial reporting includes policies and
procedures that provide reasonable assurance negahne reliability of financial reporting and tipeeparation of financial statements for
external reporting purposes in accordance with geBerally accepted accounting principles.

Based on our assessment, management ketleateour internal control over financial repaogtinas effective as of December 31, 2005.
The results of management's assessment have héened with the Audit Committee.

The Company's independent registered paloiounting firm, KPMG LLP, have issued an audiort on its assessment of the Compa
internal control over financial reporting at DeceanB1, 2005. This report appears on page F-3.
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ITEM 9B. OTHER INFORMATION

None.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information required by this Item 10risorporated by reference to our definitive prexgtement for the 2006 Annual Meeting of
Stockholders to be filed with the Securities andliange Commission, however certain informatioméduded 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 prexgtement for the 2006 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this Item 12risorporated by reference to our definitive praekgtement for the 2006 Annual Meeting of
Stockholders to be filed with the Securities andhlange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item 13risorporated by reference to our definitive praexgtement for the 2006 Annual Meeting of
Stockholders to be filed with the Securities andliange Commission.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item 14risorporated by reference to our definitive prexgtement for the 2006 Annual Meeting of
Stockholders to be filed with the Securities andliange Commission.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

€)) Financial statements and financial statement sdbedeaquired to be filed for the registrant undemis 8 or 15 are set forth
following the index page at page F-I. Exhibitsdilas a part of this report are listed below. Exkibiicorporated by reference are
indicated in parentheses.

3.1 Amended and Restated Certificate of Incorporatiobevel 3 Communications, Inc. dated May 23,
2005 (Exhibit 3(i) to the Registrant's Current Remm Form K filed May 27, 2005)

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

3.3 Amended and Restated -laws as of November 6, 2003 (Exhibit 3 to Regidtsa@urrent Repol
on Form K filed on November 7, 2003

3.4 Form of Certificate of Designations, Number, Votiagwers, Preferences and Rights of Seri
Convertible Preferred Stock (Exhibit 1.3 to the Regnt's Current Report on Form 8-K filed on
July 8, 2002)

4.1 Indenture, dated as of April 28, 1998, betweerRkgistrant and I1BJ Schroder Bank & Tr
Company as Trustee relating to the Registrant/ss® Senior Notes due 2008 (Exhibit 4.1 to the
Registrant's Registration Statement on Fo-4 File No. 33-56399).

4.2 Indenture, dated as of December 2, 1998, betweeR¢gistrant and IBJ Schroder Bank & Trust
Company as Trustee relating to the Registrant’y/ 286 Senior Discount Notes due 2008
(Exhibit 4.1 to the Registrant's Registration Steat on Form -4 File No. 33-71687).

4.3.1 Form of Senior Indenture (incorporated by refereiocExhibit 4.1 to Amendment 1 to the
Registrant's Registration Statement on Form S48 (0. 333-68887) filed with the Securities and
Exchange Commission on February 3, 19

4.3.2 First Supplemental Indenture, dated as of Septe2@©99, between the Registrant and
Whitehall Bank & Trust Company as Trustee relatmghe Registrant's 6% Convertible
Subordinated Notes due 2009 (Exhibit 4.1 to theiftemnt's Current Report on Form 8-K dated
September 20, 199¢

4.3.2 Second Supplemental Indenture, dated as of FebR®ar8000, between the Registrant and The
Bank of New York as Trustee relating to the Registts 6% Convertible Subordinated Notes due
2010 (Exhibit 4.1 to the Registrant's Current ReparForm i-K dated February 29, 200(

4.3.2 Third Supplemental Indenture, dated as of July0822 between the Registrant and The Bank of
New York as Trustee relating to the Registrant's®#ior Convertible Subordinated Notes 1
2012 (Exhibit 1.2 to the Registrant's Current ReparForm i-K filed on July 8, 2002)

4.4 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as
Trustee relating to the Registrant's 11% Senioebldue 2008 (Exhibit 4.1 to the Registrant's
Registration Statement on Forr-4 File No. 33-37362).

4.5 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as
Trustee relating to the Registrant's¥k % Senior Notes due 2010 (Exhibit 4.2 to the Regigts
Registration Statement on Forr-4 File No. 33-37362).

4.6 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York
Trustee relating to the Registrant's’42 % Senior Discount Notes due 2010 (Exhibit 4.3 ® th
Registrant's Registration Statement on Fo-4 File No. 33-37362).

4.7 Indenture, dated as of February 29, 2000, betwseRegistrant and The Bank of New York as
Trustee relating to the Registrant's31® % Senior Euro Notes due 2008 (Exhibit 4.1 to the
Registrant's Registration Statement on Fo-4 File No. 33-37364).
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4.8 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York
Trustee relating to the Registrant's'¥% % Senior Euro Notes due 2010 (Exhibit 4.2 to the
Registrant's Registration Statement on Fo-4 File No. 33-37364).

4.9 Amended and Restated Indenture dated as of J2Q(B, by and between the Company and The
Bank of New York, as successor to IBJ Whitehall B&nTrust Company, as trustee (amends and
restates the Senior Debt Indenture, a Form of wivia$ filed as an Exhibit to the Company's
Registration Statement on Form S-3-File No. 3338G8&Exhibit 4.1 to the Registrant's Current
Report on Form -K filed July 8, 2003)

4.1C First Supplemental Indenture, dated as of July0832by and between the Company and The Bank
of New York, as successor to IBJ Whitehall Bank 8§t Company, as Trustee (Exhibit 4.2 to the



4.11

4.12.1

4122

4.1¢

4.14

4.1¢

4.1¢€

4.17
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Registrant's Current Report on For-K filed July 8, 2003)

Indenture, dated as of October 1, 2003, by anddmtvi,evel 3 Communications, Inc., as
Guarantor, Level 3 Financing, Inc. as Issuer anel Bank of New York as Trustee relating to the
Level 3 Financing, Inc. 10.75% Senior Notes dug12(Exhibit 4.11 to the Registrant's Annual
Report on Form 1-K for the year ending December 31, 20(

Indenture, dated as of October 24, 2003, by anddsst the Registrant and The Bank of New Y
as Trustee relating to the Registrant's 9% CorblerBenior Discount Notes due 2013 (Exhibit 4.12
to the Registrant's Annual Report on Forn-K for the year ending December 31, 20(

First Supplemental Indenture, dated as of Febrda?p05, by and between the Company and
Bank of New York, as Trustee relating to the Regigts 9% Convertible Senior Discount Notes
due 2013. (Exhibit 4.12.2 to the Registrant's AnmiRegport on Form 10-K for the year ending
December 31, 2005

Supplemental Indenture, dated as of October 204,28@0ong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture date
of October 1, 2003, among Level 3 Financing, Ihevel 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financimg,'s 10.75% Senior Notes due 20

(Exhibit 99.1 to the Registrant's Current Reporfonm ¢-K filed October 22, 2004

Supplemental Indenture, dated as of October 204 28fong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture date
of October 1 2003, among Level 3 Financing, Indsaser, Level 3 Communications, Inc. as
Guarantor and The Bank of New York as Trusteetirgdo Level 3 Financing, Inc.'s 10.75%
Senior Notes due 2011. (Exhibit 99.1 to the Regigts Current Report on Form 8-K/A-1 filed
October 22, 2004

Indenture, dated December 2, 2004, among LevelBmnications, Inc. and The Bank of New
York. (Exhibit 4.1 to the Registrant's Current Remm Form K filed December 7, 2004
Supplemental Indenture, dated December 1, 2004ng@revel 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LU@ & he Bank of New York, as Trustee,
relating to the Level 3 Financing 10.75% Seniorééadue 2011. (Exhibit 4.2 to the Registrant's
Current Report on Forrr-K filed December 7, 2004

Second Supplemental Indenture dated as of Ap2D85, by and between Leve

Communications, Inc. and the Bank of New York,rastee (Exhibit 4.1 to the Registrant's Current
Report on Form -K filed April 8, 2005).

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

10.11

Amendment No. 1 to Separation Agreement, dated M8 1997, by and among Peter Kiewit
Sons', Inc., Kiewit Diversified Group Inc., PKS Huolgs, Inc. and Kiewit Construction Group Inc.
(Exhibit 10.1 to the Registrant's Form-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(

Warrant Agreement, dated as of April 15, 2002, leetwthe Registrant and Walter Scott
(Exhibit 10.9 to the Registrant's Annual Reportramm 1(-K for 2002).

Credit Agreement, dated December 1, 2004, amonglLl&Communications, Inc., Level
Financing, Inc., and the Lenders party theretoMedill Lynch Capital Corporation. (Exhibit 10.1
to the Registrant's Current Report on Fo-K filed December 7, 2004

Guarantee Agreement, dated December 1, 2004, ahewgl 3 Communications, Inc., ti
Subsidiaries party thereto and Merrill Lynch Calp@arporation. (Exhibit 10.2 to the Registrant's
Current Report on Forrr-K filed December 7, 2004

Collateral Agreement, dated December 1, 2004, amengl 3 Financing, Inc., Level
Communications, Inc., Level 3 Communications, LU Merrill Lynch Capital Corporation.
(Exhibit 10.3 to the Registrant's Current Reportonm &K filed December 7, 2004

Indemnity, Subrogation and Contribution Agreemeiated December 1, 2004, among Lev
Communications, Inc., Level 3 Financing, Inc., 8wésidiaries party thereto and Merrill Lynch
Capital Corporation. (Exhibit 10.4 to the RegisttaCurrent Report on Formi8{filed December
2004).

Offering Proceeds Note Subordination Agreemengdi&ecember 1, 2004, among Level 3
Communications, Inc., Level 3 Communications, L@l & evel 3 Financing, Inc. (Exhibit 10.5 to
the Registrant's Current Report on For-K filed December 7, 2004

Loan Proceeds Note, dated December 1, 2004, issukdvel 3 Communications, LLC to Level 3
Financing. (Exhibit 10.6 to the Registrant's Cutf@aport on Form-K filed December 7, 2004
Loan Proceeds Note Collateral Agreement, dated bee 1, 2004, among Level 3 Financing, |
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Level 3 Communications, Inc. and Merrill Lynch CapiCorporation. (Exhibit 10.7 to the
Registrant's Current Report on For-K filed December 7, 2004

Confirmation of OTC Convertible Note Hedge, dateztBmber 2, 2004, from Merrill Lync
International to Level 3 Communications, Inc. (EbihiL0.8 to the Registrant's Current Report on
Form &K filed December 7, 2004

Confirmation of OTC Warrant, dated December 2, 20@n Merrill Lynch International to Leve
3 Communications, Inc. (Exhibit 10.9 to the Registts Current Report on Form 8-K filed
December 7, 2004

Special Retention Bonus Agreement, dated Febru@&r2@6, by and between Softwi
Spectrum, Inc. and Keith R. Coog:

Securities Purchase Agreement, dated as of Febt&3005, among Level

Communications, Inc. and the Investors named th€Eethibit 10.1 to the Registrant's Current
Report on Form -K filed February 22, 2005

The 1995 Stock Plan as Amended and Restated agribfflA1998, and as further amended fr
time to time.

Form of Master Deferred Issuance Stock Agreemehtwél 3 Communications, Inc. (Exhibit 10.1
to the Registrant's Current Report on Fo-K filed May 27, 2005)

Form of Level 3 Communications, Inc. Outperformc&t®ption Master Award Agreement
(Exhibit 10.1 to the Registrant's Current Reporfonm &K filed June 30, 2005

Purchase Agreement among Leucadia National Coiipard&aldwin Enterprises, Inc., Level
Communications, LLC and Level 3 Communications, theted as of October 30, 2005
(Exhibit 10.1 to the Registrant's Current Reporfomm ¢-K filed November 1, 2005
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23
31.1
31.z
32.1

32.2

Registration Rights and Transfer Restriction Agreetdated as of December 23, 2005, by and
among Level 3 Communications, Inc., Leucadia Nati@orporation and Baldwin Enterprises
(Exhibit 10.2 to the Registrant's Current Reportonm &K filed December 29, 2005
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 pursue
Section 906 of the Sarbal-Oxley Act of 2002

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursue
Section 906 of the Sarbal-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of SectionrlB5(d) of the Securities Exchange Act of 1934, réegistrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, this 2nd day of March, 2006.

LEVEL 3 COMMUNICATIONS, INC.

By: /sl JAMES Q. CROWE

Name: James Q. Crov
Title: Chief Executive Office

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beenesidgrelow by the following persons on behalf
of the registrant and in the capacities and orddtes indicated.

/sl WALTER SCOTT, JR

Chairman of the Board March 2, 2006
Walter Scott. Jr

/sl JAMES Q. CROWE

Chief Executive Officer and Director March 2, 2006
James Q. Crow

/s/ SUNIT S. PATEL Group Vice President and Chief Financial Officer

(Principal Financial Officer)

March 2, 2006
Sunit S. Pate

s/ ERIC J. MORTENSEN Senior Vice President and Controller (Principal

Accounting Officer)

March 2, 2006
Eric J. Mortense!

/s JAMES O. ELLIS, JR.

Director March 2, 2006
James O. Ellis, J
/s/ RICHARD R. JAROS
Director March 2, 2006
Richard R. Jaro
/s/ ROBERT E. JULIAN
Director March 2, 2006
Robert E. Juliai
/s/ ARUN NETRAVALI
Director March 2, 2006
Arun Netravali
/s JOHN T. REED
Director March 2, 2006
John T. Reel
/s/ MICHAEL B. YANNEY
Director March 2, 2006
Michael B. Yanney
/s/ ALBERT C. YATES
Director March 2, 2006

Albert C. Yates




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Reports of Independent Registered Public Accourfing
Financial Statements as of December 31, 2005 add &0d for each of the three years ended Decemhe085:
Consolidated Statements of Operati
Consolidated Balance She:
Consolidated Statements of Cash Flc
Consolidated Statements of Changes in StockholBgtsty (Deficit)
Consolidated Statements of Comprehensive
Notes to Consolidated Financial Stateme

Schedules not indicated above have been omittealilsef the absence of the conditions under whiey are required or because the
information called for is shown in the consolidafgthncial statements or in the notes thereto.

F-1




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the consolidated balaneetstof Level 3 Communications, Inc. (a Delawamparation) and subsidiaries as of
December 31, 2005 and 2004, and the related coiasetl statements of operations, cash flows, changagsckholders' equity (deficit) and
comprehensive loss for each of the years in treetgear period ended December 31, 2005. Thesel@ated financial statements are the
responsibility of the Company's management. Oyvaesibility is to express an opinion on these cbdated financial statements based on our
audits.

We conducted our audits in accordance stdindards of the Public Company Accounting Ovetdgglard (United States). Those
standards require that we plan and perform thet &madbtain reasonable assurance about whethdinthecial 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 principged and significant estimates made by managenewntelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated finanattements referred to above present fairly, imallerial respects, the financial position of Level
3 Communications, Inc. and subsidiaries as of Déegr@1, 2005 and 2004, and the results of theiratipes and their cash flows for each of
the years in the three-year period ended Decenthe2(®5, in conformity with U.S. generally accepéedounting principles.

As discussed in note 1 to the consolidéiteahcial statements, Level 3 Communications, &rd subsidiaries adopted the provisions of
Statement of Financial Accounting Standards No, 1A8counting for Asset Retirement Obligations,feetive January 1, 2003.

We also have audited, in accordance wighstndards of the Public Company Accounting Ogatdoard (United States), the
effectiveness of Level 3 Communications, Inc.'siin&él control over financial reporting as of Decem®1, 2005, based on criteria established
in Internal Control—Integrated Framework issuedtry Committee of Sponsoring Organizations of theg@ivay Commission (COSO), and
our report dated March 1, 2006 expressed an urfgpgatipinion on management's assessment of, aneffixetive operation of, internal control
over financial reporting.

/sl KPMG LLP

Denver, Colorado
March 1, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited management's assessmentjéd in the accompanying Management's Repontamrial Control Over Financial
Reporting that Level 3 Communications, Inc. maimtal effective internal control over financial refing as of December 31, 2005, based on
criteria established in Internal Control—Integralgdmework issued by the Committee of Sponsorimga@irations of the Treadway
Commission (COSO). Level 3 Communications, Incamagement is responsible for maintaining effedtiternal control over financial
reporting and for its assessment of the effectigerd internal control over financial reporting.r@asponsibility is to express an opinion on
management's assessment and an opinion on théeffexss of the Company's internal control ovearitial 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 whethetigfenternal control over financial
reporting was maintained in all material respe©tst audit included obtaining an understanding térimal control over financial reporting,
evaluating management's assessment, testing ahaitng the design and operating effectivenessitafrnal control, and performing such ot
procedures as we considered necessary in the ctanoes. We believe that our audit provides a redde basis for our opinion.

A company's internal control over finanaigborting 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 thai€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 tatggaparation of financial statements in accoréawith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabsurance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could bawaterial 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 periodssabject to the risk that controls may becomdenaate because of changes in condition
that the degree of compliance with the policiepracedures may deteriorate.

In our opinion, management's assessmentéwel 3 Communications, Inc. maintained effeciiviernal control over financial reporting
as of December 31, 2005, is fairly stated, in atenial respects, based on criteria establishéuténnal Control—Integrated Framework issued
by the Committee of Sponsoring Organizations offtteadway Commission (COSO). Also, in our opinibaeyel 3 Communications, Inc.
maintained, in all material respects, effectiveinal control over financial reporting as of Decem®1, 2005, based on criteria established in
Internal Control—Integrated Framework issued byGeenmittee of Sponsoring Organizations of the TweadCommission (COSO).

We also have audited, in accordance wighstndards of the Public Company Accounting Ogatdoard (United States), the
consolidated balance sheets of Level 3 Communitsitimc. and subsidiaries as of December 31, 206852804, and the related consolidated
statements of operations, cash flows, change®akisblders' equity (deficit) and comprehensive fossach of the years in the three-year
period ended December 31, 2005, and our reportdagech 1, 2006 expressed an unqualified opiniothose consolidated financial
statements.

/sl KPMG LLP

Denver, Colorado
March 1, 2006
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
For each of the three years ended December 31, 2005

2005 2004

2003

(dollars in millions, except per share data

Revenue
Communication: $ 1645 $ 168 $ 1,94%
Information service: 1,89¢ 1,861 1,92(
Coal mining 74 91 80
Total revenue 3,61z 3,631 3,94
Costs and Expenses (exclusive of depreciation araitezation shown separate
below):
Cost of revenue
Communication: 463 43¢ 37C
Information service: 1,715 1,70¢ 1,77¢
Coal mining 53 67 58
Total cost of revenu 2,23: 2,20¢ 2,20¢
Depreciation and amortizatic 657 682 813
Selling, general and administrati 912 947 1,027
Restructuring and impairment char 23 16 40
Total costs and expens 3,82¢ 3,85: 4,08¢
Operating Los: (212) (21€) (139
Other Income (Expense
Interest incomt 35 13 18
Interest expens (530 (48%) (567)
Gains on early extinguishment of dt — 197 41
Other, ne 28 39 (207)
Total other income (expens (467) (236€) (615)
Loss from Continuing Operations Before Income Texas Change i
Accounting Principle (679) (452) (759)
Income Tax Benefit (Expens (8) (6) 50
Loss from Continuing Operatiol (687) (45¢) (709
Income (Loss) from Discontinued Operatic 49 — (12
Net Loss Before Change in Accounting Princi (638 (458) (71€)
Cumulative Effect of Change in Accounting Princi — — 5
Net Loss $ (639 $ (45¢) $ (712)
& I |
Earnings (Loss) Per Share of Common Stock (Basidluted):
Loss from Continuing Operatiol $ (0.9¢) $ (0.67) $ (1.25)
Income (Loss) from Discontinued Operatic 0.07 — (0.02)
Cumulative Effect of Change in Accounting Princi — — 0.01
Net Loss (0.9 (0.67) (1.2¢€)
L] L] L]

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

Assets

Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit

CONSOLIDATED BALANCE SHEETS

December 31, 2005 and 2004

Receivables, less allowances for doubtful accooh$23 and $23, respective

Other
Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

Restricted Cash and Securit
Goodwill and Intangibles, ni
Other Assets, ne

Liabilities and Stockholders' Defic
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Other

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu

Other Liabilities

Commitments and Contingenci

Stockholders' Deficit

Preferred stock, $.01 par value, authorized 10@@shares: no shares outstanc
Common stock, $.01 par value, authorized 1,50000@shares: 817,767,8
outstanding in 2005 and 686,496,721 outstandirkp0v

Additional paic-in capital

Accumulated other comprehensive income (I

Accumulated defici

Total Stockholders' Defic

2005

2004

(dollars in millions, except per

share data)

$ 452 $ 44%
17¢€ 22¢%

33 48

83C 541

18€ 14¢

1,671 1,40z

5,63¢ 5,37¢

234 114

72 67

53z 457

12¢ 12¢

$ 8271 $ 7,54¢
I
$ 794 $ 60C
— 142

96 78

10z 73

26€ 25%

177 15¢

1,43¢ 1,30z

6,02: 5,067

T4¢ 84(

547 49z

8 7

7,75¢ 7,371

(51) 19
(8,197) (7,559
(47€) (157)

$ 8,271 $ 7,54
LW |

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For each of the three years ended December 31, 2005

2005 2004 2003

(dollars in millions)

Cash Flows from Operating Activitie

Net Loss $ (63¢) $ (45¢) $ (711)
(Income) loss from discontinued operati (49) — 12
Cumulative effect of change in accounting princ — — 5)
Loss from continuing operatiol (687) (45§) (704)

Adjustments to reconcile loss from continuing opierss to net cash provided by (usec
in) continuing operation:

Equity earning: — — 3
Depreciation and amortizatic 657 682 813

Induced conversion expense on convertible — 20C
Gain on debt extinguishmer — (197 (42)
Loss on impairments and asset si 9 — —
Gain on sale of property, plant and equipment, Comaealth Telephone shares ¢
other asset 9 (39 (74)
Non-cash compensation expense attributable to stockda 55 44 82
Deferred revenu (109) (67) (267)
Deferred income taxe — — (57)
Amortization of debt issuance co 16 16 42
Accreted interest on discount dt 33 75 10€
Accrued interest on loi-term debt 30 (27) 25
Change in working capital items net of amounts aeglu
Receivable: (41) 26 (28)
Other current asse (36) 8 48
Payable: 11 (28) (56)
Other liabilities (26) (207) (48)
Other (23 (5) 11
Net Cash Provided by (Used in) Continuing Operat (220) (77) 27
Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketalolergies 584 70 —
Purchases of marketable securi (64¢) (410 —
Decrease (increase) in restricted cash and se&s 4 21 9
Capital expenditure (305) (279) (159%)
Investments (10 — 2
WilTel acquisition, net of cash acquired of $1 (369) — —
Sprint acquisition, excluding f-assignment or assumption inco — (39 —
ICG acquisitior — (35) —
Genuity acquisitior — — (109)
Proceeds from sale of Commonwealth sh — 41 —
Proceeds from sale of toll road operati — — 46
Proceeds from sale of property, plant and equipn@ other investmen 11 29 57
Net Cash Used in Investing Activiti $ (741) $ 591 $ (152)

(continued)
See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS—(Continued)

For each of the three years ended December 31, 2005

2005 2004 2003
(dollars in millions)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance ci $ 94z  $ 98t % 84¢
Payments and repurchases of -term debt, including current portic (130 (1,027) (772)
Stock options exercise — — 3
Net Cash Provided by (Used in) Financing Activit 813 (42 79
Discontinued Operations (Revi—See Note 1)
Net Cash Provided by (Used in) Discontinued Opegafictivities 3 13 14
Net Cash Provided by (Used in) Investing Activil 78 (6) 11
Net Cash Provided by (Used in) Financing Activit @ Q) —
Net Cash Provided by Discontinued Operati 74 6 25
Effect of Exchange Rates on Cash and Cash Equi a7 18 8
Net Change in Cash and Cash Equival 9 (68€) 13
Cash and Cash Equivalents at Beginning of ® 445 1,12¢ 1,142
Cash and Cash Equivalents at End of \ $ 452 % 44 $ 1,12¢
| I I
Supplemental Disclosure of Cash Flow Informati
Cash interest pai $ 451 $ 421  $ 394
Income taxes pai 1 13 —
Noncash Investing and Financing Activiti
Common stock issued in exchange for long term $ — 3 — 3 958
Long-term debt principal retired by issuing common st — — 1,007
Accrued interest paid with common stc — — 1C
Common stock issued for acquisitic 313 — 29
Long-term debt extinguished due to sale of toll roadrapens. — — 13¢
Settlement of debt obligation and current liak@ktiwith restricted securitit 13 — 41C
Capital leases assumed in Genuity transat — — 30¢
Decrease in deferred revenue related to acquisi 2 — 76
Warrants cancelled in exchange for constructionises — — 2

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

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)

For each of the three years ended December 31, 2005

Balances at December 31, 2(

Common Stock
Issued to extinguish loi-term debt
Stock options exercise
Stock plan grant
Shareworks pla
401(k) plan
Warrants cancelle
Telverse acquisitio

Net Loss

Other Comprehensive Incor

Balances at December 31, 2(

Common Stock
Stock plan grant
Shareworks pla
401(k) plan
Convertible Note Hedge and Warrant (¢
Note 14)
Net Loss
Other Comprehensive Incor

Balances at December 31, 2(

Common Stock
WilTel acquisition
Stock plan grant
Shareworks pla
401(k) plan

Net Loss

Other Comprehensive Lo

Balances at December 31, 2(

Accumulated

Additional Other
Common Paid-in Comprehensive Accumulated
Stock Capital Income (Loss) Deficit Total
(dollars in millions)
$ 4 $ 6,27 $ (132) $ (6,385 $ (240
3 95C — — 95¢
— 3 — — 3
— 57 — — 57
— 36 — — 36
— 14 — — 14
— @) — — )
— 29 — — 29
— — — (712) (711)
— — 42 — 42
7 7,36( (90) (7,096) 181
— 22 — — 22
— 34 — — 34
— 17 — — 17
— (62 — — (62
— — — (45¢) (45¢)
— — 10¢ — 10¢
7 7,371 19 (7,552 (157)
1 31z — — 31z
— 37 — — 37
— 24 — — 24
— 15 — — 15
— — — (63€) (63€)
_ — (70) — (70)
$ 8 $ 7,75¢ $ (51) $ (8,192 $ (476
L] L] I I |

See accompanying notes to consolidated finan@sstents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
For each of the three years ended December 31, 2005

2005 2004 2003

(dollars in millions)

Net Loss $ (63¢) $ (45¢) $ (712)
Other Comprehensive Income (Loss) Before 1

Foreign currency translation adjustme (72 29 31

Unrealized holding gains (losses) on marketablétggecurities and other arising during per (€8] 2 14

Reclassification adjustment for (gains) lossesudet! in net los 3 82 3
Other Comprehensive Income (Loss), Before (70 10¢ 42
Income Tax Benefit Related to Items of Other Corhpresive Income (Los! — — —
Other Comprehensive Income (Loss), Net of T¢ (70 10¢ 42
Comprehensive Los $ (70¢) $ (349) $ (669)

SUPPLEMENTARY STOCKHOLDERS' DEFICIT INFORMATION

Net Foreign
Currency
Translation
Adjustment Other Total

(dollars in millions)

Accumulated other comprehensive income (Ic

Balance at January 1, 20 $ (1139 $ (19 $ (132
Change 29 13 42
Balance at December 31, 2C (84) (6) (90)
Change 134 (25) 10¢
Balance at December 31, 2C 50 (32) 19
Change (69) (D) (70)
Balance at December 31, 2C $ 19 $ B2 %$ (5)

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements idelthe accounts of Level 3 Communications, Inc.sutibidiaries (the "Company" or "Level 3")
in which it has control, which are engaged in gwises primarily related to communications, infotima services, and coal mining. Fifty-
percent-owned mining joint ventures are consolidiate a pro rata basis. Investments in other congganiwhich the Company exercises
significant influence over operating and finangialicies or has significant equity ownership arecamted for by the equity method. All
significant intercompany accounts and transactitng been eliminated.

On December 23, 2005, Level 3 acquired Willommunications Group, LLC and its operating &libses ("WilTel"). The financial
position, results of operations and cash flowsktattable to WilTel are included in the consolidatetncial statements from the date of
acquisition. (See Note 2)

On November 30, 2005, Level 3 sold$tructure, LLC (" )Structure"), Level 3's wholly-owned IT infrastrucé management
outsourcing subsidiary to Infocrossing, Inc. ("lofoessing"). In 2003, Level 3 sold Software Spectrim.'s contact service business and the
Midwest Fiber Optic Network ("MFON") business aa®uai in the Genuity, Inc. ("Genuity") transactiomelresults of operations and cash
flows for these businesses have been classifielisasntinued operations in the consolidated finalnstiatements for all periods presented (See
Note 3).

Communications

The Company's communications business geava broad range of integrated communicationscssrprimarily in the United States and
Europe as a facilities-based provider (that is;cvider that owns or leases a substantial portfdheproperty, plant and equipment necessary
to provide its services). The Company has credtedygh a combination of construction, purchaselaasging of facilities and other assets, an
advanced international, end-to-end, facilities-dasemmunications network. The Company has built@minues to upgrade the network
based on optical and Internet Protocol technoloigi@sder to leverage the efficiencies of thes@metogies to provide lower cost
communications services.

Revenue for communications services, indgigrivate line, wavelengths, colocation, Interaetess, managed modem, voice, video and
dark fiber, is recognized monthly as the servigespaovided based on contractual amounts expeotbd tollected. If, at the time services are
rendered, collection is not reasonably assureereithe to credit risk, the potential for billingsdutes or other reasons, revenue is not
recognized until such contingencies are resolvedigocal compensation revenue is recognized ohlgnsan interconnection agreement is in
place with another carrier.

Certain sale and long-term IRU agreemehtad fiber and capacity are required to be actedifor in the same manner as sales of real
estate with property improvements or integral emugpt. This accounting treatment results in therdafef the cash that has been received and
the recognition of revenue ratably over the terrthefagreement (currently up to 20 years).

Termination revenue is recognized whensiauer discontinues service prior to the end ofcthrdract period, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination reveésa¢so recognized when customers
make termination penalty payments to Level 3 tesebntractually committed purchase amounts thattustomer no longer expects to me
when a customer and Level 3 renegotiate a contratgr which Level 3 is
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no longer obligated to provide services for consitlen previously received and for which revenusogmition has been deferred. Termination
revenue is reported in the same manner as thenatigirvice provided, and amounted to $133 mill§#i3 million and $346 million in 2005,
2004 and 2003, respectively (See Note 4).

The Company is obligated under dark fithl$ and other capacity agreements to maintairetsark in efficient working order and in
accordance with industry standards. Customerslaigated for the term of the agreement to pay fieirtallocable share of the costs for
operating and maintaining the network. The Compaapgnizes this revenue monthly as services argdqeo.

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 pefriof time. The original services that resulted in
the credits are not included in revenue and, te,d&ve not been material.

Cost of revenue for the communications fess includes leased capacity, right-of-way cestsess charges and other third party circuit
costs directly attributable to the network, as vaslicosts of assets sold pursuant to sales-typedehut excludes depreciation and amortization
and related impairment expenses. The Company rdtsadies in communications cost of revenue thelgatélansponder lease costs, the
package delivery costs and the blank tape media ettsibutable to the video business.

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 its supplier on a timely basisasatje bills with incorrect or inadequate informatibepending on the type and complexity of
the issues involved, it may take several quartersgolve the disputes.

In determining the amount of these expeaselsrelated accrued liabilities to reflect infitencial statements, the Company considers the
adequacy of documentation of disconnect noticamptiance with prevailing contractual requirememisgubmitting these disconnect notices
and disputes to the provider of the network sesjie@d compliance with its interconnection agredmetith these carriers. Significant
judgment is required in estimating the ultimateconte of the dispute resolution process, as weahgsother amounts that may be incurre
conclude the negotiations or settle any litigatidotual results could vary from the estimated ants@atcrued for disputes.

The Company may periodically enter intoeggnents to acquire network assets from other teleamications service carriers. These
carriers may in turn acquire network assets fromel8. Transactions in which Level 3 transfers retnassets to and acquires network assets
from the same third party at or about the same iregeferred to as "contemporaneous transactidhese transactions would generally be
recorded as non-monetary exchanges of similarsaas&bok value, as these transactions do notgepréhe culmination of an earnings
process. Contemporaneous transactions do not regbk recognition of revenue. Net cash or othenetary assets paid or received in
contemporaneous transactions are recorded as astraépt to the book value of the transferred pityp@ihe adjusted book value becomes the
carrying value of the transferred property, plamd aguipment. The Company did not enter into thgses of agreements during the three y
ended December 31, 2005. Beginning January 1, 20862ompany will measure non-monetary assets
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exchanges at fair value in accordance with SFAS1IS8, "Exchanges of Non-Monetary Assets"”, ("SFAS Ng8").
Competition

The communications industry is highly cotitpee. Many of the Company's existing and potdrit@mpetitors in the communications
industry have financial, personnel, marketing atietoresources significantly greater than thosh@fCompany, as well as other competitive
advantages including larger customer bases. Inetee@nsolidation and strategic alliances in theigt resulting from the
Telecommunications Act of 1996, the opening oftth8. market to foreign carriers, technological athes and further deregulation could give
rise to significant new competitors to the Company.

Concentration of Credit Risk

The Company provides communications sesvioea wide range of customers, ranging from wegtlitalized national carriers to smaller,
early stage companies. The Company has in plaéeigmhnd procedures to review the financial ceodiof potential and existing customers
and concludes that collectibility of revenue anlteotout-of-pocket expenses is probable prior tactitramencement of services. If the financial
condition of an existing customer deteriorates pmiamt where payment for services is in doubt,Eoenpany will not recognize revenue
attributable to that customer until cash is recgivies a result of the WilTel acquisition in 200Bettotal number of customers increased to
approximately 5,000 at December 31, 2005. A sigaift portion of WilTel's revenue is attributableBC Services, Inc., a wholly-owned
subsidiary of AT&T Inc. ("SBC") and as a resultedio the credit worthiness of SBC, the Company am¢believe its overall credit risk has
increased significantly. The policies and proceddoe reviewing the financial condition and recagng revenues of these additional custor
related to the WilTel acquisition remained consisteith those described above. The Company has fimeto time entered into agreements
with value-added resellers and other channel partioereach consumer and enterprise markets feews®rvices. The Company has policies
and procedures in place to evaluate the finanoiadlition of these resellers prior to initiatingdee to the final customer. The Company is not
immune from the effects of the downturn in the caiminations industry; however, management beliekesoncentration of credit risk with
respect to receivables is mitigated due to theedg@pn of the Company's customer base among diffé@mdustries and geographic areas and
remedies provided by the terms of contracts artdtss

A significant portion of Level 3's commuaimns service revenue is concentrated among telinmumber of customers. Revenue
attributable to Time Warner Inc. and subsidiariesluding America Online, amounted, on an aggrebatds, to $288 million, $374 million a
$450 million for the years ended December 31, 22084 and 2003, respectively, representing appratdin 8 percent, 10 percent and
11 percent of consolidated revenue for the respegtars and is included within the Communicatieegment on the consolidated statements
of operations. If Level 3 would lose one or morganaustomers, or if one or more major customeggificantly decreased its orders for Level
3 services, the Company's communications businestvbe materially and adversely affected.

The Company's DSL aggregation services wenearily provided to a single customer on an egile basis in certain markets, which
exclusivity expired at the end of the first qua€2005. The customer completed the migrationtsoékisting DSL customers to its own
network during the third quarter of 2005.
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As part of the WilTel transaction, the Canp acquired certain contracts with SBC that regarees] approximately 66% percent of
WilTel's 2005 revenue. The Company expects SBta bignificant customer in 2006.

Information Services

The Company's information services busimefiacts the results of Software Spectrum, In8oftware Spectrum"), a global reseller of
business software. During 2005, the Company s@dther operating unit included in its informat&ervices businessj §Structure, primarily
a provider of computer outsourcing services. Tharfcial position, results of operations and cashdlfor (i )Structure have been classified as
discontinued operations in the consolidated finalrnstatements for all periods presented (See Note 3

Software Spectrum is a global resellerudibess software, primarily to large and mediuredizusinesses. Revenue is recognized as
either an agency fee, whereby sales under ceitainding programs permit Software Spectrum to reizegonly a service fee paid by the
software publisher as revenue, or on a "gross'shasivhich case the Company recognizes the fullevaff the software sold as revenue.
Accounting literature provides guidance to enabl@gpanies to determine whether revenues from ttedlires of goods and services should be
recorded on a "gross"” or "net" basis. The Compatig¥es that the facts and circumstances, partigutaose involving pricing and credit risk
indicate that the majority of Software Spectrunales should be recorded on a "gross" basis. Thedatand ability of Software Spectrum to
establish the selling price to the customer isnapairtant indication of "gross" revenue reportingeTassumption of credit risk is another
important factor in determining "gross" versus "meporting. Software Spectrum has the responsgitith pay suppliers for all products
ordered, regardless of when, or if, it collectarrits customers. Software Spectrum is also sodpansible for determining the
creditworthiness of its customers.

Microsoft Corporation, a significant suggplof software to Software Spectrum, changed celi@nsing programs in 2001 whereby new
enterprise-wide licensing arrangements are pricifldd and collected directly by Microsoft. In 200 veral other suppliers, for whom
Software Spectrum resells products and servicgmrbadopting this type of program. Software Spectwill continue to provide sales and
support services related to these transactionsvilhearn a service fee directly from the softwarelishers for these activities. Under this
licensing program, Software Spectrum only recogthe service fee paid by the software publishee@asnue and not the entire value of the
software. The Company continues to sell productieumarious licensing programs, but beginning i62Mas experienced an increase in the
level of sales under these new programs and mareagempects further adoption of agency licensirggg@ms in the future. If Microsoft and
other software publishers are able to successimiiyement and sell a significant amount of softwaneler this program, or it is determined-
the accounting for reselling of the software shdwédecorded on a "net" basis, the Company mayriexqae a significant decline in
information services revenue, but will also expeciea comparable decline in cost of revenue.

Microsoft is the primary provider of busésesoftware to the Company's Software Spectrunnbssi If Microsoft should successfully
implement programs for the direct sale of softwareugh volume purchase agreements or other amaggts intended to exclude the
distribution or resale channel, Software Spectrugssits of operations would be materially and askiy affected.
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In 2005, Microsoft notified Software Spextr of proposed changes to Microsoft's sales agpragram which, once finalized by
Microsoft, will take effect for customer contraetstered into after July 1, 2006. All contracts ctetgd prior to July 1, 2006, will be
grandfathered under the existing sales agency gnegdnder the proposed revised program for ageypey sales as currently drafted, the
number of performance metrics against which Sofwv&pectrum is measured and the standard of penfimeran those metrics are expected to
increase. Based on a preliminary evaluation of bfoft's proposed program changes, Software Spe@xpercts that the amount of agency
fees it earns from Microsoft will be reduced ovee three-year period in which it is implementedel@o the grandfathering of existing sales
agency program sales, however, Software Spectrticigates that the program changes will not has@aificant effect on Software
Spectrum's results of operation or financial posiin 2006. Microsoft has yet to finalize the prepd changes, and thus Software Spectrum is
not able to definitively determine the effects ofthdsoft's proposed changes on its results of djp@saand financial position after July 1, 2C

Revenue is recognized from software sal¢iseatime of product shipment, or in accordanctiwhe terms of licensing contracts, when the
price to the customer is fixed, and collectibilgyreasonably assured. Revenue from maintenandeactmis recognized when invoiced, the
license period has commenced, when the price tous®mer is fixed, and collectibility is reasonabsured, as Software Spectrum has no
future obligations associated with future perforcennder these maintenance contracts. Advancegdslkre recorded as deferred revenue
services are provided.

Cost of revenue for Software Spectrum idekidirect costs of the licensing activity and sastpurchase and distribute software. The
costs directly attributable to advance billings deéerred and included in other current and nomeurassets in the consolidated balance sheet.
Rebate income received from software publishersdegnized as a reduction of cost of revenue ip#d in which the rebate is earned
based on a systematic allocation of the total eelretome considered probable of being realized.

Competition

The information services industry is hightympetitive. Many of the Company's competitorthie industry have financial, marketing and
other resources significantly greater than thogh@Company. In addition, the Company's softwaselting business could be adversely
affected if major software publishers successfiniplement or expand programs for the direct salgoftivare through volume purchase
agreements or other arrangements intended to extheddistribution or resale channel.

Concentration of Credit Risk

The Company's customer base consists efakthousand accounts including corporations, gowent agencies, educational institutions,
non-profit organizations and other business entities.the year ended December 31, 2005, no singlemestrepresented more than 10 pet
of information services revenue. The customer msepresented by a large number of Fortune 500Fantdine Global 500 companies and the
Company does not believe that the loss of any siogstomer would have a material adverse effedsaoevenues.
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Coal Mining

Historically, coal sold by Level 3's coainimng operations has been sold primarily under &g contracts with public utilities, which
burn coal in order to generate steam to produadrelity. A substantial portion of Level 3's coavenue was earned from long-term contracts
during 2005, 2004, and 2003. The remainder of L8\ge$ales are made on the spot market. Costyefiue related to coal sales include costs
of mining and processing, estimated reclamatiotsgogyalties and production taxes.

The long-term contracts for the deliveryco@l establish the price, volume, and quality nesgments of the coal to be delivered. The
contracts also contain provisions for periodic @rdjustments through the use of indices for iteuth as materials, supplies and labor. Other
portions of the price are adjusted for changegsadction taxes, royalties and changes in costauew legislation or regulation. These
contractual adjustments are recognized in reveauleachanges occur and become billable to themess.

The terms and conditions of the long-teontracts generally require the customer to meeti@ncontractual commitments. Thus, the
customer has the ability to defer or acceleraté slipments during the year to meet its requireseéRévenue under these contracts is
recognized when coal is actually shipped to théorner.

Competition

The coal industry is highly competitive Me¢ 3 competes with other domestic and foreign sogpliers, most of whom are larger and
have greater capital resources devoted to thenciméihg business than Level 3, and with alternathethods of generating electricity and
alternative energy sources. Many of Level 3's cditgye are served by two railroads and, due tactimapetition, often benefit from lower
transportation costs than Level 3, which at eadksahines is served by a single railroad. Addisityy many competitors have more favorable
geological conditions than Level 3, often resultingower comparative costs of production.

Level 3 is also required to comply withiears federal, state and local laws concerning ptate of the environment. Level 3 believes its
compliance with environmental protection and lagstoration laws will not affect its competitive i@ since its competitors are similarly
affected by these laws.

Concentration of Credit Risk

Level 3's coal sales contracts are conatgdrwith several electric utility and industriahepanies. In the event that these customers do nc
fulfill contractual responsibilities, Level 3 coufairsue the available legal remedies.

Selling, General and Administrative Expenses

Selling, general and administrative expsenselude salaries, wages and related benefittufimg charges for stock based compensation),
property taxes, travel, insurance, rent, contraaintenance, advertising and other administratiyeeages.
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Advertising Costs

Level 3 expenses the cost of advertisingeasred. Advertising expense is included as ammment of selling, general and administrative
expenses in the accompanying consolidated stateroénperations. Advertising expense was $2 miJlii2 million and $26 million for the
years ended December 31, 2005, 2004 and 2003 ctesde.

Rent Expense

The Company recognizes rent expense oraglist-line basis over the term of the lease basethe future minimum rental payments
during the lease term.

Stock-Based Employee Compensation

The Company has accounted for stock-basgdoyee compensation using a fair value based rdgthcsuant to SFAS No. 123
"Accounting for Stock-Based Compensation" ("SFAS WN&3") since 1998. The Company recognizes expeasisg the accelerated vesting
methodology of FASB Interpretation No. 28 "Accougtifor Stock Appreciation Rights and Other Variabteck Option or Award
Plans" ("FIN 28") (See Note 15). Beginning Janubr2006, Level 3 will adopt the provisions of SFAS. 123R, "Share-Based Payment."

Depreciation and Amortization

Property, plant and equipment are recoedaxbst. Depreciation and amortization for the Canyfs property, plant and equipment are
computed on straight-line and accelerated (foragertoal assets) methods based on the followinfylisees:

Facility and Leasehold Improvemel 10- 40 year
Network Infrastructure (including fiber and condt 7 - 25 year
Operating Equipmer 3-7year
Furniture, Fixtures and Office Equipme 2-7year

Leasehold improvements are depreciated ttreeshorter of their estimated useful lives oséeterms that are reasonably assured.

Depletion on mineral properties is providada units-of-extraction basis determined in fetato coal committed under sales contracts.
The Company's coal mining business does not usedisreserve estimates for purposes of depletiwnrather, depletes the properties over the
estimated recoverable tons of coal that are requade delivered under existing coal contracts.

Earnings (Loss) Per Share

Basic earnings (loss) per share have beeputed using the weighted average number of sldamésg each period. Diluted earnings
(loss) per share is computed by including the ditueffect of common stock that would be issuediamisg conversion or exercise of
outstanding convertible notes, stock options, stmaded compensation awards and other dilutive giesuiNo such items were included in the
computation of diluted loss per share in 2005, 2002003 due to the losses from continuing opematiocurred by the Company.
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Trade Accounts Receivable

Trade accounts receivable are recordeukainvoiced amount and can bear interest. The alhoe for doubtful accounts is the Company's
best estimate of the amount of probable crediel®ds the Company's existing accounts receivalile. Jompany determines the allowance
based on an analysis of the aging of the accoentiwvable balance. The Company reviews its allowdocdoubtful accounts quarterly. Past
due balances over 90 days and over a specified rraoel reviewed individually for collectibility. Apunt balances are charged off against the
allowance after all means of collection have bedraasted and the potential for recovery is considleemote. The Company does not have
any off-balance sheet credit exposure relatedstoustomers.

Restricted Cash

The Company classifies any cash or otheuriges that collateralize outstanding lettergi@dit, long-term debt, or certain operating or
performance obligations of the Company as restticesh. The Company also classifies cash or o#werrisies restricted to fund certain
reclamation liabilities as restricted cash. Thesification of restricted cash on the consoliddialdnce sheet as current or noncurrent is
dependent on the duration of the restriction aedpiirpose for which the restriction exists.

Goodwill and Intangible Assets

The Company segregates identifiable intalegassets acquired in an acquisition from goodwilaccordance with SFAS No. 142,
"Goodwill and Other Intangible Assets" ("SFAS Nd21), goodwill is no longer amortized, and is exakd for impairment at least annually
based on the fair value of the reporting unit tackiithe goodwill relates.

Intangible assets primarily include custommntracts, customer relationships and technodmgpuired in business combinations. These
assets are amortized on a straight-line basistbeezxpected period of benefit which ranges frotm 21 years. Certain intangibles acquired in
the WilTel transaction have an indefinite life.

Long-Lived Assets

The Company reviews the carrying amourbnfj-lived assets or groups of assets, at the loasset level where cash flow is separately
measurable, for impairment whenever events or aairgcircumstances indicate that the carrying athmay not be recoverable. The
determination of any impairment includes a comuerisf the estimated future undiscounted operatirsh dlows anticipated to be generated
during the remaining life of the asset to the ragtying value of the asset.

Accounting for Asset Retirement Obligations

The Company follows the policy of providiag accrual for reclamation of mined propertieagnordance with SFAS No. 143,
"Accounting for Asset Retirement Obligations" ("S&EAl0. 143"), based on the estimated total coststbration of such properties to meet
compliance with laws governing surface mining. Thestimated costs are calculated based on thetedpieture risk adjusted cash flows to
remediate such properties discounted at afresrate. The Company also provides an accruallfigations related to certain colocation le:
and right-of-way agreements in accordance with SR&S143, based on the estimated total cost obratbn of such properties to
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their original condition. These estimated obligati@re calculated based on the expected futureutised cash flows using the Company's
estimated weighted average cost of capital atithe the obligation is incurred and applying a ptulity factor for conditional restoration
obligations. Changes in expected future cash flaresdiscounted at interest rates that were in effiethe time of the original estimate for
downward revision to such cash flows, and at isterates in effect at the time of the change favang revisions in the expected future cash
flows.

Income Taxes

Deferred income taxes are provided fortémeporary differences between the financial repgréind tax basis of the Company's assets an:
liabilities using enacted tax rates in effect foe year in which the differences are expectedverse. Net operating losses not utilized can be
carried forward for 20 years to offset future taralbcome. A valuation allowance has been recoedginst deferred tax assets, as the
Company is unable to conclude under relevant adowystandards that it is more likely than not teterred tax assets will be realizable.

Comprehensive Income (Loss)

Comprehensive income (loss) includes inc@oss) and other non-owner related changes integot included in income (loss), such as
unrealized gains and losses on marketable secucitissified as available for sale, foreign curyananslation adjustments related to foreign
subsidiaries, and other adjustments.

Foreign Currencies

Generally, local currencies of foreign ddiagies are the functional currencies for finahogporting purposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue, expenses and cash flows are texhsising average exchange rates prevailing
during the year. Gains or losses resulting frommenay translation are recorded as a componentafnaglated other comprehensive income
(loss) in stockholders' deficit and in the stateta@f comprehensive loss. A significant portiortted Company's foreign subsidiaries have the
Euro as its functional currency, which experiensigghificant fluctuations against the U.S. dollaridg 2005, 2004 and 2003. As a result, the
Company has experienced significant foreign cuyeéranslation adjustments which are recognized @amgponent of accumulated other
comprehensive income (loss) in stockholders' dedimdl in the statement of comprehensive loss.

Use of Estimates

The preparation of financial statementsdnformity with generally accepted accounting pples requires management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosuireofingent assets and liabilities at the da
the financial statements and the reported amodressenues and expenses during the reporting pefioel most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, whetheaimmgnt charges are necessary, useful
lives of fixed assets, accruals for estimated ligé that are probable and estimatable, cosewémue disputes for the communications sen
rebates for Software Spectrum, unfavorable contiauilities set up in purchase accounting and tagt@ement obligations. Actual results
could differ from those estimates and assumptions.
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Recently Issued Accounting Pronouncements

In December 2004, the FASB issued SFASIR8R, "Share-Based Payment" ("SFAS No. 123R"). SRaS123R requires that
compensation cost relating to share-based paymargactions be recognized in the financial statésigssed on the fair value of equity or
liability instruments issued. The U.S. Securitiad &xchange Commission extended the effective afa®AS No. 123R such that the
Company is first required to adopt SFAS No. 123Ritm@ng January 1, 2006. The adoption of SFAS Nx3RL.on January 1, 2006 is not
expected to have a significant effect on the Comiisdimancial position or results of operationdlss Company adopted the expense
recognition provisions of SFAS No. 123, "Accountiiog Stock-Based Compensation” in 1998.

After adopting SFAS No. 123R, the Compaxpgeets to utilize a modified Black-Scholes modela&tue any outperform stock options
granted to employees. The Company believes thatthgve short life of the options and the othariables used in the model provide a
reasonable estimate of the fair value of the opdiotine time of grant.

The FASB issued SFAS No. 153, "Exchangdsarf-Monetary Assets"”, which is effective for Lede$tarting January 1, 2006. Under
SFAS No. 153, the Company will measure assets exggthat fair value, as long as the transactiorcbhasnercial substance and the fair value
of the assets exchanged is determinable withiroredde limits. A nommonetary exchange has commercial substance itithesfcash flows ¢
the entity are expected to change significantlg assult of the exchange. The adoption of SFAS188.is not anticipated to have a material
effect on the Company's financial position or resof operations as Level 3 is a party to a limiechber of non-monetary transactions and
those transactions have not been material.

Emerging Issues Task Force ("EITF") Isswe 04-6, "Accounting for Stripping Costs Incurragtidg Production in the Mining
Industry" ("EITF No. 046") establishes appropriate accounting for strigmiasts incurred during the production phase aedféxstive for fisca
years beginning after December 15, 2005, with ezdlyption permitted. EITF No. -6 concludes that stripping costs incurred durimey t
production phase of a mine are variable produatimsts that should be included in the costs ofrikieritory produced during the period that the
stripping costs are incurred. EITF No. 04-6 furttefines inventory produced as mineral that has lee&acted. As a result, stripping costs
related to exposed, but not extracted minerallvélexpensed as incurred rather than deferredthatihineral is extracted. The Company's coal
mining business currently defers stripping costs @amortizes these costs over the period in whietutiderlying coal is mined. The Company
expects the adoption of EITF No. 84eginning January 1, 2006 will not have a sigatiit effect on the Company's financial positiomesults
of operations.

In March 2005, the FASB issued FASB Intetation No. 47 "Accounting for Conditional AssettiRament Obligations,” ("FIN 47"). FIN
47 provides additional clarification as to when g@amies should recognize asset retirement obligafiomsuant to SFAS No. 143, "Accounting
for Asset Retirement Obligations." The Companyspdin of FIN 47, effective on December 31, 2008, bt have a material effect on the
Company's results of operations or financial positis Level 3 recognized the discounted valuesafanditional asset retirement obligations
when it adopted SFAS No. 143 at the beginning &320

In May 2005, the FASB issued StatementMd., "Accounting Changes and Error Corrections—ptament of APB Opinion No. 20
and FASB Statement No. 3", ("SFAS No. 154"). Thist&ment requires retroactive application to pperiod financial statements of a
voluntary change in accounting
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principle unless it is impracticable and is effeetfor fiscal years beginning after December 1®320@reviously, most voluntary changes in
accounting principle were recognized by includihg cumulative effect of changing to the new acdogrprinciple in net income of the period
of the change. The adoption of SFAS No. 154 isexpected to have a significant effect on the Comisdinancial position or results of
operations.

Reclassifications
Certain prior year amounts may have beelassified to conform to the current year presémat

In 2005 the Company has separately disdltise operating, investing and financing portiorihaf cash flows attributable to its
discontinued operations, which in prior periodseveaported on a combined basis as a single amount.

(2) Acquisitions

WilTel:  On December 23, 2005, the Company completeddbeisition of WilTel Communications Group, LLOAITel"), from
Leucadia National Corporation and its subsidiafiegether "Leucadia™). The consideration paid cstesi of approximately $390 million in
cash (which included a $16 million adjustment fstirmated excess working capital), plus $100 miliiorcash to reflect Leucadia's having
complied with its obligation to leave that amouhtash in WilTel, and 115 million newly issued ugistered shares of Level 3 common stock,
valued at $313 million. The Company also incurredts of approximately $7 million related to thensaction. The cash purchase price is
subject to post-closing adjustments based on astoiking capital and other contractual items athefclosing date. Level 3 entered into
certain transactions with WilTel prior to the acgjtion of WilTel by Level 3, whereby it receivedstafor communications services to be
provided in the future. As a result of the acqiosit Level 3 can no longer amortize this defermgenue into earnings and accordingly, redi
the purchase price applied to the net assets achjimrthe WilTel transaction by $2 million, the amo of the unamortized deferred revenue
balance on December 23, 2005. The results of dpegaattributable to WilTel are included in the sohdated financial statements from the
date of acquisition.

The acquisition includes all of WilTel'smmmunications business and WilTel's Vyvx video traission business. The acquisition also
includes a multi-year contract between SBC Servige,and WilTel ("SBC Master Services AgreemenRgcently, SBC Services Inc. became
a subsidiary of AT&T, Inc. ("AT&T") (together "SBG'and announced its intention to migrate the ses/frovided by WilTel to the merged
SBC Services, Inc. and AT&T network. WilTel and SB@ended the SBC Master Services Agreement tchrongh 2009 and it provides a
gross margin purchase commitment of $335 milliamfrDecember 2005 through the end of 2007, and $ili®&mrfrom January 2008 through
the end of 2009. Only purchases of on-net sendoast toward satisfaction of this purchase commitin@riginating and terminating access
charges paid to local phone companies are passaehtito SBC in accordance with a formula that epipnates cost. Additionally, the SBC
Master Services Agreement provides for the payroe$i60 million from SBC if certain performance eria are met by Level 3 in 2006 and
2007. If Level 3 meets the performance criteria gligible to earn $25 million in 2006 and $25Iroih in 2007.

As specified in the purchase agreement éticadia, WilTel transferred certain excluded &sgelLeucadia and Leucadia assumed ce¢
excluded liabilities. The excluded assets inclutleash and
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cash equivalents in excess of $100 million at dgsall marketable securities, WilTel's headquarterilding located in Tulsa, Oklahoma and
certain other miscellaneous assets. In additiofif&Vassigned to Leucadia all of its right to reeetash payments from SBC totaling

$236 million, pursuant to the Termination, Mutu@i®se and Settlement Agreement, dated June 15, 20®ng Leucadia, WilTel and SBC.
The excluded liabilities include all of WilTel'srig-term debt obligations, WilTel's obligations unids defined benefit pension plan, certain
other employee related liabilities and other claififse agreement required Leucadia to pay in fubBWilTel's obligations under its credit
agreement and for Leucadia to release WilTel from@bligation under the outstanding mortgage neteised by its headquarters building.
Level 3 entered into an agreement with Leucadladee a portion of the former WilTel headquartersitding in Tulsa.

Preliminary Purchase Price Allocatic

Under business combination accountingidked preliminary purchase price was allocated titlél's net tangible and identifiable
intangible assets based on their estimated fairegahs of December 23, 2005 as set forth belowpfdlgninary allocation of the purchase
price was based upon a preliminary valuation arddbmpany's estimates and assumptions are subjeltahge upon the receipt and
management's review of the final valuation andfited determination of restructuring costs as dieésct below. The primary areas of the
purchase price allocation that are not yet finalizglate to tangible and identifiable intangibleets, the fair value of deferred revenue, the fair
value of certain assumed long-term lease and estigtment obligations and restructuring costs.

Tangible and Intangible Long-Lived Assets

In performing the preliminary purchase pradlocation, the Company considered, among otietofs, the intention for future use of
acquired assets, analyses of historical finan@eigpmance and estimates of future performance ibfés products. The fair value of assets
was based, in part, on a preliminary valuation gisirtost and income approach and estimates anchpsas provided by management. The
tangible assets primarily include the real and ressproperty used to provide communications adéwiservices. In addition, tangible assets
include the fair value of software purchased oretigyed by WilTel. The intangible assets have degbde lives ranging from 2 to 11 years.
Intangible assets primarily include customer relahips and the Vyvx trademark. Management hagglan indefinite life on the Vyvx
trademark and lives ranging from 6 to 11 yeardliercustomer relationships.

Deferred Revenu

The estimated fair value of deferred rewemeluded in the preliminary purchase price alimrawas determined based on monthly
amounts billed in advance for which services wdllgyovided to customers in the next month. Lewvaid3not record deferred revenue for long-
term contracts in which WilTel had already receigedsideration from the customer as Level 3 doégxpect to incur any direct and
incremental costs associated with the contracts.

Current and Noncurrent Obligations

The fair value of WilTel's current liabiés was determined based on the expected cash filmilse next twelve months. Level 3 did not
present value the cash flows as it does not expegtresent values to be significantly differertrtithe gross cash flows.
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The noncurrent obligations assumed in thig&Vtransaction have been recorded at their priegaglue using an appropriate interest rate.
The Company has identified certain WilTel facilitidhat it does not expect to utilize for the conebitousiness. The Company has not
completed this analysis and may identify additiamaless facilities for which restructuring liahdg may be necessary. The Company has also
revalued WilTel's asset retirement obligations gdievel 3's weighted cost of capital rather thatiMalls weighted cost of capital.

Sprint:  On October 1, 2004, the Company acquired theleglale dial Internet access business of Sprintr@anications Company,
L.P. ("Sprint"). Level 3 paid $34 million in cast &cquire the business, which provides dial-uprivgeaccess to leading Internet service
providers ("ISPs") throughout the United States agibed to provide discounted services to Sprattwrere valued at $5 million, which was
accounted for as part of the purchase price. L&a#ld Sprint entered into a transition serviceeamient for the migration of customers onto
the Level 3 network, which Level 3 completed in thied quarter of 2005. During the migration periodtil such time as a customer contract
was assumed or assigned, amounts received focesmiovided by Sprint were accounted for as aatémiuin purchase price as opposed to
revenue. The net amount received prior to the aggamor assignment of these contracts totaled B®mthrough December 31, 2005 and
therefore reduced the purchase price to $29 milWgith the completion of the migration activitiesvel 3 recognizes as revenue, amounts
received from all customer contracts acquired is titransaction. The results of operations attriblgt#o the Sprint assets acquired and liabil
assumed are included in the consolidated finast@éments from the date of assumption or assighai@ontracts.

ICG: On April 1, 2004, the Company acquired the wbale dial access customer contracts of ICG Conwations, Inc. ("ICG"). The
Company agreed to pay approximately $35 millionash to acquire the contracts and related equipmianth provide dial-up Internet access
to various large customers and other leading I$Rs.terms of the agreement required Level 3 to§28/million at closing and additional
payments of $5 million on both July 1, 2004 anddBet 1, 2004. The purchase price was subject tbghasing adjustments, but those
adjustments were not material. Level 3 migratedihiic from the customer contracts acquired fi@® onto its own network infrastructure
and the migration was substantially complete byetin@ of 2004. The results of operations attribablthe ICG assets acquired and liabilities
assumed are included in the consolidated finastéements from the date of acquisition.

Telverse: Level 3 completed the acquisition of Telversernunications, Inc. ("Telverse"), a provider of teasIPbased voice servict
for enterprises, in July 2003 for approximately $2iflion in Level 3 common stock (approximately 4r@llion shares) and $2 million in cash
consideration. Telverse's revenues and resultperfations are included in the consolidated statésrafroperations from the date of
acquisition. The financial results of Telverse ptiacquisition were immaterial to Level 3. Managat's preliminary allocation of the
purchase price resulted in the consideration, dhinlytransaction costs, plus assumed liabilitieseerling the fair value of the identifiable
tangible assets acquired by approximately $32 onijlivhich was initially recorded as goodwill. Ther@pany completed its assessment of the
assets acquired and liabilities assumed in theeFedvtransaction in the fourth quarter of 2003 cwhiesulted in allocating the purchase price
consideration primarily to developed technologyuaf with an insignificant amount allocated totomser contracts.
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Genuity: In 2003, Level 3 completed the acquisitionaistantially all of the assets and operations afuig, a Tier 1 Internet
Protocol (IP) communications company. The totahaamsideration, including transaction costs, was@ximately $144 million including
approximately $60 million in cash consideratioriie Genuity Bankruptcy Estate plus approximately &iillion in cash to reimburse the est
for payments on assumed capital lease obligatielased to network operating equipment. In additloeevel 3 assumed certain of Genuity's
long term operating agreements. Level 3 enterexdettain transactions with Genuity prior to thgusition of the assets and operations of
Genuity by Level 3, whereby it received cash fanoaunications services to be provided in the futdisea result of the acquisition, Level 3
could no longer amortize this deferred revenue @aimings and accordingly, reduced the purchase ppplied to the net assets acquired in the
Genuity transaction by $76 million, the amountte# tinamortized deferred revenue balance on Feb4y&Q03. The preliminary fair value of
the assets acquired and liabilities assumed wesegulently adjusted during 2003 based upon actttldreents between the Genuity
Bankruptcy Estate and Level 3 for post closing sijients, which reduced the purchase price paidevgll3 by $35 million, as well as
increased the liabilities assumed by $4 millionisTiesulted primarily in a decrease in the valugged to property, plant and equipment and
identifiable intangible assets. The results of afiens attributable to the Genuity assets acquiretiliabilities assumed are included in the
consolidated financial statements from the dat@cqglisition.

The unaudited financial information in tiable below summarizes the combined results ofatjpers of Level 3 and the acquired
businesses, on a pro forma basis, as though thpardes acquired in 2004 and 2005 have been combmetithe beginning of each of the
periods presented. The pro forma financial infoforats presented for informational purposes onlgt ot indicative of the results of
operations that would have been achieved if theiattipns had taken place at the beginning of eddhe periods presented. The pro forma
financial information for all periods presentedaaiscludes the preliminary business combinatioroanting effect on historical revenues of the
acquired companies, adjustments to depreciaticecqnired property, amortization charges from a@glintangible assets, restructuring costs,
acquisition and tender offer costs reflected intistorical statements of operations for periodsrgo Level 3's acquisition.

Unaudited
Pro Forma
Years ended
December 31,

2005 2004

(dollars in millions, except per
share data)

Revenue $ 5322 $ 5,25¢
Loss from Continuing Operatiol (544) (36€)
Income from Discontinued Operatio 49 —
Net Loss (495) (36€)
Net Loss per Shai (0.62) (0.4¢€)
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Included in the actual results and pro farfimancial information for the year ended Decenfer2005 are certain amounts which affect
the comparability of the results, including terniioa revenue of $133 million, a gain on the sal¢ iofStructure of $49 million, a workforce
reduction charge of $15 million, non-cash impairingrarges of $9 million that primarily resultedrfidhe decision to terminate projects for
certain voice products in the Communications bussine

Included in the actual results and pro farfimancial information for the year ended DecenBigr2004 are certain amounts which affect
the comparability of the results, including gaifi$n97 million as a result of the early extinguistmts of certain long-term debt, $113 million
of termination revenue, a gain of approximately ##Bion from the sale of Commonwealth Telephonedeprises, Inc. common stock and
lease impairment charges of $14 million.

The fair value of the assets acquired aediabilities assumed in the WilTel transactioa based upon a preliminary valuation and are
subject to change based on post-closing purch&se gutjustments and changes to the integrationgfltme combined business. The estimated
fair value of assets acquired and liabilities assdiin the Sprint, ICG, Telverse and Genuity tratisas as of their respective acquisition dates
after reflecting post-closing purchase price adjgstts are as follows.

WilTel Sprint ICG Telverse Genuity

(dollars in millions)

Assets:
Cash and cash equivale! $ 126 $ — $ — 3 — $ —
Accounts receivabl 257 — — — —
Other current asse 18 3 2 — 50
Property, plant and equipment, | 66C — — 1 24¢
Identifiable intangible asse 152 31 37 32 107
Other asset 26 — — — 22
Total Asset: 1,241 34 39 33 42E
Liabilities:
Accounts payabl 204 — — 2 —
Accrued payrol 29 — — — —
Other current liabilitie: 69 — 4 — 56
Current portion of lon-term debt — — — — 121
Long-term debt — — — — 18¢
Deferred reveni—WilTel/Genuity 41 — — — 6
Deferred reveni—Level 3 2 5 — — (76)
Other liabilities 90 — — — 21
Total Liabilities 431 5 4 2 31¢€
Purchase Pric $ 81C $ 29 $ 3£ % 31 $ 10¢

The fair value of the assets acquired afilities assumed in the Genuity transaction waermined based on a valuation completed in
May 2003. Subsequently in 2003, Level 3 changegthiehase price allocation by increasing the prielary fair value of the MFON assets to
be sold to CenturyTel, Inc. ("CenturyTel") (See &8) to $16 million to reflect the actual proceeeleived

F-24




from CenturyTel. A corresponding decrease in prigp@iant and equipment and identifiable intangibleas recorded in conjunction with this
adjustment.

During the second quarter of 2003, the Camypexited the managed hosting portion of the lassirit acquired through the Genuity
transaction. The Company sold the hosting customraisoperations to Computer Sciences Corporati®8C"). Due to the decision to exit the
managed hosting portion of the business, whichidesth contemplated at the time of acquisition, #teoperating results of the business have
not been consolidated in the consolidated statenfespierations. Level 3 did not realize any procefedm the sale of the hosting business to
CSC.

The following is the summarized result®pérations of the managed hosting business fopehied ended May 24, 2003 (since
acquisition on February 4, 2003) (dollars in miti&).

Revenue $ 14
Operating Los: (€8]

(3) Discontinued Operations

On November 30, 2005, Level 3 sold$tructure to Infocrossing, Inc. ("Infocrossingty foroceeds of $85 million which consisted of
$82 million in cash and $3 million of Infocrossirgec. common stock. The cash purchase price iestil) post-closing adjustments based on
actual working capital as of the closing date. L&/eecognized a $49 million gain on the transactiothe fourth quarter of 2005.

The following is the summarized result®pérations of thei()Structure business for the eleven months endedMber 30, 2005 and t
years ended December 31, 2004 and 2

2005 2004 2003

(dollars in millions, except per share data)

Revenue! $ 64 $ 75 $ 79
Costs and Expense
Cost of revenu 47 53 58
Depreciation and amortizatic 8 13 14
Selling, general and administrati 9 9 19

Restructuring and impairment char — 5
Total costs and expens 64 75 96
Loss from Operation — — ()]
Gain on Sale of Discontinued Operatic 49 — —
Income (Loss) from Discontinued Operatic $ 48 % — 3 17)
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The following is summarized financial infeation for the discontinued (Structure business as of December 31, 2004:

December 31
2004

(dollars in millions)

Assets
Current Assets
Receivable: $ 4
Other 9
Total Current Asset 13
Property, Plant and Equipment, 1| 33
Total Assets $ 46

Current Liabilities:

Accounts payabl $ 14
Current portion of lon-term deb! 1
Accrued payroll and employee bene 4
Deferred revenu 2
Other 1
Total Current Liabilities 22
Deferred Revenu —
Net Asset: $ 24
|

These amounts are reflected in other feréspective asset and liability accounts on tmsalidated balance sheet as of December 31,
2004.

On December 31, 2003, Level 3 sold MFONC&mturyTel for approximately $16 million. MFON igegional communications system
located in the midwestern United States and wasigadjby Level 3 as part of the Genuity transactioRebruary 2003. Level 3 adjusted the
value of MFON assets from its original estimatetligapursuant to the one-year "allocation periaaivsions of SFAS No. 141, to match the
proceeds from this transaction. As a result, then@any did not recognize a gain or loss on the disipom of MFON.
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The following is the summarized result®pérations of the MFON business for the period dridlecember 31, 2003 (since acquisition on
February 4, 2003) (dollars in millions):

2003
Revenue $ 16
Costs and Expense
Cost of revenu 2
Selling, general and administrati 2
Total costs and expens 4
Income from Operation 12
Loss from Sale of Discontinued Operatic —
Income from Discontinued Operatio $ 12
]

In June 2003, Software Spectrum annourftatdttwas exiting the contact services businesgder to concentrate on the software reseller
business. In conjunction with this decision, Sofev@pectrum sold substantially all of the contactises business to H.1.G. Capital for
approximately $4 million in cash. Software Spectm@morded a loss within discontinued operationapgroximately $9 million on the sale.

The following is the summarized result®pérations of the contact services business fopéhied in 2003 through June 18, 2003 (dollars
in millions):

2003
Revenue $ 38
Costs and Expense
Cost of revenu 25
Depreciation and amortizatic 1
Selling, general and administrati 10
Total costs and expens 36
Income from Operation 2
Loss from Sale of Discontinued Operatic 9
Income (Loss) from Discontinued Operatic $ (7)
|

Level 3's management continues to reviemGbmpany's existing lines of business and sepffegings to determine how those lines of
business and service offerings assist with the Gamylp focus on delivery of communications and imfation services and meeting its finan
objectives. To the extent that certain lines ofifiess or service offerings are not considered todpepatible with the delivery of
communications and information services or withaglihg financial objectives, Level 3 may exit thdises of business or stop offering those
services.

(4) Termination Revenue

On March 1, 2005, Level 3 entered into greament with 360networks (USA), Inc. ("360netwdyks which both parties agreed to
terminate a 20-year IRU agreement. Under the new
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agreement, 360networks returned the dark fibeliraily provided by Level 3. Under the original IRigreement, signed in 2000, the cash
received by Level 3 was deferred and amortizeétemue over the 20-year term of the agreement.rasut of this transaction, Level 3
recognized the unamortized deferred revenue ofcepately $86 million as non-cash termination raxein the first quarter of 2005.

On February 22, 2005, France Telecom Loistgdce USA, LLC ("France Telecom”) and Level Jfired an agreement to terminate a
dark fiber agreement signed in 2000. Under the deshthe agreement, France Telecom returned tlee tiibLevel 3. Under the original IRU
agreement, the cash received by Level 3 was defarrd amortized to revenue over the 20-year tertheohgreement. As a result of this
transaction, Level 3 recognized the unamortizeémedl revenue of approximately $40 million as naskctermination revenue in the first
quarter of 2005.

Level 3 and McLeodUSA Incorporated ("McL&pentered into an agreement on November 1, 2004r&by McLeod returned certain
intercity dark fiber provided by Level 3 under 899%agreement and provides discounted network svalLevel 3 in exchange for cash and
other consideration. Cash received under the 1§8®ament was deferred and amortized to revenuetbgetO-year term of the agreement.
Level 3 had no further service obligations withpest to the fiber and therefore recognized ther#Bigon of remaining unamortized deferred
revenue for the fiber returned as ncash termination revenue in 2004. The Company atémtthe amounts paid to McLeod to fiber and pd
network expenses. The value of the fiber returnad @etermined based on the capital costs that weustoided in pulling additional fiber in
certain segments of the Company's intercity netwdrkre fiber inventory would need to be replenisimetthe next three years. The prepaid
network expense was valued based on the amourgafuthted network expense services the Companycexferealize through purchases of
these services on McLeod's network.

In February 2003, Level 3 and XO Commuridret ("XO") amended their 1998 IRU agreement. Ad phthe 1998 agreement, XO
purchased 24 fibers and one empty conduit alonglL&s North American intercity network. The amethdgreement, among other things,
required XO to return six fibers and the empty adnhtb Level 3. In return, Level 3, 1) reduced #mual operations and maintenance charges
that XO was required to pay under the original agrent, 2) provided XO an option, expiring July 20@7acquire a 20 year IRU for a single
conduit within or along Level 3's intercity netwaakd 3) provided XO an option to purchase up to 26%e fiber installed in the next conduit
within or along each segment of the intercity netwo

As individual segments were delivered to, X@vel 3 deferred and amortized the revenue atiliie to the conduit over the term of the
original agreement. As a result of the amendedesgeat, Level 3 had no further service obligatiothwespect to the original conduit, and t
recognized $294 million of communications revermiich was the remaining unamortized deferred regdram the original sale of the
conduit, less the fair values of the operationsraathtenance services, and options to purchasedilee conduit provided by Level 3 under the
amended agreement. The values of the servicesmithe to purchase fiber and conduit were deterthbvesed on the fair value of similar
services and assets.

(5) Restructuring and Impairment Charges

In the first quarter of 2005, the Compamiated a workforce reduction of approximately £f@iployees in its North American and
European communications business and as a resatjnized
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severance and related charges of approximatelyr#llibn. As of December 31, 2005, the Company tesBed its remaining obligations
associated with the workforce reduction.

During 2005, the Company identified addiibcommunications facilities that it no longeruggd and would not provide any future
economic benefit to the Company. Also during tharythe Company revised its lease impairment aisalggeflect improvements in sublease
income for communications facilities impaired ifigoperiods. In total, the Company reduced its expe lease impairment obligations by
$1 million in 2005.

In 2004, the information services busines®gnized approximately $2 million of restructgricharges related to the ongoing integration
and restructuring of Software Spectrum announc&®08. In total, the information services busingesisl approximately $5 million of costs
during 2004, including $3 million for employee reld matters and $2 million in facilities relatedstoassociated with the 2003 and 2004
integration and restructuring actions. As of Decengi, 2004, the Company had completed the workfeeductions and paid the remaining
severance and employee related obligations asedaidth the actions announced and 2004.

The communications business recorded lieagairment charges of $14 million for real propdegses in North America and Europe in
the fourth quarter of 2004. The charge resultethfoeasing use of certain leased space, the sighisgbleases for existing vacant space at
lower than estimated rates, and extending the ettinsublease dates for other vacant propertieoduerent market conditions. The
Company paid approximately $3 million of facilitiedated costs in 2004 for restructuring chargeended in 2001.

In the first quarter of 2003, Level 3 annoed workforce reductions that affected approxitgate200 employees in the communications
business. These actions were primarily a resuti@integration of acquired operations from the @rtransaction into Level 3's operations
and the Company matching its European costs wipe&rd revenues. The Company recorded restructchiagges of approximately
$26 million related to these actions during therysraded December 31, 2003. The remaining obligadfdgd million with respect to this action
was paid during 2004.

The information services business recoghfee the year ended December 31, 2003, approxlyndiel million of restructuring charges
related to the ongoing integration and restructudhSoftware Spectrum. These actions affectedeqapiately 500 employees and resulted in
the closure of certain facilities. Included in B4 million of restructuring charges, were $4 roilliof accrued lease termination costs for
facilities it has ceased using.
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A summary of the restructuring charges eahated activity follows:

Severance and Relate

Facilities Related

Number of Amount Amount

Employees (in millions) (in millions)
Balance December 31, 20 55 % 3 % 10
2003 Charge 1,61¢ 36 4
2003 Payment (1,569 33 4)
Balance December 31, 20 10¢ 6 10
2004 Charge 8C 1 15
2004 Payment (189 @) (6)
Balance December 31, 20 — — 19
2005 Charges(Benefi 47z 15 D
2005 Payment (472) (15) (5)
Balance December 31, 20 — 3 — 3 13

Lease termination obligations of $13 milliare expected to be paid over the terms of thaiiag leases, which extend to 2015, if the
Company is unable to negotiate a buyout of theskeas

Impairments

The Company at least annually, or as eventgrcumstances change that could affect thevezedility of the carrying value of its
communications and information services assetgjuas a comprehensive review of the carrying valuies communications assets to
determine if the carrying amount of the communmatissets are recoverable in accordance with SFA3 M, "Accounting for the
Impairment or Disposal of Long-Lived Assets” ("SFAS. 144"). For purposes of this review, Level Bamately evaluates for impairment its
colocation facilities, certain excess conduits ae@ommunications network (including optronickefi, conduits and customer premise
equipment) as these are the lowest levels withraggdg identifiable cash flows for grouping of ass& he impairment analysis of these assets
are based on longgrm revenue growth, gross margins and cash floectsts of operating results, and sales of assetgleir estimated usel
lives. The Company concluded that the assets wargnpaired as of December 31, 2005. Managemelhtuwaiitinue to assess the Company's
assets for impairment as events occur or as indastrditions warrant.

The Company recognized $9 million of reash impairment charges in 2005 that primarily ltesfrom the decision to terminate proje
for certain voice services and certain informatechnology projects in the communications busin€beese projects have identifiable costs
which Level 3 can separately evaluate for impairtn€&he costs incurred for these projects, includiagitalized labor, were impaired as the
carrying value of these projects exceeded theimastd fair value. The Company did not incur ags@airment expenses in 2004 or 2003.

(6) Sale of Toll Road Operations

On January 3, 2003, California Private Bortation Company ("CPTC"), a majority-owned sdlzsly of the Company, sold the "91
Express Lanes" toll road assets in Orange Courathfdthia to the Orange County Transportation Auifyo The Company received net
proceeds from the sale of
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$46 million and recorded a gain of approximatel® $7llion in Other, net in the consolidated statein&f operations. The Company's total
long-term debt was reduced by approximately $138amias a result of the sale as the debt incutodihance the construction of the toll road
had been consolidated due to the Company's 65%yeqtérest in CPTC.

(7) Loss Per Share

The Company had a loss from continuing afi@ns for the three years ended December 31, Z0@5efore, the dilutive effect of the
approximately 418 million, 171 million and 83 milii shares issuable pursuant to the five, four Breketseries of convertible notes outstanding
at December 31, 2005, 2004 and 2003, respectikielye not been included in the computation of dilutss per share because their inclusion
would have been anti-dilutive to the computationaddition, the dilutive effect of the approximgt&B million, 49 million and 52 million
options and warrants outstanding at December 315,22004 and 2003, respectively, have not beended in the computation of diluted loss
per share because their inclusion would have betutive to the computation.

The following details the loss per sharewations for the Level 3 common stock (dollarsmiilion, except per share data):

Year Ended
2005 2004 2003
Loss from Continuing Operatiol $ 687 $ (45¢) $ (704)
Income (Loss) from Discontinued Operations (200
includes gain on sal 49 — (12
Cumulative Effect of Change in Accounting Princi — — 5
Net Loss $ (63¢) $ (45¢) $ (711)

Total Number of Weighted Average Sha

Outstanding used to Compute Basic and Diluted

Earnings Per Share (in thousan 699,58¢ 683,84t 565,93:
Earnings (Loss) Per Share of Level 3 Common S

(Basic and Diluted)

Loss from Continuing Operatiol $ (0.98) $ 0.679) $ (1.25)
Income (Loss) from Discontinued Operatic 0.07 — (0.02)
Cumulative Effect of Change in Accounting

Principle — — 0.01
Net Loss $ 0.97) $ 0.69) $ (1.2¢€)
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(8) Disclosures about Fair Value of Financial Instaments
The following methods and assumptions wsed to determine classification and fair valuerafncial instruments:
Cash and Cash Equivalents

Cash equivalents generally consist of fungested in highly liquid instruments purchasethvéin original maturity of three months or
less. The securities are stated at cost, whichoappates fair value.

Marketable and Restricted Securities

At December 31, 2005, marketable securiitgssist of U.S. Treasury securities and the Irfssing shares received in thie)Gtructure
transaction. For most of 2005, the Company chatiaetdthe Treasury securities as held to matukisya result of the acquisition of WilTel a
expected cash flow requirements in 2006, the Compagignated certain Treasury securities as avaifab sale in the fourth quarter of 2005.
These securities total $173 million and are refldas current assets on the consolidated balare¢ ahDecember 31, 2005. At December 31,
2004, marketable securities consisted entirely & Ureasury securities that were characterizdwelbto maturity. Restricted securities con
primarily of cash investments that serve to cottdize outstanding letters of credit and certairfgrenance and operating obligations of the
Company. The cost of the securities used in comgutinrealized and realized gains and losses isrdeted by specific identification. Fair
values are estimated based on quoted market gacése securities. The net unrealized holding gaind losses for marketable securities
classified as available for sale are included ruawulated other comprehensive income (loss) witiigkholders' equity (deficit). Securities
characterized as held to maturity are stated at Tog unrealized holding gains and losses for riéesi characterized as held to maturity are
reflected in the consolidated financial statements.

At December 31, 2005 and 2004 the unredlim#ding gains and losses on the marketable dexuwere as follows:

Unrealized Unrealized
Holding Holding Fair
Cost Gains Losses Value

(dollars in millions)

2005
Marketable Securitie:
U.S. Treasury securiti—Current $ 17¢ $ — 3 — $ 17c
Equity Securitie—Current 3 — — 3
U.S. Treasury securiti—Noncurrent 234 — 2 232
$ 41C $ — 3 (2) $ 40¢
I I I ]
2004
Marketable Securitie:
U.S. Treasury securiti—Current $ 228 $ — 3 — $ 22t
U.S. Treasury securiti—Noncurrent 114 — Q) 112

$ 33 $ —  $ (1) $ 33¢
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Scheduled maturities of marketable debtisies held at December 31, 2005 are as follows:
2006—%$173 million; 2007—%$234 million.

The Company recognized $2 million of reatizosses from the sale of marketable debt seesiiiti 2005, which are reflected in Other, net
on the consolidated statement of operations. Thepgaoy recognized $32 million of realized gains fritva sale of marketable equity securi
in 2004, which are reflected in Other, net on thesolidated statement of operations. The Compahyali recognize any realized gains and
losses on sales of marketable equity securiti@®08.

Maturities for the restricted securitiew@aot been presented, as the types of securitesitaer cash or money market mutual funds that
do not have a single maturity date.

Long-Term Debt

The fair value of long-term debt was estadausing the December 31, 2005 and 2004 averatpe dfid and ask price for the publicly
traded debt instruments. The CBRE Commercial Mgtgaias not traded in an organized public mannes.fain value of this instrument is
assumed to approximate the carrying value at Deeeib, 2005 as it was secured by underlying asskes9% Convertible Senior Discount
Notes due 2013 included within Lc-term Debt are not traded in an organized publicmearThe fair value of these notes was calculasiuy
a convertible model, which uses the Black-Schoddgation model to value the equity portion of teewgity and bond math to value the debt
portion of the security (using market yields onesthevel 3 traded debt). The 10% Convertible SeNiotes due 2011 included within Long-
term Debt are not traded in an organized publicmmearLevel 3 has obtained a market value fromral harty.

The carrying amount and estimated fair @alof Level 3's financial instruments are as foow

2005 2004

Carrying Fair Carrying Fair
Amount Value Amount Value

(dollars in millions)

Cash and Cash Equivalel $ 45z $ 45z % 44z $ 44z
Marketable Securiti—Current 17€ 17€ 22t 22t
Marketable Securiti—Noncurrent 234 232 114 112
Restricted Securiti—Current 33 33 48 48
Restricted Securiti—Noncurrent 72 72 67 67
Investments (Note 1: 15 15 5 5
Long-term Debt, including current portion (Note 1 6,02% 5,26¢ 5,21( 4,44¢
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(9) Receivables

Receivables at December 31, 2005 and 2@04 as follows:

Information
Communications Services Coal Total

(dollars in millions)

2005
Accounts Receivable
Services and Software Sa $ 40C $ 444 $ 9 $ 852
Allowance for Doubtful Account a7 (6) — (23
Total $ 38 $ 43¢ $ 9 $ 83(C
| .| | |
2004
Accounts Receivable
Services and Software Sa $ 136 $ 414 $ 12 $ 564
Allowance for Doubtful Account ()] (6) — (23
Total $ 121 $ 406 $ 12 $ 541

The Company recognized bad debt expenselling, general and administrative expenses aftlean $1 million, $3 million and
$7 million in 2005, 2004 and 2003, respectivelyvéle3 received $2 million, $2 million and $4 milfiof proceeds for amounts previously
deemed uncollectible in 2005, 2004 and 2003, reésmde. The Company reduced accounts receivableatiodiance for doubtful accounts by
approximately $1 million, $8 million, and $8 milikan 2005, 2004 and 2003, respectively, for theenoif of previously reserved amounts the
Company deemed as uncollectible.

(10) Other
At December 31, 2005 and 2004 other curassets consisted of the following:

2005 2004

(dollars in millions)

Deferred Cost $ 86 $ 66
Prepaid Asset 61 34
Debt Issuance Costs, r 16 16
Current Assets of Discontinued Operatit — 13
Other 23 16

$ 18¢ $ 14f

Deferred costs include deferred softwai @ther related costs attributable to the infororagervices business and are related to future
revenues.

Prepaid assets include insurance, softweiatenance, rent and right of way costs. The asmdn 2005 is attributable to the acquisitio
WilTel.
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(11) Property, Plant and Equipment, net

Costs associated directly with expansiomsimprovements to the communications network argdaener installations, including
employee related costs, have been capitalizedCbimepany generally capitalizes costs associatedmveitivork construction, provisioning of
services and software development. Capitalizedrlabd related costs associated with employees @miact labor working on capital projects
were approximately $51 million, $66 million and $&illion for the years ended December 31, 20054288d 2003, respectively. Included in
capitalized labor and related costs was $2 millghmillion and $4 million of capitalized non-casbmpensation costs related to options and
warrants granted to employees for the years endégegmber 31, 2005, 2004 and 2003, respectively.

The Company continues to develop businegpat systems required for its business. The eatefirect costs of software, materials and
services, and payroll and payroll related expefsesmployees directly associated with the projectirred when developing the business
support systems are capitalized and included ircéipitalized costs above. Upon completion of agmiyjthe total cost of the business support
system is amortized over an estimated useful fithree years.

The Company reviews its capitalized prgettleast annually or when events and circumssainckicate that the assets may be impaired.
When previously capitalized software developmestEare considered to be impaired, the Companyledds and recognizes an impairment
loss in accordance with SFAS No. 144, "Accountiogthe Impairment or Disposal of Long-Lived Asséts.

Level 3 has been able to finalize negaiiraiand claims on several of its large multi-yestemork construction projects. As a result, the
Company was able to release approximately $5 mijl8 million and $28 million of capital expendiguaccruals for the years ended
December 31, 2005, 2004 and 2003, respectivelyhtdh previously been reported as property, pladteqjuipment. In the ordinary course of
business, as construction projects come to a dleeg;ompany reviews the final amounts due antesethy outstanding amounts related to
these contracts, which can result in changes imatgtd costs of the construction projects.

Included in Land and Mineral Properties miaeral properties related to the coal busine$ls aicost basis of approximately $5 million
each of the years ended December 31, 2005 and 2Z884emaining Land and Mineral Properties balafagproximately $205 million and
$182 million for the years ended December 31, 28052004, respectively, represent owned assekeafdmmunications and information
services businesses, including land improvemerits.cbal mineral properties include owned and leassdts. The various coal lease
agreements require minimum lease payments anddeder royalty or overriding royalty payments basedhe tons of coal mined or sold
from the properties. Depletion on the mineral prtips is provided on a units-@traction basis determined in relation to coal otied unde
sales contracts.

Capitalized business support systems atwdonke construction costs that have not been plataérvice have been classified as
construction-in-progress within property, plant @gpgiipment below.
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At December 31, 2005 and 2004, propergniphnd equipment were as follows:

Accumulated Book
Cost Depreciation Value
(dollars in millions)
December 31, 200!
Land and Mineral Propertie $ 21C $ (26) $ 184
Facility and Leasehold Improvemen
Communication: 1,532 (355) 1,177
Information Service 3 (D) 2
Coal Mining 158 (149 4
Network Infrastructurs 4,708 (2,13¢) 3,56
Operating Equipmen
Communication: 2,15¢ (1,51¢) 64C
Information Service 13 @) 6
Coal Mining 69 (62 7
Furniture, Fixtures and Office Equipme 11¢ (105) 13
Other 22 (19) 3
Constructio-in-Progres: 35 — 35
$ 9,01¢ $ (3,37¢) $ 5,63¢
| I |
December 31, 200
Land and Mineral Propertit $ 187 $ (18) $ 16¢
Facility and Leasehold Improvemen
Communication: 1,38¢ (281) 1,107
Information Service 2 — 2
Coal Mining 14¢ (14%) 4
Network Infrastructure 4,37¢ (86¢) 3,511
Operating Equipmen
Communication: 1,84: (1,349 494
Information Service 12 (6) 6
Coal Mining 74 (68) 6
Furniture, Fixtures and Office Equipme 111 (90 21
Other 24 (149 10
Constructio-in-Progres: 45 — 45
$ 8,21¢ $ (2,839 $ 5,37t
.| I I

The value of WilTel's property, plant argiggment is based on a preliminary valuation.
Depreciation expense was $587 million i0205617 million in 2004 and $752 million in 2003.
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(12) Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at Dmber 31, 2005 and 2004 were as follows (dollamiitions):

Other
Goodwill Intangibles

December 31, 200!
360networks $ — 3 4
Sprint — 16
ICG — 4
Telverse — 16
Genuity — 30
WilTel — 151
McLeod 40 —
Software Spectrum (including Corpsc 194 48
XCOM 30 —

$ 264 $ 26¢

December 31, 200.

Sprint $ — 3 28
ICG — 23
Telverse — 23
Genuity — 55
McLeod 41 —
Software Spectrum (including Corpsc 20z b5
XCOM 30 —

$ 27 % 184

The Company segregates identifiable intalegassets acquired in a business combination fr@odwill. In accordance with SFAS
No. 142, Goodwill is no longer amortized and theydag amount of the goodwill must be evaluatetkast annually for impairment using
fair value based test. An assessment of the carmatue of the goodwill attributable to communioat and information services businesses
indicated that the assets were not impaired aseekBber 31, 2005.

On December 23, 2005, Level 3 completechttwpuisition of WilTel. A preliminary valuation d¢iie assets acquired indicated a value of
$152 million for intangible assets. The intangiassets primarily include customer relationshipsthedvyvx trademark. The preliminary
valuation has placed an indefinite life on the Vyredemark and lives ranging from 6 to 11 yeargHercustomer relationships.

During the first quarter of 2005, Level &rphased a customer contract from 360networksdeh @and future services valued at $4 million.
The total purchase price was recorded as an irikngsset and will be amortized over the remaifng-year term of the customer contract.

During 2005, the Company reduced its gotidwia total of $9 million. In 2005, the Compangtdrmined that $8 million of income tax
obligations recorded in the original purchase paitecation for the 2002 acquisitions of CorpSbft. and Software Spectrum, Inc. were no
longer required and as a result, reduced the gdioahivibutable to the acquisitions by $8 milliam 2005. In the third quarter
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of 2005, the Company determined that the remaiooggs accrued for the integration of the McLeodrmss were no longer required and, as a
result, reduced the goodwill attributable to thelldad transaction by $1 million.

In October 2004, Level 3 acquired the whale dial Internet access business of Sprint. Aisghdhe purchase price allocation, Level 3
valued the customer relationships and contract8atmillion and is amortizing this asset over atmested life of three years.

In April 2004, Level 3 purchased managediem contracts and related equipment from ICG. Asgfahe purchase price allocation,
Level 3 valued the customer relationships and eatgrat $37 million and is amortizing this assedrav period equal to the term of the primary
customer contract acquired of two years.

At December 31, 2005 and 2004, the Compaay$30 million of goodwill attributable to the adsjtion of XCOM in 1998.

At December 31, 2005 and 2004 identifiabtangible assets were as follows (dollars in mil§):

Accumulated Book
Cost Amortization Value
December 31, 200!
Customer Contract:
Sprint $ 31 $ (15 $ 16
ICG 37 (33 4
Genuity 28 a7 11
McLeod 49 (49) —
Customer Relationship
Genuity 79 (60) 19
Software Spectrum (including CorpSc 75 (27) 48
360networks 4 — 4
WilTel 12C @ 11¢
Trademarks
WilTel 32 — 32
Technology:
Telverse, 31 (15) 16
$ 48 $ (217) $ 26¢

F-38




December 31, 200:
Customer Contract:

Sprint $ 31 $ 3 $ 28
ICG 37 (14) 23
Genuity. 28 (13) 17
McLeod 49 (49 —
Customer Relationship
Genuity 79 (41) 38
Software Spectrum (including CorpSc 75 (20) 55
Technology:
Telverse, 32 9 23
$ 331 $ (147) $ 184

Intangible asset amortization expense wasriillion, $65 million and $61 million for the yesaended December 31, 2005, 2004 and :
respectively.

The amortization expense related to intaleghssets currently recorded on the Company'sdfmsleach of the five succeeding years is
estimated to be the following for the years endedddnber 31: 2006—$70 million; 2007—$42 million; 868$28 million; 2009—$24 million
and 2010 and thereafter—$73 million.

(13) Other Assets, net

At December 31, 2005 and 2004 other assetsisted of the following:

2005 2004

(dollars in millions)

Debt Issuance Costs, r $ 54 $ 67
Investments 15 5
Deposits 25 1
Noncurrent Assets of Discontinued Operati — 33
Other 29 23

$ 12: ¢ 12¢

At the beginning of 2004, the Company heldequity position in Commonwealth Telephone Emigeg, Inc., an incumbent local
exchange carrier operating in various rural Pervasyd markets, and CTSI, Inc. a competitive locahange carrier. In January 2004, the
Company sold its remaining investment in Commontiegélephone for $41 million in cash, resultingaigain of approximately $23 million.

In 2005, the Company invested $10 millionrifinera Corporation, a privately-held communicas equipment company. Level 3 is
accounting for this investment using the cost metho
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Included in the assets acquired in the \liffansaction were long term deposits primarilyhvimsurance carriers and financial institutic
(14) Long-Term Debt

At December 31, 2005 and 2004, long-terint eeas as follows:

2005 2004

(dollars in millions)

Senior Secured Term Loan (11.42% due 2( $ 73C $ 73C
Senior Notes (11.0% due 20( 132 132
Senior Notes (9.125% due 20( 954 954
Senior Discount Notes (10.5% due 20 144 144
Senior Euro Notes (10.75% due 20 59 68
Convertible Senior Notes (2.875% due 20 374 374
Senior Discount Notes (12.875% due 20 48¢ 47%
Senior Euro Notes (11.25% due 20 122 142
Senior Notes (11.25% due 201 96 96
Senior Notes (10.75% due 201 50C 50C
Convertible Senior Notes (10.0% due 20 88C —
Convertible Senior Notes (5.25% due 20 34k 34E
Convertible Senior Discount Notes (9.0% due 2( 252 23C
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
Commercial Mortgage:
CRBE (6.86% due 201! 7C —
GMAC — 117
Capital leases assumed in Genuity transat — 24
Other — 3
6,02: 5,21(
Less current portio — (143

$ 6028 $ 5,067

Debt Exchanges and Repurchases

In the fourth quarter of 2004, Level 3 ugleel $713 million of net proceeds from the issuasfcie Senior Secured Term Loan due in 2
described below and $272 million from the issuanitihe 5.25% Senior Convertible Notes due 2011 rilesd below to purchase portions of
9.125% Senior Notes due 2008, 11% Senior Note2608, 10.5% Senior Discount Notes due 2008 andb¥.3enior Euro Notes due 2008.
The Company purchased portions of the outstanditgsrat prices ranging from 83 percent to 89 pérakthe purchased principal balances.
The net gain on the early extinguishment of thet,dabluding transaction costs, realized foreigrrency losses and unamortized debt issuance
costs, was $50 million for these transactions.
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Debt Instruments
At December 31, 2005, Level 3 was in coanpde with the covenants on all outstanding debaisses.
Senior Secured Term Loan due 2011

On December 1, 2004, Level 3 Communicatitms, as guarantor, Level 3 Financing, Inc. ("&e® Financing"), a wholly-owned
subsidiary of the Company, as borrower, Merrill tlirCapital Corporation, as administrative agent@oithteral agent, and certain lenders
entered into a credit agreement ("Credit Agreemgnitsuant to which the lenders extended a $73@misenior secured term loan ("Senior
Secured Term Loan") to Level 3 Financing. The teyam matures in 2011 and has a current interestofahe London Interbank Offering Rate
("LIBOR") plus an applicable margin of 700 basidrite. Interest on the note accrues at the threghmdBOR and is payable in cash on
March 1, June 1, September 1 and December 1 ofyeshin arrears, beginning March 1, 2005. Theregt rate was 11.42% at December 31,
2005 and was determined at the commencement aftdrest period beginning December 2, 2005.

Level 3 Financing's obligations under tieisn loan are, subject to certain exceptions, sethy certain assets of the Company; and c¢
of the Company's material domestic subsidiariesdt@engaged in the telecommunications busindss Cbmpany and these subsidiaries have
also guaranteed the obligations of Level 3 Financinder the Senior Secured Term Loan. Level 3 Conizations, LLC and its material
domestic subsidiaries have guaranteed and havgaulezkrtain of their assets to secure the obligatimder the Senior Secured Term Loan.
Certain of the initial subsidiary guarantors haeerbreleased from their pledge and guarantee tibligaunder the Senior Secured Term Loan.

The Credit Agreement includes certain niggatovenants which restrict the ability of the Guamy, Level 3 Financing and any restricted
subsidiary to engage in certain activities. Thed@r&greement also contains certain events of defdwdoes not require the Company or Level
3 Financing to maintain specific financial ratios.

Level 3 used the net proceeds of $713anillafter transaction costs, to fund purchasetsahiisting debt securities.

Debt issuance costs of $17 million wergiodlly capitalized and are being amortized toriege expense over the term of the Senior
Secured Term Loan. After amortization, debt issearasts were $15 million at December 31, 2005.

11% Senior Notes due 2008

In February 2000, Level 3 Communicatioms, received $779 million of net proceeds, aftansaction costs, from a private offering of
$800 million aggregate principal amount of its 1$#nior Notes due 2008 ("11% Senior Notes"). As ef@nber 31, 2005, a total of
$668 million aggregate principal amount of the 1%&#ior Notes had been repurchased. Interest amtles accrues at 11% per year and is
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T% Senior Notes are senior,
unsecured obligations of Level 3 Communications,,lrankingpari passuwith all existing and future senior debt. The 11&nidr Notes
cannot be prepaid by Level 3 Communications, laed mature on March 15, 2008. The 11%
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Senior Notes contain certain covenants, which anodher things, limit additional indebtedness, dénd payments, certain investments and
transactions with affiliates.

Debt issuance costs of $21 million wergioally capitalized and are being amortized toresgé expense over the term of the 11% Senior
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverbdeced to $1 million at December !
2005.

9.125% Senior Notes due 2008

In April 1998, Level 3 Communications, Imeceived $1.94 billion of net proceeds from arenffg of $2 billion aggregate principal
amount 9.125% Senior Notes Due 2008 ("9.125% Séabes"). As of December 31, 2005, a total of $6.Bdlion aggregate principal amot
of the 9.125% Senior Notes had been repurchastntelt on the notes accrues at 9.125% per yeds gayable on May 1 and November 1
each year in cash.

The 9.125% Senior Notes are subject tomgdien at the option of Level 3 Communications,.)mg whole or in part, at any time or from
time to time on or after May 1, 2003, plus accraad unpaid interest thereon to the redemption datedeemed during the twelve months
beginning May 1, of the years indicated below:

Year Redemption Price
2005 101.52%
2006 and thereafte 100.00(%

The 9.125% Senior Notes are senior, ungecobligations of Level 3 Communications, Inc.,kiag pari passwwith all existing and
future senior unsecured indebtedness of the Comdreynotes contain certain covenants, which anodingr things, limit consolidated debt,
dividend payments, and transactions with affiliatesyel 3 Communications, Inc. used the net proseédhe note offering in connection with
the implementation of its business plan.

Debt issuance costs of $65 million wergiodlly capitalized and are being amortized toriegé expense over the term of the 9.125%
Senior Notes. As a result of amortization and deptirchases, the capitalized debt issuance costshiesen reduced to $7 million at
December 31, 2005.

10.5% Senior Discount Notes due 2008

In December 1998, Level 3 Communications, sold $834 million aggregate principal amounaturity of 10.5% Senior Discount
Notes Due 2008 ("10.5% Senior Discount Notes"). $&les proceeds of $500 million, excluding dehiasge costs, were recorded as -
term debt. As of December 31, 2005, a total of $68lon aggregate principal amount of the 10.5%i8eDiscount Notes had been
repurchased. Interest on the 10.5% Senior Discdotgs accreted at a rate of 10.5% per annum, conggalisemiannually, to an aggregate
principal amount of $834 million ($144 million afteepurchases) at December 1, 2003. Commencingniiezrel, 2003, interest on the 10.5%
Senior Discount Notes accrued at the rate of 1(hB#@nnum and is payable in cash semiannuallyréaes.

The 10.5% Senior Discount Notes are sultigeptdemption at the option of Level 3 Communimagi, Inc., in whole or in part, at any time
or from time to time at the following redemptioriqars (expressed as percentages of accreted valisedqrrued and unpaid interest
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thereon to the redemption date, if redeemed duhiagwelve months beginning December 1, of theg/eaticated below:

Year Redemption Price
2005 101.7%
2006 and thereafte 100.0(%

These notes are senior unsecured obligatibhevel 3 Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatimes,The 10.5% Senior Discount Notes contain cerairenants which, among other
things, restrict or limit the Company's abilityitwur additional debt, make certain restricted pegts, pay dividends, enter into sale and
leaseback transactions, enter into transactiorfs afftliates, and sell assets or merge with anotenpany.

Debt issuance costs of $14 million wergiodlly capitalized and are being amortized overtdrm of the 10.5% Senior Discount Notes.
As a result of amortization and debt repurchasescapitalized debt issuance costs have been mdud&d million at December 31, 2005.

10.75% Senior Euro Notes due 2008

In February 2000, Level 3 Communicatioms, received €488 million ($478 million when issyefinet proceeds, after debt issuance
costs, from an offering of €500 million aggregat@mgipal amount 10.75% Senior Euro Notes due 2008.75% Senior Euro Notes"). As of
December 31, 2005, a total of €450 million aggregaincipal amount of the 10.75% Senior Euro Nbtes been repurchased. Interest on the
notes accrues at 10.75% per year and is payaBlaros semi-annually in arrears on March 15 ande®elper 15 each year beginning on
September 15, 2000. The 10.75% Senior Euro Notesarredeemable by Level 3 Communications, Inor po maturity. Debt issuance costs
of €12 million were originally capitalized and dreing amortized over the term of the 10.75% SeBiop Notes. As a result of amortization
and debt repurchases, the net capitalized delarissucosts have been reduced to less than €1malliDecember 31, 2005.

The 10.75% Senior Euro Notes are senicecured obligations of the Company, rankpagi passuwith all existing and future senior
debt. The 10.75% Senior Euro Notes contain cetgau#enants, which among other things, limit add#idndebtedness, dividend payments,
certain investments and transactions with affiate

The issuance of the €500 million 10.75%i&eBuro Notes has been designated as, and igigfexs, an economic hedge against the
investment in certain of the Company's foreign &libges. Therefore, foreign currency gains andéasresulting from the translation of the
debt have been recorded in other comprehensivenadmss) to the extent of translation gains osésson such investment. The 10.75% S
Euro Notes were valued, based on current excharige, rat $59 million in the Company's consolidditegincial statements at December 31,
2005. The difference between the carrying valueeatember 31, 2005 and the value at issuance,raftarchases, is recorded in other
comprehensive income.
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2.875% Convertible Senior Notes due 2010

In July 2003, the Company completed therify of $374 million aggregate principal amounttef2.875% Convertible Senior Notes due
2010 ("2.875% Convertible Senior Notes") in an umditen public offering pursuant to the Comparshelf registration statement. Interest on
the notes accrues at 2.875% per year and is pagabignnually in arrears in cash on January 15 and1kileginning January 15, 2004. 1
2.875% Convertible Senior Notes are senior, ungecabligations of Level 3 Communications, Inc.,kiag pari passuwith all existing and
future senior unsecured debt. The 2.875% Conver8ehior Notes contain certain covenants, whichrgnodher things, limit additional liens
on assets of the Company.

The 2.875% Convertible Senior Notes arevedible into shares of the Company's common st&iekconversion rate of $7.18 per share,
subject to certain adjustments. On or after July2D®7, Level 3, at its option, may redeem for casbr a portion of the notes. Level 3 may
exercise this option only if the current marketprfor the Level 3 common stock for at least 2@itrg days within any 30 consecutive trading
day period exceeds prices ranging from 170% ottreversion price on July 15, 2007 decreasing t&460the conversion price on or after
July 15, 2009. Level 3 would also be obligateddg the holders of the redeemed notes a cash araquat to the present value of all
remaining scheduled interest payments.

Level 3 used the net proceeds of $361 anillafter transaction costs, for working capitalital expenditures and other general corporate
purposes, including new product development, dgtdirchases and acquisitions.

Debt issuance costs of $13 million wergiodlly capitalized and are being amortized toriegé expense over the term of the 2.875%
Convertible Senior Notes. As a result of amortiatithe capitalized debt issuance costs have leekreed to $8 million at December 31, 2005.

12.875% Senior Discount Notes due 2010

In February 2000, Level 3 Communicatioms, kold in a private offering $675 million aggrégarincipal amount at maturity of its
12.875% Senior Discount Notes due 2010 ("12.8758d8®iscount Notes"). The sale proceeds of $360anj excluding debt issuance co
were recorded as long-term debt. As of Decembe@05, a total of $187 million aggregate principalount of the 12.875% Senior Discount
Notes had been repurchased, leaving $488 milligneaggte principal amount outstanding. Interesthenlt2.875% Senior Discount No
accreted at a rate of 12.875% per year, compousei®itannually, to an aggregate principal amoui$4@&8 million on March 15, 2005. Cash
interest did not accrue on the 12.875% Senior Distdlotes prior to March 15, 2005. Commencing Mak6h2005, interest on the 12.875%
Senior Discount Notes accrues at the rate of 128@ér year and is payable in cash semi-annuabyriears. For the period ended March 15,
2005, $13 million of accretion was added to outditag debt balance to arrive at the face amourh@fl2.875% Senior Discount Notes. The
$13 million of accretion was recorded as interegease during 2005.

The 12.875% Senior Discount Notes are stilbjeredemption at the option of Level 3 Commutiass, Inc., in whole or in part, at any
time or from time to time on or after March 15, 80Qevel 3 Communications, Inc. may redeem the 2598 Senior Discount Notes at the
redemption prices set forth below, plus interdstniy, to the redemption date. The following priees for
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12.875% Senior Discount Notes redeemed during 2rednth period commencing on March 15 of the ysatdorth below and are expressed
as percentages of principal amount.

Year Redemption Price

2005 106.43%
2006 104.29%%
2007 102.14t%
2008 and thereafte 100.00(%

The 12.875% Senior Discount Notes are senitsecured obligations of the Company, rankiag passuwith all existing and future
senior debt. The 12.875% Senior Discount Notesatomertain covenants, which among other thingst dditional indebtedness, dividend
payments, certain investments and transactionsaffilrates.

Debt issuance costs of $9 million were ioadly capitalized and are being amortized to iestlexpense over the term of the 12.875%
Senior Discount Notes. As a result of amortizadod debt repurchases, the capitalized debt isswarsts have been reduced to $3 million at
December 31, 2005.

11.25% Senior Euro Notes due 2010

In February 2000, Level 3 Communicatioms, received €293 million ($285 million when issyefinet proceeds, after debt issuance
costs, from an offering of €300 million aggregatmpipal amount 11.25% Senior Euro Notes due 2010.25% Senior Euro Notes"). As of
December 31, 2005, a total of €196 million aggregaincipal amount of the 11.25% Senior Euro Nbtes been repurchased. Interest on the
notes accrues at 11.25% per year and is payablieasgmally in arrears in Euros on March 15 and Smybier 15 each year beginning
September 15, 2000.

The 11.25% Senior Euro Notes are subjetdemption at the option of Level 3 Communicatjdns., in whole or in part, at any time or
from time to time on or after March 15, 2005. THe2b% Senior Euro Notes may be redeemed at thengtémn prices set forth below, plus
accrued and unpaid interest, if any, to the redEmpmtate. The following prices are for 11.25% Seitiaro Notes redeemed during the 12-
month period commencing on March 15 of the year$osth below, and are expressed as percentagasnaipal amount.

Year Redemption Price

2005 105.62%
2006 103.75(%
2007 101.87"%
2008 and thereafte 100.00(%

Debt issuance costs of €7 million were ioafly capitalized and are being amortized overtdren of the 11.25% Senior Euro Notes. As a
result of amortization and debt repurchases, tpaalezed debt issuance costs have been reducét tallion at December 31, 2005. The
11.25% Senior Euro Notes are senior, unsecuredaitiins of the Company, rankipgri passwwith all existing and future senior debt. The
11.25% Senior Euro Notes contain certain covenafigsh among other things, limit additional indedniess, dividend payments, certain
investments and transactions with affiliates.
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The issuance of the €300 million 11.25%i&eBuro Notes has been designated as, and igigffexs, an economic hedge against the
investment in certain of the Company's foreign &libges. Therefore, foreign currency gains anddéasresulting from the translation of the
debt have been recorded in other comprehensivenagmss) to the extent of translation gains osésson such net investment. The 11.25%
Senior Euro Notes were valued, based on currefitaeage rates, at $123 million in the Company's fimgrstatements at December 31, 2005.
The difference between the carrying value at Deeerith, 2005 and the value at issuance, after repaes, is recorded in other compreher
income.

11.25% Senior Notes due 2010

In February 2000, Level 3 Communicatioms, received $243 million of net proceeds, aftansaction costs, from a private offering of
$250 million aggregate principal amount of its BE@Senior Notes due 2010 ("11.25% Senior Notess)oDecember 31, 2005, a total of
$154 million aggregate principal amount of the 5%@2Senior Notes had been repurchased. Interesieomotes accrues at 11.25% per year anc
is payable semi-annually in arrears on March 15%eyptember 15 in cash beginning September 15, 2000.

The 11.25% Senior Notes are subject tomgdien at the option of Level 3 Communications,.)mg whole or in part, at any time or from
time to time on or after March 15, 2005. Level 31@ounications, Inc. may redeem the 11.25% Senioedat the redemption prices set forth
below, plus accrued and unpaid interest, if anyhéoredemption date. The following prices arelfb25% Senior Notes redeemed during the
12-month period commencing on March 15 of the ysatgorth below:

Year Redemption Price

2005 105.62%
2006 103.75(%
2007 101.87%%
2008 and thereafte 100.00(%

The 11.25% Senior Notes are senior, ungécoibligations of the Company, rankipgri passuwith all existing and future senior debt.
11.25% Senior Notes contain certain covenants, lwaiong other things, limit additional indebtednebgdend payments, certain
investments and transactions with affiliates.

Debt issuance costs of $7 million were ioadly capitalized and are being amortized to iestlexpense over the term of the 11.25% S
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverégeced to $1 million at December .
2005.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing recei$d86 million of net proceeds from a private plaeaboffering of $500 million aggregate
principal amount of its 10.75% Senior Notes duel2(J10.75% Senior Notes"). Interest on the noteswses at 10.75% per year and is payable
on April 15 and October 15 each year in cash. Theses are guaranteed by Level 3 Communication€, &hd Level 3 Communications, Inc.
(See Note 21).
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The 10.75% Senior Notes are subject tomgdien at the option of Level 3 Financing, in wholein part, at any time or from time to time
on or after October 15, 2007, plus accrued andidripterest thereon to the redemption date, if eded during the twelve months beginning
October 15, of the years indicated below:

Year Redemption Price

2007 105.37"%
2008 102.68%%0
2009 and thereafte 100.00(%

The 10.75% Senior Notes are senior, ungecoiligations of Level 3 Financing, rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Financing. Tiesmmntain certain covenants, which among othieg#h limit consolidated debt, dividend
payments, and transactions with affiliates. Thepmeteeds of the offering were used to repay ansooutstanding under a senior secured c
facility.

Debt issuance costs of $14 million wergioally capitalized and are being amortized toregé expense over the term of the 10.75%
Senior Notes. As a result of amortization, the tzdigied debt issuance costs have been reducedtmifliion at December 31, 2005.

10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Imeceived $877 million of net proceeds, after givaifect to offering expenses, from an
offering of $880 million aggregate principal amouwiits 10% Convertible Senior Notes due 2011 ("10&hvertible Senior Notes") to
institutional investors. Interest on the notes aesrat 10% per year and will be payable semi-ahnaalMay 1 and November 1 beginning on
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Le&®@munications, Inc., rankirpari
passuwith all existing and future unsecured unsubordidatebt of Level 3 Communications, Inc. The 10%\@otible Senior Notes contain
certain covenants which limit additional liens @sets of the Company.

The 10% Convertible Senior Notes will bewertible by holders at any time after JanuaryQD722(or sooner if certain corporate events
occur) into shares of Level 3 common stock at avemsion price of $3.60 per share (subject to adjast in certain events). This is equivalent
to a conversion rate of approximately 277.77 shpees$1,000 principal amount of notes. In additiooliders of the 10% Convertible Senior
Notes will have the right to require the Companyedpurchase the notes upon the occurrence of ggehiarcontrol, as defined, at a price
100% of the principal amount of the notes plus aedrinterest and a make whole premium.

On or after May 1, 2009, Level 3, at itdiop, may redeem for cash all or a portion of tbées. The 10% Convertible Senior Notes are
subject to redemption at the option of Level 3ytmole or in part, at any time or from time to tinog, not more than sixty nor less than thirty
days' notice, on or
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after May 1, 2009, plus accrued and unpaid inteheston to the redemption date, if redeemed duhiadwelve months beginning May 1, of
the years indicated below:

Year Redemption Price
2009 103.33(%
2010 and thereafte 101.67%

Debt issuance costs of $3 million were ioadly capitalized and are being amortized to iestexpense over the term of the 10%
Convertible Senior Notes. As a result of amortiatithe capitalized debt issuance costs have leekreed to $2 million at December 31, 2005.

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 18nend December 15, beginning June 15, 2005. T2%&Convertible Senior Notes are
senior, unsecured obligations of Level 3 Commuineoat Inc., rankingari passuwwith all existing and future senior unsecured delitevel 3
Communications, Inc. The 5.25% Convertible Seniotdd contain certain covenants which limit addiidiens on assets of the Company.

The 5.25% Convertible Senior Notes are edtible, at the option of the holders, into shakthe Company's common stock at a
conversion rate of $3.98 per share, subject t@areadjustments. Upon conversion, the Companyhaie the right to deliver cash in lieu of
shares of its common stock, or a combination ol @asl shares of common stock. In addition, holdéthe 5.25% Convertible Senior Notes
will have the right to require the Company to rehase the notes upon the occurrence of a charggmirol, as defined, at a price of 100% of
the principal amount plus accrued interest and kermahole premium.

On or after December 15, 2008, Level 3tsabption, may redeem for cash all or a portiothef notes. The 5.25% Convertible Senior
Notes are subject to redemption at the option oEL8, in whole or in part, at any time or from &rto time, on not more than 60 nor less t
30 days' notice, on or after December 15, 2008 pbtcrued and unpaid interest thereon to the retimmgbate, if redeemed during the twelve
months beginning December 15, of the years indich&tow:

Year Redemption Price

2008 102.25(%
2009 101.50(%
2010 and thereafte 100.75(%

In connection with the issuance of the spteevel 3 used approximately $62 million of thé peceeds of the offering to enter into
convertible note hedge and warrant transactions regpect to the Company's common stock to redwepdtential dilution from conversion
the notes. Level 3 used the remainder of the retgads from this offering to fund repurchasessoéiisting debt securities due in 2008.
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Under the terms of the convertible notegeedrrangement (the "Convertible Note Hedge™) Witrrill Lynch International (*Merrill"),
Level 3 paid $125 million for a forward purchaseiop contract under which it is entitled to purcadsom Merrill a fixed number of shares of
Level 3 common stock (at a current price per sb&f&8.98). In the event of the conversion of théespthis forward purchase option contract
allows the Company to purchase, at a fixed priaeaktp the implicit conversion price of shares essunder the convertible notes, a number of
shares equal to the shares that Level 3 issueadtesholder upon conversion. Settlement termbisfforward purchase option allow the
Company to elect cash or share settlement bas#teaettlement option it chooses in settling theveosion feature of the notes. The Comp
accounted for the Convertible Note Hedge pursuatité guidance in EITF 009, "Accounting for Derivative Financial Instrumsnhdexed tc
and Potentially Settled in a Company's Own Stogk¢ordingly, the $125 million purchase price of fheward stock purchase option contract
was recorded as a reduction to consolidated stéd&hs) equity.

Level 3 also sold to Merrill a warrant (th&arrant”) to purchase shares of Level 3 commonkstThe Warrant is currently exercisable
86,596,380 shares of Level 3 common stock at @&ntiexercise price of $6.00 per share. Level 3ivede$63 million cash from Merrill in
return for the sale of this forward share purchasén contract. Merrill cannot exercise the Watnamess and until a conversion event occurs.
Level 3 has the option of settling the Warrantastt or shares of Level 3 common stock. The Compaagunted for the sale of the Warrant as
the sale of a permanent equity instrument purstgatiite guidance in EITF 00-19. Accordingly, the $6@ion sales price of the forward stock
purchase option contract was recorded as an ireteaonsolidated stockholders' equity.

The Convertible Note Hedge and the Wareaonomically allow Level 3 to acquire sufficientasbs of common stock from Merrill to
meet its obligation to deliver common stock uponwarsion by the holder, unless the common stoaepkceeds $6.00. When the fair value
of the Level 3 common stock exceeds such pricecdinéracts have an offsetting economic impact anderdingly, will no longer be effective
as a hedge of the dilutive impact of possible cosiva.

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 amortmatidebt issuance costs were $9 million at Decer®beP005.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 completed the exge of approximately $352 million (book value)debt and accrued interest outstanding, as
of October 24, 2003, for approximately 20 millidreses of Level 3 common stock and $208 million ¢pwalue) of a new issue of 9%
Convertible Senior Discount Notes.

Level 3 Communications, Inc. issued $29Bioni aggregate principal amount at maturity of @anvertible Senior Discount Notes.
Interest on the 9% Convertible Senior Discount Na@tecretes at a rate of 9% per annum, compoundedrseually, to an aggregate principal
amount of $295 million by October 15, 2007. Caghrest will not accrue on the 9% Convertible Sei@mcount Notes prior to October 15,
2007; however, Level 3 Communications, Inc. magtie commence the accrual of cash interest ooutditanding 9% Convertible Senior
Discount Notes on or after October 15, 2004, inclvldase the outstanding principal amount at mtofieach 9% Convertible Senior
Discount Note
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will, on the elected commencement date, be redtaéte accreted value of the 9% Convertible Seliscount Note as of that date and cash
interest shall be payable on that Note on Aprikh8 October 15 thereafter. Commencing October @87 Zinterest on the 9% Convertible
Senior Discount Notes will accrue at the rate of @86 annum and will be payable in cash semianniralyrears. Accrued interest expense for
the year ended December 31, 2005 on the 9% Cobhle8enior Discount Notes of less than $1 millicesvadded to long-term debt.

The 9% Convertible Senior Discount Notesaonvertible into shares of the Company's comnaeksat a conversion rate of $9.99 per
share, subject to certain adjustments. The totalb&un of shares issuable upon conversion will rdrga approximately 25 million to
30 million shares depending upon the total acangtigor to conversion. On or after October 15, 2Q08/el 3, at its option, may redeem for
cash all or a portion of the notes. Level 3 mayreise this option only if the current market prfoe at least 20 trading days within any 30
consecutive trading day period exceeds 140% ofdineersion price on October 15, 2008. This amoulhte decreased to 130% and 120%
October 15, 2008 and 2009, respectively, if thBahholders sell greater than 33.33% of the ndtesel 3 is also obligated to pay the holders
of the redeemed notes a cash amount equal to ¢isemirvalue of all remaining scheduled interestrayts.

The 9% Convertible Senior Discount Notelt Beé subject to conversion into common stock atdaption of the holder, in whole or in part,
at any time or from time to time after 180 daysrthe issue date at the following conversion pri@xpressed as percentages of accreted
value) plus accrued and unpaid interest theredhet@onversion date, of the time periods indicételdw:

Year Conversion Price

October 15, 200- April 14, 2006 83.93%
April 15, 2006- October 14, 200 87.70%
October 15, 200- April 14, 2007 91.65(%
April 15, 2007- October 14, 200 95.78(%
October 15, 2007 and thereat 100.09(%

These notes are senior unsecured obligatibhevel 3 Communications, Inc., rankipgri passuwith all existing and future senior
unsecured indebtedness of Level 3 Communicatios, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company receive® $Tiflion of proceeds, after transaction costspfran offering of $823 million aggregate
principal amount of its 6% Convertible Subordinaidamtes Due 2009 ("Subordinated Notes 2009"). Theo8linated Notes 2009 are unsect
and subordinated to all existing and future seimdebtedness of the Company. Interest on the Sutaiedi Notes 2009 accrues at 6% per year
and is payable each year in cash on March 15 apt&®éer 15. The principal amount of the Subordih&tetes 2009 will be due on
September 15, 2009. The Subordinated Notes 200%magpnverted into shares of common stock of thagamy at any time prior to maturi
unless previously redeemed, repurchased or the @wyripas caused the conversion rights to expire coheersion rate is 15.3401 shares per
each $1,000 principal amount of Subordinated N28&9, subject to adjustment in certain circumstan@a or after September 15, 2002,
Level 3, at its option, may cause the conversights to expire. Level 3 may exercise this optioly @ithe current market price exceeds
approximately $91.27 (which represents 140% ofctiveversion price) for 20 trading days
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within any period of 30 consecutive trading dayduding the last day of that period. As of Decentiir2005, less than $1 million of debt had
been converted into shares of common stock. Asegenber 31, 2005, a total of $461 million aggregaitecipal amount of the Subordinated
Notes 2009 had been repurchased or exchangedrfonon stock

Debt issuance costs of $25 million wergioally capitalized and are being amortized toregé expense over the term of the Subordin
Notes 2009. As a result of amortization and deptirehases, the capitalized debt issuance costsherereduced to $4 million
December 31, 2005.

6% Convertible Subordinated Notes due 2010

In February 2000, the Company received $88lon of net proceeds, after transaction costsn a public offering of $863 million
aggregate principal amount of its 6% Convertible@dinated Notes due 2010 ("Subordinated Notes'20TBe Subordinated Notes 2010 are
unsecured and subordinated to all existing anddutanior indebtedness of the Company. Interett®@Subordinated Notes 2010 accrues at
6% per year and is payable semi-annually in casiamch 15 and September 15 beginning SeptembetQf). The principal amount of the
Subordinated Notes 2010 will be due on March 13020

The Subordinated Notes 2010 may be conyénte shares of common stock of Level 3 Commuiteat Inc. at any time prior to the
close of business on the business day immediatelyeping maturity, unless previously redeemed,nd@ased or Level 3
Communications, Inc. has caused the conversionsrighexpire. The conversion rate is 7.416 shaeegach $1,000 principal amount of
Subordinated Notes 2010, subject to adjustmengitan events.

On or after March 18, 2003, Level 3, abitgion, may cause the conversion rights to expiegel 3 may exercise this option only if the
current market price exceeds approximately $18@8nHch represents 140% of the conversion pricejpfdeast 20 trading days within any
period of 30 consecutive trading days, including ltkst trading day of that period. As of Decembkr2D05, no debt had been converted into
shares of common stock. As of December 31, 20@&ahof $350 million aggregate principal amountleé Subordinated Notes 2010 had been
repurchased or exchanged for common stock.

Debt issue costs of $27 million were oradiy capitalized and are being amortized to inteeepense over the term of the Subordinated
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverbéeced to $6 million at December !
2005.

Commercial Mortgage:
GMAC

In June 2000, HQ Realty, Inc. (a wholly-@drsubsidiary of the Company) entered into a $1@dmfloating-rate loan ("GMAC
Mortgage") providing secured, non-recourse delfinence the Company's world headquarters.

On June 30, 2005, the GMAC Mortgage matamedi HQ Realty, Inc. repaid the outstanding balaricl16 million with $103 million in
cash and $13 million in restricted securities.
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CBRE

In the third quarter of 2005, the Compaagnpleted a refinancing of the mortgage on its cafmheadquarters. On September 27, 2005,
HQ Realty, Inc. entered into a $70 million loaraatinitial fixed rate of 6.86% through 2010, théicipated repayment date, as defined in the
loan agreement ("CBRE Commercial Mortgage™). Ag8L0 through maturity in 2015, the interest ratk adjust to the greater of 9.86% or-
five year U.S. Treasury rate plus 300 basis poki€3.Realty, Inc. received $66 million of net prode@fter transaction costs and deposited
$2 million into restricted cash accounts for futtaeility improvements and property taxes. HQ Redlc. is required to make interest only
payments in the first year with monthly principalypents beginning in the second year based onyg@&0amortization schedule.

Debt issuance costs of $1 million were tdizied and are being amortized as interest expevisethe term of the CBRE Commercial
Mortgage.

The assets of HQ Realty Inc. are not abkel#o satisfy any third party obligations otheaiithose of HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otla@rHQQ) Realty, Inc. are not available to satisfydbbgations of HQ Realty, Inc.

Genuity Capital Lease Obligations

As part of the Genuity transaction thaseld on February 4, 2003, the Company assumedrcedpital lease obligations of Genuity for
operating equipment. The Company used a 15% discatento present value the minimum lease paymespsesenting the effective interest
rate that could be obtained by the Company fomalai agreement, resulting in a capital lease albiig of $309 million. The capital lease
agreements also contained provisions whereby L2wals required to purchase approximately $30 milibO&M services and network
capacity ratably over the lease term, which wecended as prepaid assets (recognized as costefuewver the term of the agreement) and
other current and noncurrent liabilities.

On April 6, 2004, a bankruptcy court apm@o\a settlement agreement between the Company llegiahce Telecom, Inc. ("Allegiance”).
The agreement terminates a mykiar lease which was one of the capital lease afidigs assumed in the Genuity acquisition in 208&dbec
above, whereby the Company was obligated to leggmzaimately 470,000 managed modem ports from Adlece. The Company paid
approximately $54 million and assumed Allegiano&gations under an agreement with KMC Telecor, to extinguish the capital lease
obligation and recognized a gain of $147 milliontbe transaction during the second quarter of 2004.

The future minimum lease payments undec#ygtal lease obligations as of December 31, 26Rduding the O&M and network capac
obligations were adjusted based upon the Allegiaetiiement and the remaining capital lease olidigatas $24 million at December 31,
2004. The remaining obligations under the cap@até agreement were paid in 2005.

Junior Convertible Subordinated Notes

In July 2002, the Company sold $500 millagregate principal amount of its 9% Junior Cotiblker Subordinated Notes due 2012 to
entities controlled by three institutions: Longl&&rtners Funds, Berkshire Hathaway, Inc., and IMagsgon, Inc. The notes, which had a 10-
year maturity, paid 9% cash interest annually, pleyguarterly beginning October 15, 2002. The natese convertible, ¢
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the option of the holders, into Level 3 common ktatany time at a conversion price of $3.41 (st certain customary adjustments). The
notes were convertible at the Company's optiondéotovertible preferred stock under certain condiiand circumstances. The convertible
notes ranked junior to substantially all of the &e® Communications, Inc.'s outstanding indebteslnes

In January 2003 and April 2003, an aggregat$43 million principal amount of the Junior @ertible Subordinated Notes were conve
into approximately 13 million shares of Level 3 aoon stock. Pursuant to the original conversion getime holder received 293.255 shares of
Level 3 common stock for each $1,000 principal ant@if notes converted. The debt was converted pntso the original conversion terms;
therefore, no gain or loss was recognized on #iestaction.

In June 2003, the remaining $457 milliog@gate principal amount of the Company's 9% Jubanvertible Subordinated Notes due
2012 were converted into approximately 161 millgtrares of Level 3 common stock with a market valuegpproximately $1.135 billion. The
market value of securities issuable pursuant tgireal conversion privileges on the conversion deds approximately $945 million. Therefore,
pursuant to the provisions of SFAS No. 84, debtvegsion expense of $190 million was recorded instheond quarter of 2003. Approximately
$7 million of foregone accrued interest throughdhge of the conversion was credited to additipaéd-in capital. In addition, approximately
$10 million of unamortized debt issuance costs wb@rged to additional paid-in capital as a resithe conversion to common stock. The
total increase in common stock as a result ofdbis/ersion and related debt conversion expense$6¢kemillion.

Future Debt Maturities:

Scheduled maturities of long-term debt @unding as of December 31, 2005 are as follows(ilions): 2006—$0; 2007—$1 million;
2008—%$1,290 million; 2009—$363 million, 2010—$1,66@lion and $2,707 million thereafter. These mdtes do not reflect the debt
exchange transaction completed in January 2006relieertain notes maturing in 2008 were excharigedash and a new series of notes
maturing in 2010 (See Note 22).

(15) Asset Retirement Obligations

In June 2001, the FASB approved SFAS N8. 8#AS No. 143 establishes accounting standarded¢ognition and measurement of a
liability for an asset retirement obligation aneé tssociated asset retirement cost. The fair wdladiability for an asset retirement obligatia
to be recognized in the period in which it is ineaif a reasonable estimate of fair value can bhdenThe associated retirement costs are
capitalized and included as part of the carryinge®f the long-lived asset and amortized overugeful life of the asset. SFAS No. 143 was
effective for the Company beginning on JanuaryQD3 The Company's coal mining business had prelyiaccrued, as a component of cost
of revenue, an estimate of future reclamation lighiThe reclamation liability is included in nomcent liabilities on the consolidated balance
sheets. The net effect of the adoption of SFASIM8. to the Company's coal mining business as afatgri, 2003 was a decrease in
noncurrent liabilities of approximately $5 milligwhich is being amortized to expense) and wasctfteas a cumulative-effect adjustment in
the 2003 consolidated statement of operations.

The communications business has enteredertain colocation and office space leases wlydtéb required upon termination of the
lease, to remove the leasehold improvements anthréte leased space to its original condition. Toeenpany has also entered into right-of-
way agreements for
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its intercity and metropolitan networks that magjuiee the removal of the conduit upon terminatiéthe agreement. Upon adoption of this
standard on January 1, 2003, the Company alsodedabligations and corresponding assets of appetely $31 million for these lease and
right—of-way agreements.

Asset retirement obligation accretion exggeaf $13 million, $11 million and $12 million wescorded during the years ended
December 31, 2005, 2004 and 2003, respectivelyltieg in total asset retirement obligations, irdihg reclamation costs for the coal busin
of $181 million, $138 million and $127 million ateBember 31, 2005, 2004 and 2003, respectivelyidtakasset retirement obligation as of
December 31, 2005 includes WilTel's asset retirarabligation of $35 million.

Expense of $10 million related to the cominations business was recorded in selling, germ@ladministrative expenses on the
consolidated statement of operations for the yadee December 31, 2005. Expense of $3 million edléd the Company's coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @fkrember 31, 2005. In addition, the ¢
mining business incurred $3 million of additionatlamation liabilities and incurred costs for wpeeformed on asset retirement obligation
$2 million.

Expense of $7 million related to the comimations business was recorded in selling, germraladministrative expenses on the
consolidated statement of operations for the yadee December 31, 2004. Expense of $4 million edléd the Company's coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @fkrember 31, 2004. In addition, the ¢
mining business incurred $4 million of additionatlamation liabilities and incurred costs for wpeeformed on asset retirement obligation
$1 million.

Expense of $8 million related to the commations business was recorded in selling, germrdladministrative expenses on the
consolidated statement of operations for the yadee December 31, 2003. Expense of $4 million edléd the Company's coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @mkrember 31, 2003. This was partially
offset by $1 million of gains recognized on settigrnof obligations attributable to the use of intdresources rather than third parties to
perform reclamation work. In addition, the coal mmbusiness incurred $3 million of additional mrolation liabilities and incurred costs for
work performed on asset retirement obligations2frilion.

The Company had noncurrent restricted casipproximately $56 million and $52 million seidesto fund the reclamation liabilities at
December 31, 2005 and 2004, respectively.

(16) Employee Benefit Plans

The Company adopted the recognition promsiof SFAS No. 123 in 1998. Under SFAS No. 128 f#ir value of an option or other
stock-based compensation (as computed in accordaetitaccepted option valuation models) on the déigrant is amortized over the vesting
periods of the options in accordance with FASBrmtetation 28, "Accounting for Stock AppreciatioigRts and Other Variable Stock Option
or Award Plans." Although the recognition of théueof the instruments results in compensationrofgssional expenses in an entity's
financial statements, the expense differs fromothenpensation and professional expenses in teaetbharges may not be settled in cash, but
rather, are generally settled through issuancewingon stock.

F-54




The adoption of SFAS No. 123 has resultethaterial norcash charges to operations since its adoption98,18nd the adoption of SF/
No. 123R will continue to result in material r-cash charges to operations in the future. The atmfithe non-cash charges will be dependent
upon a number of factors, including the numberrahgs, the fair value of each grant estimatedetithe of its award and the number of grants
that ultimately vest.

The Company recognized in the consolidatattment of operations a total of $57 million, $4iion and $86 million of non-cash
compensation in 2005, 2004 and 2003, respectietjuded in discontinued operations is non-cashpmsation expense of $2 million,
$2 million and $4 million in 2005, 2004 and 2008spectively. In addition, the Company capitaliz&ch$llion, $2 million and $4 million in
2005, 2004 and 2003, respectively, of non-cash emsgttion for those employees and contractors Hirestolved in the construction of the
network, installation of customers or developmdrthe business support systems.

The following table summarizes non-cash pensation expense and capitalized non-cash compeEngar the three years ended
December 31, 2005.

(dollars in millions) 2005 2004 2003
Warrants $ — 3 — 3 9
0SO 18 16 30
C-0sO — 1 i3
Restricted Stoc 19 4 2
Shareworks Match Ple 2 4 8
401(k) Discretionary Grant Ple 5 11
401(k) Match Expens 15 18 15
59 48 90
Capitalized Noncash Compensat ()] 2 (@)
57 46 86
Discontinued Operatio—(i)Structure 2 2 (4)

$ 55 § 4 % 82

Non-qualified Stock Options and Warrants

During the second quarter of 2004, the Camydssued approximately 374,000 warrants to aultarg as payment for future consulting
financial advisory services. The warrants allowdbasultant to purchase common stock at $4.00hmes The warrants vested equally in
quarterly installments over twelve months. The aats expire on April 1, 2011. The Company recoigsd than $1 million of expense during
2004 for these warrants. As of December 31, 208k warrants were fully expensed. Pursuant teethgant accounting guidance, the fair
value of these warrants is determined on theiraetsye vesting dates. At December 31, 2004, threvidue of the warrants was $1 million and
was calculated using the Black-Scholes valuatiodehwith a risk free interest rate of 3.82%, anieatpn date of April 1, 2011, and a
volatility rate of 75% over the term.

During the first quarter of 2003, the Compéssued approximately 684,000 fully vested wasaa a consultant as payment primarily for
acquisition-related consulting services. The wasafiow the
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consultant to purchase common stock at $4.90 meesiihe warrants were fully vested at issuancenalhéxpire on January 1, 2013. The
Company recorded approximately $1 million of exmedsring 2003 for these warrants. The fair valuthefwarrants at the time they vested
was approximately $1 million and was calculateshgghe Black-Scholes valuation model with a risglefinterest rate of 4.12%, an expiration
date of January 1, 2013, and a volatility rate @o/over the term.

In March 2003, the Company issued approteéigel.7 million warrants to a consultant as payhfenfuture consulting financial advisory
services. The warrants allow the consultant to lpase common stock at $5.16 per share. The wawastsd equally in quarterly installments
over twelve months. The warrants expire March 31,02 The Company recorded less than $1 million$gédhillion of expense during 2004
and 2003, respectively, for these warrants. Thevidue of these warrants when they became fulsfacewas approximately $6 million and
was calculated using the Black-Scholes valuatiodehwith a risk free interest rate of 3.6%, an exjgon date of March 31, 2010, and a
volatility rate of 75% over the term.

As of December 31, 2005, there were appreaieély 14.8 million warrants outstanding rangingiites from $4.00 to $60.06. Of these
warrants, all were exercisable at December 31, 2dtffba weighted average exercise price of $7.95\zarant.

The Company has not granted NQSOs sinc8. 200 0f December 31, 2005, all NQSOs previousinted were fully vested and
expensed.
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Transactions involving NQSOs granted ararsarized as follows:

Balance December 31, 20
Options grante:
Options cancelle
Options exercise

Balance December 31, 20
Options grante:
Options cancelle
Options exercise

Balance December 31, 20
Options grante:
Options cancelle:
Options exercise
Options expire(

Balance December 31, 20

Options exercisable
December 31, 200
December 31, 200
December 31, 200

Exercise Price

Weighted
Average

Units Per Unit Exercise Price
9,795,23I $.12- $84.7¢ 6.6(
(352,719 6.50- 42.0C 24.7¢
(521,15) 1.76- 6.5C 5.4¢
8,921,36: JA12- 84.7¢ 5.9t
(361,500 5.43- 84.7¢ 15.7(¢
8,559,86: A2- 21.6¢€ 5.8t
(606,15() 5.43- 8.0C 11.3¢
(61,169 0.12- 0.1z 0.1
(1,746,500 4.04- 21.6¢ 6.3€
6,146,041 $1.76- $8.0C 5.7t
8,921,36: $.12- $84.7! 5.9t
8,559,86: A12- 21.6¢ 5.8t
6,146,041 $1.76- $8.0( 5.7t

Options Outstanding
and Exercisable

Weighted
Number Average
Outstanding Remaining Weighted
as of Life Average
Range of Exercise Prices 12/31/05 (years) Exercise Price
$1.76- 1.76 4,04¢ 2.3C 1.7¢
4.04-5.43 4,600,07! 1.64 5.3¢
6.20- 8.00 1,541,92! 2.0€ 6.92
6,146,041 1.7 $ 5.7t

Outperform Stock Option Plan

In April 1998, the Company adopted an otftpen stock option ("OSO") program that was des@jse that the Company's stockholders
would receive a market return on their investmexfible OSO holders receive any return on their otidhe Company believes that the OSO
program aligns directly management's and stockhsligerests by basing stock option value on thm@any's ability to outperform the
market in general, as measured by the Standardo&P@ES&P") 500 Index. Participants in the OSOgraom do not realize any value from
awards unless the Company's common stock priceedotms the S&P 500 Index during the life of thargr When the stock price gain is
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greater than the corresponding gain on the S&PIB@&X (or less than the corresponding loss on &R Bdex), the value received for awards
under the OSO plan is based on a formula involeimgultiplier related to the level by which the Cang's common stock outperforms the
S&P 500 Index. To the extent that Level 3's commsimek outperforms the S&P 500 Index, the value 08 to a holder may exceed the value
of nonqualified stock options.

In August 2002, the Company modified theQO®ogram to target that no more than 25% of L&&ebutperformance was delivered to
employee-owners, and that the exercise of pasfuance OSO grants does not exceed shares resawessfiance under the Company's 1995
Stock Plan, as amended. The following modificatj@ifecting August 19, 2002 and later grants, weagle to the Plan:

. OSO targets are communicated in terms of numb@Ss rather than a theoretical dollar value.
. The success multiplier was reduced from eight tw.1
. Awards will vest over 2 years and have-year life. Fifty percent of the award will vesttae end of the first year after gra

with the remaining 50% vesting over the second Y&215% per quarter).
The mechanics for determining the fair eaddi an individual OSO are described below:

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustedt tine (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 value of@ISO increases for increasing levels of outperfolraa®SOs granted prior to August 19, 2002
have a multiplier range from zero to eight depegdipon the performance of Level 3 common stockixado the S&P 500 Index as shown in
the following table. OSOs granted August 19, 2002 later have a multiplier range from zero to fdapending upon the performance of Le
3 common stock relative to the S&P 500 Index asvshion the following table.

Then the Pre-multiplier Gain Is
Multiplied by a Success Multiplier of:

If Level 3 Stock
Outperforms the

S&P 500 Index by: Pre August 19, 2002 Grantt August 19, 2002 and Later Grants
0% or Les: 0.00 0.00
More than 0% but Less Outperformance percentage Outperformance percentage
than 11% multiplied by®/ 11 multiplied by*/ 11
11% or More 8.00 4.00

The Pre-multiplier gain is the Level 3 coomrstock price minus the Adjusted Strike Pricelundate 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 Le
3 common stock as of the day prior to the exerdége, less the Adjusted Strike Price, the "Exer€Cigasideration”. The Exercise Considera
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
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grantee is determined by dividing the Exercise @mration to be paid in Level 3 common stock by Fla@r Market Value of a share of Level 3
Common stock as of the date prior to the exercige.d~air Market Value is defined in the OSO agremtybut is currently the closing price per
share of Level 3 common stock on the NASDAQ exclkang

OSO awards are granted quarterly to ekgarticipants.

Awards granted prior to August 19, 2002twe®qual quarterly installments over two yeard have a four-year life. OSOs granted
between March 1, 2001 and August 18, 2002 are isadrle immediately upon vesting and have a four-lisa

The fair value of the OSOs granted in 280& after was calculated by applying a modifiedcBi&choles model with the assumptions
identified below. The Company uses a modified Bi&ckoles model due to the additional variablesireduo calculate the impact of the
success multiplier of the OSO program.

Year Ended December 31,

2005 2004 2003

S&P 500 Expected Divider

Yield Rate 1.9% 1.5% 1.51%

Expected Life 2 year 2 year: 2 year:
S&P 500 Expected Volatilit

Rate 13% 15% 25%
Level 3 Common Stoc

Expected Volatility Ratt 55% 56% 80%
Expected S&P 50

Correlation Facto .3C A6 46
Calculated Theoretici

Value 11€% 12(% 15€%

The fair value of each OSO grant equalstieulated theoretical value multiplied by the &8 common stock price on the day prior to
the grant date.

As part of a comprehensive review of itsgdgerm compensation program, the Company temppsarspended awards of OSOs in
April 2005. During the second quarter of 2005, @empany granted participants in the plan restristedk units, discussed below.

Beginning in the third quarter 2005, thar@any issued both restricted stock units and OSQm# of its long-term compensation
program. The Company plans to make annual gramesstriicted stock units that vest ratably over fpears and plans to make quarterly OSO
grants to employees that have similar terms aet$30s granted in the first quarter of 2005.

The fair value under SFAS No. 123 for thpraximately 6 million, 5 million and 2 million OSCawarded to participants during the year
ended December 31, 2005, 2004 and 2003, respagctivas approximately $18 million, $22 million ana8@million, respectively. As of
December 31, 2005, the Company had not reflectadif®n of unamortized compensation expense irfintancial statements for previously
granted OSOs.
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Transactions involving OSOs awarded arersarized in the table below. The Option Price Peit idientified in the table below
represents the initial strike price, as determimedhe day prior to the OSO grant date.

Weighted
Option Price Average
Units Per Unit Option Price

Balance December 31, 20 24,497,05 $ 2.45-$113.8 $ 21.1¢
Options grante: 2,165,22. 4.90- 6.6¢ 5.4¢
Options cancelle (172,88)) 2.45- 113.8 4.8t
Options expiret (3,374,39) 3.02- 113.8° 56.9:
Options exercise (1,631,58) 2.45- 5.5¢ 4.1z
Balance December 31, 20 21,483,41 2.45- 113.8 15.3¢
Options grante: 5,394,05 2.59- 5.7( 3.3¢€
Options cancelle (211,87¢) 2.45- 113.8 4.8(
Options expirec (4,873,81) 3.02- 113.8 41.9¢
Options exercise (430,25¢) 2.45- 5.5¢ 3.6
Balance December 31, 20 21,361,52 2.45- 253 6.61
Options grante: 5,859,06! 2.03- 3.3¢ 2.61
Options cancelle (1,048,49) 2.03- 25.3: 3.0C
Options expire( (11,841,49) 2.59- 25.3: 8.91
Options exercise (84,629 2.45- 3.0: 2.8¢
Balance December 31, 20 14,24597  $ 2.03- $6.6¢ $ 3.3¢

Options exercisable

December 31, 200 18,948,04 $ 2.45-$113.8 $ 16.5¢
December 31, 200 15,507,84 2.45- 25.3: 7.7
December 31, 200 8,453,291 $ 259- $6.6¢ $ 3.8¢
0OSOs Outstanding OSOs Exercisable
at December 31, 2005 at December 31, 2005
Weighted
Average Weighted Weighted
Number Remaining Life Average Number Average
Range of Exercise Price Outstanding (years) Option Price Exercisable Option Price
$2.03- $3.02 7,369,74 251 $ 2.5C 3,039,85! $ 2.8¢
3.39- 4.90 5,013,15. 2.41 3.6¢ 3,550,36 3.7¢
5.16- 6.66 1,863,07: 1.5C 5.72 1,863,07: 5.72
14,245,97 234 $ 3.3t 8,453,29 $ 3.8¢

At December 31, 2005, based on the LexseiBmon stock price and posidltiplier values, the Company was not obligatetssue share
for vested and exercisable OSOs as the percemagsase in the S&P 500 Index exceeded the peraeittaggase in the Level 3 stock price
all grants.

In July 2000, the Company adopted a coiblerbutperform stock option program, ("C-OSO")aasextension of the existing OSO plan.
The program was a component of the Company's oggoin
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employee retention efforts and offered similar deas$ to those of an OSO, but provided an employtetie greater of the value of a single
share of the Company's common stock at exercigbearalculated OSO value of a single OSO at the tif exercise.

C-0OSO0 awards were made to eligible emplsyaployed on the date of the grant. The awards wede in September 2000,
December 2000, and September 2001. The awardsedran2000 vested over three years as folldws:of each grant at the end of the first

year, a furthe?/ s at the end of the second year and the remafisgn the third year. The September 2001 awards vestedual quarterly
installments over three years. Each award was inatedg exercisable upon vesting. Awards expired f@ars from the date of the grant.

As of December 31, 2005, the Company hg &mnortized the compensation expense in its firstatements for C-OSOs awarded in
2000 and 2001. The final series of C-OSOs gramtertployees expired in 2005. There are no C-OS® onistanding at December 31, 2005.

Transactions involving C-OSOs are summarltzelow:

Weighted
Option Price Average
Units Per Unit Option Price

Balance December 31, 20 4,999,98° $ 3.82-$87.20 $ 17.4¢
Options cancelle (120,01Y) 3.82- 87.2 12.3¢
Options expirec (35,929 3.82- 87.2 19.1%
Options exercise (779,359 3.82- 87.2! 29.1¢
Balance December 31, 20 4,064,68: 3.82- 87.2 15.3¢
Options cancelle (24,029 3.82- 87.2% 3.82
Options expirec (101,099 3.82- 87.2¢ 33.3¢
Options exercise (1,162,77) 3.82- 87.2% 41.6
Balance December 31, 20 2,776,77! 3.82 3.82
Options cancelle — — —
Options expire( (137,98() 3.82 3.82
Options exercise (2,638,79) 3.82 3.82
Balance December 31, 20 — 3 382 % 3.82

| | ]

Options exercisable
December 31, 200 3,469,14. $ 3.82-$87.2: $ 17.31
December 31, 200 2,776,77 3.82 3.8z
December 31, 200 — — —

Restricted Stock and Units

In 2005, 2004 and 2003, approximately 24,800, 776,000 and 670,000 shares, respectivehgstificted stock or restricted stock units
were awarded to employees and non-employee merobtite Board of Directors. The restricted stockisiaind shares were granted to the
recipients at no cost. Restrictions on transfesdapver one to four year periods. The fair valueesfricted stock units and shares awarded in
2005, 2004 and 2003 of $50 million, $2 million e million, respectively, was calculated using ¥h&ie of the Level 3 common stock the
day prior to the award and is being
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amortized over the restriction lapse periods ofavards in accordance with FIN 28, "Accounting$tock Appreciation Rights and Other
Variable Stock Option or Award Plans”. As of Dec&mB1, 2005, the Company had not reflected $29anitbf unamortized compensation
expense in its financial statements for the restistock units and shares previously granted.

Shareworks and 401(k) Plans

Level 3 has designed its compensation aragrwith particular emphasis on equity-based irieemrograms. The Company had
developed two plans under its Shareworks prograenMatch Plan and the Grant Plan. In December 260#der to provide employees
opportunities to diversify their investments in Gmamy-sponsored savings and retirement plans, thgp@oy decided to enhance the 401(k)
plan by introducing a Company match on employeérifnrions. At the same time the Company determihed, effective January 1, 2003,
Shareworks Match Plan would be discontinued andtieeworks Grant Plan would be rolled into the(kpglan.

Match Plan— The Match Plan was suspended on January 1, 20i@8 t®this date, the Match Plan allowed eligibfeptoyees to defer
between 1% and 7% of their eligible compensatiopuichase Level 3 common stock at the average stock for the quarter. Full time
employees of the communications business and nenfairmation services businesses were considdigitile on the first day of the calendar
guarter after their hire. The Company matched biages purchased by the employee on a one-for-ais. [&tock purchased with payroll
deductions was fully vested. Stock purchased vighGompany's matching contributions vested threesyafter the end of the quarter in which
it was made. Effective January 1, 2003, past doutions to the Match Plan continued to vest, howethere will be no further contributions to
the Plan by employees or the Company.

The Company's quarterly matching contrifiutivas amortized to compensation expense overasténg period of 36 months.

As of December 31, 2005 the Company hdg arhortized to compensation expense the valubefrtatching contributions and all
matching contributions were fully vested. During econd quarter of 2005, the Company reversedl$8mof non-cash expense in Europe
attributable to the discontinuance of certain ggodmpensation programs.

Grant Plan— The Grant Plan enabled the Company to grant stedilesvel 3 common stock to eligible employees & th
Communications business and certain informationises businesses based upon a percentage of tHeyemg eligible salary up to a
maximum of 5%. Level 3 employees employed on De@rlh of each year, who were age 21 or older witiiramum of 1,000 hours credit:
service were considered eligible. The shares gilantre valued at the fair market value as of teebasiness day of the calendar year. All
prior and future grants vested immediately uponetimployee's third anniversary of joining the Shamés Plan. All prior grants for active
employees were vested as of January 1, 2003 areltvegisferred into the 401(k) plan. As discussddvibethe Company made discretionary
contributions into the 401(k) plan for each of theee years ended December 31, 2005. Certain foreibsidiaries of the information services
business received cash payments in lieu of Lewell8mon stock due to regulatory restrictions.

401(k) Plan—The Company and its subsidiaries offer their digaliemployees the opportunity to participate ohefined contribution
retirement plan qualifying under the provisionsSefction 401(k) of the Internal Revenue Code. Eacpl@yee was eligible to contribute, on a
tax deferred basis, a
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portion of annual earnings generally not to excgbl000 in 2005. Effective January 1, 2003, the gamy began matching 100% of employee
contributions up to 7% of eligible earnings or apgible regulatory limits for employees of the conmications businesses in the form of Level
3 common stock.

Software Spectrum historically matched 25%mployee contributions up to 6% of eligible eags or applicable regulatory limits; such
matching contributions were in cash. In April 20&84ftware Spectrum increased this match to 50%mi@yee contributions up to 6% of
eligible earnings or applicable regulatory limitedleamended its 401(k) plan to provide for the matticontribution to be made in the form of
Level 3 common stock as described in the followpagagraph. In November 2004, the Company merge8dftevare Spectrum 401(k) plan
into the Company's 401(k) plan; however, the emglaogatch was not changed for Software Spectrumayeps.

The Company's matching contributions areenaith Level 3 common stock based on the closiogksprice on each pay date. The
employees are able to diversify the Company madcitribution as soon as it is made, even if theynatefully vested. The Company's
matching contributions will be fully vested upomualetion of three years of service. For the yeaeenDecember 31, 2005, 2004 and 2003,
the Company recorded as expense $15 million, $1®mand $15 million, respectively, relative to¥®) plan matching contributions made
employees.

The Company made a discretionary contrilouto the 401(k) plan in Level 3 common stock for years ended December 31, 2005, 2004
and 2003 equal to three percent, two percent angercent of eligible employees' eligible earniegsh year, respectively. The 2005 depo:
expected to be made into the employees' p Plaewell3 common stock as of December 31, 2004 anémeer 31, 2003, equal to two and
three percent of eligible employees' 2004 and 20i@g#ble earnings, respectively. The deposits weagle into the employees' 401(k) accounts
during the first quarter of the subsequent yeavel 8 recorded an expense of $9 million, $7 milliand $11 million attributable to the year's
contribution in 2005, 2004 and 2003, respectively.

(17) Income Taxes

An analysis of the income tax benefit (psdan) attributable to loss from continuing opevas before income taxes for the three years
ended December 31, 2005 follows:

2005 2004 2003

(dollars in millions)

Current:

United States Feder $ — 8 —  $ —
State — Q) (7)
Foreign (8 (5) —
_ _ ®) () (7)

Deferred, net of changes in valuation allowan
United States Feder — — 57
State — — —
Foreign — — —
— — 57
Income Tax Benefit (Provisior $ 8 $ 6 $ 50
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During 2003, the Internal Revenue Servimapleted an audit of the Company's 1996 and 198ré& tax returns. The resolution of these
federal tax audits and other state tax issues pitinalated to its coal mining operations resultedhe Company reducing its deferred tax
liabilities and recording an income tax benefi$60 million in 2003.

The United States and foreign componentsess from continuing operations before income saodlows:

2005 2004 2003

(dollars in millions)

United State: $ (709 $ (279 $ (579
Foreign 24 (17¢) (182

$ (679 $ (452 $ (759

A reconciliation of the actual income taenkefit (provision) and the tax computed by applyimg U.S. federal rate (35%) to the loss from
continuing operations, before income taxes forttinee years ended December 31, 2005 follows:

2005 2004 2003

(dollars in millions)

Computed Tax Benefit at Statutory R $ 23t $ 15¢ $ 264
State Income Tax Bene 22 15 18
Stock Option Plan Exercisi 3 (29 —
Taxes on Extinguishments of Convertible D — Q) (68)
Other (6) 33 51
Excess Book Net Operating Los: (259) (192) (215)
Income Tax Benefit (Provisior $ 8 $ 6 $ 50
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The components of the net deferred taxtagkabilities) for the years ended December IM3and 2004 were as follows and are
included in Other Liabilities on the consolidatealance sheets:

2005 2004

(dollars in millions)

Deferred Tax Asset:

Fixed asset $ 79C % 80z
Accrued payroll and related benel 29¢€ 29¢
Investment in securitie 26 28
Accrued liabilities and deferred reven — 18
Investment in joint venture 82 83
Unutilized tax net operating loss 2,24¢ 1,84
Other assets or liabilitie 45 53
Total Deferred Tax Asse 3,48¢ 3,12
Deferred Tax Liabilities
Accrued liabilities and deferred reven (207) —
Total Deferred Tax Liabilitie (207 —
Net Deferred Tax Assets before valuation allowe 3,381 3,12

Valuation Allowance Component

Net Deferred Tax Asse (3,306€) (3,047
Stockholders' Equity (primarily tax benefit fromtam exercises (75) (75)
Net Nor-Current Deferred Tax Assets after Valuation Allowa $ — —

Deferred income taxes are provided fortémeporary differences between the financial repgréind tax basis of the Company's assets ant
liabilities using enacted tax rates in effect tog yyear in which the differences are expectedverse. Net operating losses not utilized can be
carried forward for 20 years to offset future tadeabcome. A valuation allowance has been recoedginst deferred tax assets, as the
Company is unable to conclude under relevant adoaystandards that it is more likely than not theterred tax assets will be realizable. The
ultimate realization of deferred tax assets is ddpat upon the generation of future taxable incdoméng the periods in which those tempor
differences become deductible. The Company corsitherscheduled reversal of deferred tax liabdljtfgojected future taxable income and
planning strategies in making this assessment.

For federal income tax reporting purposies,Company has approximately $5.9 billion of ne¢mting loss carryforwards, net of previous
carrybacks, available to offset future federal tdaa
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income. The net operating loss carryforwards exhireugh 2025 and are subject to examination byakeauthorities. The U.S. net operating
loss carryforwards expire as follows (dollars iflions):

Expiring December 31 Amount
2018 $ 3
2019 2
2020 66C
2021 97¢
2022 1,28i
2023 1,001
2024 96¢
2025 1,02¢
$ 5,924
I

In addition, the Company has approxima$319 million of net operating loss carryforwards foreign locations, the majority of which
have no expiration period.

The Internal Revenue Code contains prorssishich may limit the net operating loss carryfards available to be used in any given year
upon the occurrence of certain events, includiggiicant changes in ownership interests. The Caompioes not believe its net operating loss
carryforwards will be limited in 2006 or thereaftbased on information available at the time of filing.

As of December 31, 2005, the Company haslawts to repatriate undistributed earnings ofifpresubsidiaries as any earnings are dee
necessary to fund ongoing European operations kamied expansion. Undistributed earnings of foraiginsidiaries that are permanently
invested, and for which no deferred taxes have peevided, amounted to approximately $24 millio @ero as of December 31, 2005 and
2004, respectively.

(18) Stockholders' Equity

During 2004, the Company's stockholders@gx a proposal at the Company's 2004 annual ngefeti the reservation of an additional
80 million shares of common stock under the Com[gat§95 Stock Plan.

During 2003, the Company issued approxip&#6 million shares in exchange for approximatgly007 billion aggregate principal
amount of long-term debt (See Note 14).

The Level 3 1995 Stock Plan permits optiotders to tender shares to the Company to cogenie taxes due on option exercises.
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Issuances of common stock, for sales, asitves, option exercises and acquisitions for kineet years ended December 31, 2005 are
shown below.

Outstanding
Common Shares

December 31, 200 443,556,86
Option, Shareworks and 401(k) Activi 14,021,13
Debt for Equity Exchanges and Conversi 42,464,77
Conversion of 9% Junior Convertible Subordinatedes 173,611,06
Telverse Communications, Inc. Acquisiti 4,174,80!

December 31, 200 677,828,63
Option, Shareworks and 401(k) Activi 8,668,08

December 31, 200 686,496,72
Option, Shareworks and 401 (k) Activi 16,271,09
WilTel Communications Group, LLC Acquisitio 115,000,00

December 31, 200 817,767,81

(19) Industry and Geographic Data

SFAS No. 131 "Disclosures about SegmentdEnterprise and Related Information” definegaiiey segments as components of an
enterprise for which separate financial informat®available and which is evaluated regularly tiy Company's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesaiments are managed separatel
represent separate strategic business units tleatdifferent products and serve different mark&tee Company's reportable segments include:
communications; information services (including t8@fre Spectrum); and coal mining (See Note 1). Ophienarily includes California Privat
Transportation Company, L.P., equity investments, @her corporate assets and overhead not atthleuto a specific segment.

Adjusted OIBDA, as defined by the Compatonsists of operating income (loss) before (1) éeiption and amortization expense,
(2) stock-based compensation expense includedmstlling, general and administrative expensesierconsolidated statements of operations
and (3) any non-cash impairment costs includediwithstructuring and impairment expenses all asrted on the consolidated statements of
operations. The Company excludes stock-based caapen due to the recording of non-cash compensatipense under the provisions of
SFAS No. 123. Adjusted OIBDA is an important pdrthee Company's internal reporting and is an inticaf profitability and operating
performance used by the chief operating decisiokemar decision making group to evaluate perforneeanad allocate resources. Itis a
commonly used indicator in the capital-intensivencaunications industry to analyze companies on #séslof operating performance over
time. Adjusted OIBDA is not intended to represeettincome or cash flow for the periods presentedpt calculated consistently with the
commonly used metric "EBITDA", and is not recogmizender generally accepted accounting principl€AEP") but is used by management
to assess segment results and allocate resources.
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The data presented in the following talmetudes information for the twelve months endea®weber 31, 2005, 2004 and 2003 for all
statement of operations and cash flow informati@sented, and as of December 31, 2005 and 20@d| tmellance sheet information presented.
Information related to the acquired businessesdlided from their respective acquisition datescdReie and the related expenses are attril
to countries based on where services are providéatmation for the years ended December 31, 2042003 have been revised due to
discontinued operations (See Note 3).

Industry and geographic segment financifdrimation follows. Certain prior year informatibas been reclassified to conform to the 2005
presentation.

Information Coal
Communications Services Mining Other Total

(dollars in millions)

2005
Revenue
North America $ 1,49 $ 1,16t 74 % — $ 2,73
Europe 14¢ 64¢ — — 79¢
Asia — 80 — — 8C
$ 1,64t $ 1,89¢ 74 3 — $ 3,61
I I ] L] I
Adjusted OIBDA:
North America $ 437 % 22 16 $ (3)
Europe 21 14 — —
Asia — 2 — —
$ 45¢ % 38 16 $ 3)
I I ] L]
Net Capital Expenditure:
North America $ 271 $ 5 2 % — 3 27¢
Europe 27 — — — 27
Asia — — — — —
$ 29¢ % 5 2 % — 3 30t
I I I | |
Depreciation and Amortizatiol
North America $ 56C $ 10 5 3 — % 57t
Europe 82 — — — 82
Asia — — — — —
$ 64z $ 10 5 % — $ 657
I I ] L] I
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2004
Revenue
North America $ 154¢ $ 1,16¢€ 91 $ — $ 2,80
Europe 13¢ 632 — — 771
Asia — 63 — — 63
$ 1,68t $ 1,861 91 $ — $ 3,631
I I I | |
Adjusted OIBDA:
North America $ 45¢ % 18 18 $ 1)
Europe 4 10 — —
Asia — 2 — —
$ 46 $ 30 18 $ (@)
I I ] L]



Net Capital Expenditure:
North America
Europe
Asia

Depreciation and Amortizatiol
North America
Europe
Asia

$ 24C % 13 2 $ — 3 242
30 — — — 3C
$ 27C % 13 2 $ — 3 275

$ 571 $ 10 $ 6 $ — 3 587
94 1 = — 95
$ 665 $ 1 $ 6 $ — $ 682
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2003

Revenue
North America $ 1,80¢ $ 1,282 $ 80 $ — $ 3,17
Europe 13€ — — 70¢
Asia 1 — — 72
$ 1947 % 1,92( % 80 $ — $ 3,94
| | | | |
Adjusted OIBDA:
North America $ 73C % $ 17 3 (5)
Europe 5 — —
Asia — — —
$ 735 % $ 17 $ 5)
| | | |
Net Capital Expenditure:
North America $ 13t $ $ 2 3 — 3 14C
Europe 13 — — 13
Asia — — — —
$ 151 % $ 2 $ — 3 15¢
| ] | | |
Depreciation and Amortizatiol
North America $ 708 $ $ 6 $ — 3 72z
Europe 87 — — aC
Asia — — — —
$ 79z $ $ 6 $ — 3 813
| | | | |
Information Coal
Communications Services Mining Other Total
(dollars in millions)
| dentifiable Assets
December 31, 200
North America $ 5,78 $ 581 $ 90 $ 857 $ 7,31
Europe 71€ — 34 94C
Asia — — 4 24
$ 6,501 $ 791 $ 9Q 3 89t $ 8,271
| ] | | |
December 31, 200
North America $ 490¢ $ 60C $ 84 $ 78 $ 6,37¢
Europe 90¢€ — 42 1,14«
Asia — — 8 22
$ 581t $ 81C $ 84 $ 83t $ 7,54/
| ] | | |
F-70
Long-Lived Assets (excluding Goodwill)
December 31, 200
North America $ 548: $ $ 75 $ — $ 5,63¢
Europe 69€ — — 697
Asia — — — 1
$ 6,17¢ $ $ 7% — $ 6,33
| | | | |
December 31, 200
North America $ 482 $ $ 66 $ — $  5,00¢



Europe 85¢ 1 — — 86(
Asia — — — — —

$ 5,68: $ 12¢ $ 66 $ — $ 5,86¢
| ] | | |
Goodwill
December 31, 200
North America $ 70 % 194 $ — $ — 3 264
Europe — — — — —
Asia — — — — —

$ 70 $ 194 $ — 3 — 3 264

December 31, 200

North America $ 71 3 20z $ — 3 — 3 27¢
Europe — — — — —
Asia — — — — —

$ 71 % 20z % — 3 — $ 27%

Communications revenue is grouped intogluaegories: 1) Core Services (including transaodt infrastructure services, IP & data
services, voice services and Vyvx services) 2) O8sevices (including managed modem and relatdgnazal compensation, DSL
aggregation, and Internet access services), aB83)Master Services Agreement. This revenue rampsiructure represents a change from
prior year presentations to reflect how the Comfsamanagement will invest and manage cash flowlsdrcommunications business going
forward. Management believes this new product grayp
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provides more meaningful information to the reaafethe financial statements because each of thenteygroups has different expectations
with respect to future revenue performance.

Services
SBC Master
Services
Core Other Agreement Total

(dollars in millions)

Communications Revenue

2005
North America $ 81 $ 655 % 25 $ 1,49¢
Europe 144 5 — 14¢
Other — — — —
$ 96z $ 65¢ $ 25 $ 1,64t
| | | |

2004
North America $ 664 $ 88z $ — $ 1,54¢
Europe 12¢ 10 — 13¢
Other — — — —
$ 792 $ 89z $ — $ 1,68t
| | | |

2003
North America $ 841 $ 967 $ — $ 1,80¢
Europe 12¢€ 12 — 13¢
Other — 1 — 1

Transport and Infrastructure includes $8(ion, $107 million and $344 million of terminat revenue for the year ended December 31,
2005, 2004 and 2003, respectively. IP & Data inetudil million, $5 million and $2 million of termitian revenue for the year ended
December 31, 2005, 2004 and 2003, respectively.

The majority of North American revenue dstssof services delivered within the United Stafd®e majority of European revenue cons
of services delivered within the United Kingdom higo includes France and Germany. Transoceansnteyvis allocated to Europe.
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The following information provides a recdiation of Net Income (Loss) to Adjusted OIBDA lpperating segment, as defined by the
Company, for the years ended December 31, 2005, 206 2003:

2005
Information
Communications Services Coal Mining Other
(dollars in millions)

Net Income (Loss $ (720) $ 69 $ 16 $ (3)
(Income) Loss from Discontinued Operatic — (49) — —
Income Tax Provisio 2 3 2 1
Total Other (Income) Expen: 474 1 (7 (@)
Operating Income (Los: (244) 24 11 ?3)
Non-Cash Impairment Char¢ 9 — — —
Depreciation and Amortization Exper 64z 10 5 —
Non-Cash Compensation Exper 51 4 — —
Adjusted OIBDA $ 45¢ % 38 $ 16 $ (©)]

I I | L]
2004

Information
Communications Services Coal Mining Other
(dollars in millions)

Net Income (Loss $ (509) $ 20 $ 11 $ 20
(Income) Loss from Discontinued Operatic — — — —
Income Tax Provisio — 5 1 —
Total Other (Income) Expen: 264 (7) — (21)
Operating Income (Los: (245) 18 12 2)
Depreciation and Amortization Exper 66& 11 6 —
Non-Cash Compensation Exper 43 1 — —
Adjusted OIBDA $ 46 % 30 $ 18 $ (€8]
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2003

Information
Communications Services Coal Mining Other

(dollars in millions)

Net Income (Loss $ (820) $ (33 $ 16 $ 12¢
(Income) Loss from Discontinued Operatic (12 24 — —
Cumulative Effect of Change in Accounting Princi — — 5) —
Income Tax Provision (Benefi — 1 — (51)
Total Other (Income) Expen: 697 2 — (80)
Operating Income (Lost (135) (20 11 5)
Depreciation and Amortization Exper 792 15 6 —
Non-Cash Compensation Exper 78 4 — —
Adjusted OIBDA $ 73t % 9 % 17 $ 5)

(20) Commitments, Contingencies and Other Items

In May 2001, Level 3 Communications, Iramd two of its subsidiaries were named as a defgnd®auer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 statexq fih the U.S. District Court for the Southern Bedtof lllinois. In
April 2002, the same plaintiffs filed a second mgatentical purported multi-state class actiorsiate court in Madison County, Illinois. In
July 2001, the Company was named as a defend&mtyile, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action
filed in the U.S. District Court for the Districf tdaho. In September 2002, Level 3 Communicatidh€; was named as a defendanSimith
et al v. Sprint Communications Company, L.P., etalpurported nationwide class action filed in lthéted States District Court for the
Northern District of lllinois. In April 2005, therSith plaintiffs filed a Fourth Amended Complaint iwh did not include Level 3 as a party, tt
ending Level 3's involvement in the Smith casd-ébruary 2005, Level 3 Communications, LLC was mdaeea defendant iMcDaniel, et.
al., v. Qwest Communications Corporation, et, @.purported class action covering 10 states fildle United States District Court for the
Northern District of lllinois. These actions invelthe Company's right to install its fiber optibkanetwork in easements and r-of-ways
crossing the plaintiffs' land. In general, the Camp obtained the rights to construct its netwodkfrrailroads, utilities, and others, and has
installed its network along the rights-of-way samped. Plaintiffs in the purported class actiorsedshat they are the owners of lands over
which the company's fiber optic cable network pasaad that the railroads, utilities, and otherg ghranted the Company the right to construct
and maintain its network did not have the legahatity to do so. The complaints seek damages awriseof trespass, unjust enrichment and
slander of title and property, as well as punitieenages. The Company has also received, and nthg fature receive, claims and demands
related to rights-of-way issues similar to the essin these cases that may be based on similéffenedt legal theories. To date, all adjudicated
attempts to have class action status granted opledmts filed against the Company or any of itssédiaries involving claims and demands
related to rights-of-way issues have been denied.

It is still too early for the Company taddh a conclusion as to the ultimate outcome ofetlaetions. However, management believes that
the Company and its subsidiaries have substarefandes
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to the claims asserted in all of these actions émdsimilar claims which may be named in the felfuand intends to defend them vigorously if
a satisfactory form of the settlement is not apptbv

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

Operating Leases

The Company is leasing rights-of-way, fitieib and other assets under various operating$eakich, in addition to rental payments, may
require payments for insurance, maintenance, ptpgexes and other executory costs related toghgel. Certain leases provide for adjustn
in lease cost based upon adjustments in the comqunoe index and increases in the landlord's memeant costs.

The rights-of-way agreements have variogsration dates through 2030. Payments under thigheof-way agreements were $30 milli
in 2005, $31 million in 2004 and $31 million in 200

The Company has obligations under non-dabtzoperating leases for certain colocation dfideofacilities, including lease obligations
for which facility related restructuring chargevbdeen recorded. The lease agreements have vaspuration dates through 2082. Rent
expense, including common area maintenance, urmfecancelable lease agreements was $78 millio0®% 2591 million in 2004 and
$100 million in 2003.

For those leases involving communicationis@ation and right-of-way agreements, the Compatticipates that it will renew these leases
under option provisions contained in the leaseegents given the significant cost to relocate tben@any's network and other facilities.

Future minimum payments, including commogaanaintenance, for the next five years undettdiway agreements and naancelable
operating leases consist of the following at Decen®i, 2005 (dollars in millions):

Right-of-Way Other
Agreements Facilities Assets Total
2006 $ 45 $ 101 $ 2 $ 14¢
2007 45 97 2 144
2008 43 88 5 13€
2009 44 75 — 11¢
2010 43 66 — 10¢
Thereaftel 66¢ 357 — 1,02t
Total $ 88t $ 784 % 9 $ 1,681

It is customary in Level 3's industrieaus® various financial instruments in the normalrsewf business. These instruments include i
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh 2iccordance with specified terms and
conditions. As of December 31, 2005 and 2004, L&vehd outstanding letters of credit of approxirtya$d.9 million and $26 million,
respectively, which are collateralized by cash argdreflected on the consolidated
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balance sheet as restricted cash. The Companyndbéslieve it is practicable to estimate the faitue of the letters of credit and does not
believe exposure to loss is likely nor material.

Other

Level 3 receives certain mine managemanicss from Peter Kiewit Sons', Inc. The expensdhiese services was $5 million for 2005,
$6 million for 2004 and $5 million for 2003, andrecorded in selling, general and administrativeemses. As of December 31, 2005 and 2
the Company owed less than $1 million and $1 mmlliespectively for fourth quarter mine managensentices.

For use in its business operations, the [@om owns leasehold interests in two corporateafirand since 1999 a 15% ownership interest
in an additional corporate aircraft, with the remiag 85% ownership interest held by a corporatiat ts controlled by Walter Scott, Jr., a
director of the Company. During 2005, in a negetiaransaction with an unrelated third party, tieen@any obtained a continuing 15%
ownership interest in a replacement corporateafirar exchange for its 15% ownership interesthia aircraft surrendered in the transaction
a payment of approximately $2 million. The remain85% ownership interest was obtained by the catpmr controlled by Mr. Scott, which
paid for its ownership interests separately intthasaction.

(21) Condensed Consolidating Financial Information

As discussed in Note 14, in October 20@8;dl 3 Financing issued $500 million 10.75% Sehiotes due in 2011. These notes are
unsecured obligations of Level 3 Financing, howethery are also jointly and severally and fully amdtonditionally guaranteed on an
unsecured senior basis by Level 3 Communicatiows,dnd Level 3 Communications, LLC (a wholly-owrsedbsidiary). The 10.75% Senior
Notes were registered with the Securities and BExgh&ommission in 200!

In conjunction with the registration of th@.75% Senior Notes, the accompanying condensesbtidating financial information has been
prepared and presented pursuant to SEC RegulafitoR@e 3-10 "Financial statements of guarantors affiliates whose securities
collateralize an issue registered or being regstérThis information is not intended to preset financial position, results of operations and
cash flows of the individual companies or groupsahpanies in accordance with generally accepteduenting principles.

Condensed Consolidating Statements of Qipesafor the years ended December 31, 2005, 26042603 follow. Level 3
Communications, LLC leases equipment and certaititfas from other wholly-owned subsidiaries ofued 3 Communications, Inc. These
transactions are eliminated in the consolidatedltesf the Company.
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Revenue

Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and Impairme
Charges

Total Costs and Expens
Operating Income (Los!

Other Income (Loss), ne
Interest Incom:
Interest Expens
Interest Income (Expens
Affiliates, net
Equity in Net Earning
(Losses) of Subsidiarie
Other Income (Expens

Other Income (Loss

Income (Loss) from Continuin
Operations Before Income Tay

Income Tax Expens

Income (Loss) from Continuing
Operations

Income (Loss) from
Discontinued Operatior

Net Income (Loss

Condensed Consolidating Statements of Operatior
For the year ended December 31, 2005

(unaudited)
Commanicatons, Financing, Communications,
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — $ — $ 1,457 $ 2,33¢ $ (176 $ 3,61:
— — 57¢ 1,821 (163 2,23:
— — 444 213 — 657
4 = 64C 282 (15 912
— — 21 2 — 23
4 — 1,68( 2,31¢ (A7€) 3,82¢
4) — (223) 15 — (212
19 1 11 4 — 35
(390) (139) — 7) — (530
784 527 (1,33¢) 25 — —
(1,04¢) (1,492) (1) — 2,541 —
1 — 12 15 — 28
(634 (1,097 (1,319 37 2,541 (467)
(63€) (1,09%) (1,537) 52 2,541 (679
— — — ®) — ©)
(636) (1,097%) (1,537%) 44 2,541 (687)
— 49 — — — 49
$ (636) $ (1,046 $ (1,537 $ 44 $ 2,541 $ (63€)
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Revenue

Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and Impairme
Charges

Total Costs and Expens
Operating Income (Los!

Other Income (Loss), ne
Interest Incom:
Interest Expens
Interest Income (Expens
Affiliates, net
Equity in Net Earning
(Losses) of Subsidiarie
Other Income (Expens

Other Income (Loss

Income (Loss) from Continuin
Operations Before Income Tay

Income Tax Expens

Income (Loss) from Continuing
Operations

Income (Loss) from
Discontinued Operatior

Net Income (Loss

Condensed Consolidating Statements of Operatior
For the year ended December 31, 2004

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

$ — $ — $ 151 $ 2,41t $ (292) $ 3,631
— — 692 1,79(C (274) 2,20¢

— — 427 256 — 682

7 — 681 277 (18) 947

— — 6 10 — 16

7 — 1,80z 2,33¢ (292) 3,85:

(7 — (28¢€) 79 — (216

— — 11 2 — 13

(405) (62) (23 (6) — (485)

80¢ 39¢€ (1,20€) 1 — —

(907) (1,249 (1) — 2,151 —

52 1 15C 33 — 23€

(452) (907) (1,059 30 2,151 (236

(45€) (907) (1,347 10¢ 2,151  (452)

— — — (6) — (6)

(45€) (907) (1,347 102 2,151  (45€)

$ (45¢) $ (907) $ (1,347 $ 103 $ 2,151 $ (45€)
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Condensed Consolidating Statements of Operatior
For the year ended December 31, 2003

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

Total Costs and Expens

Operating Income (Lost

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

Other Income (Loss

Income (Loss) from Continuin
Operations Before Income Tax

Income Tax Benefi

Income (Loss) from Continuing
Operations and Cumulative Effet
of Change in Accounting Princip
Income (Loss) from Discontinuec
Operations

Cumulative Effect of Change
Accounting Principle

Net Income (Loss $

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

— 3 — 3 1,767 $ 2,511 % (33)$ 3,947
— — 64¢ 1,871 (31%) 2,20¢
— — 45¢ 35¢ — 813
39 — 573 43¢ (18) 1,027
— — 22 18 — 40
3¢ — 1,701 2,671 (331) 4,08¢
(39) — 66 (16€) — (139
1 — 3 14 — 18
(439) (14) (39) (81) — (567)
86€ 137 (1,02¢) 25 — —
(949) (1,079 (24) — 2,04¢ —
(157) — ) 98 — (66)
(672) (949) (1,095 56 2,045 (615
(719) (949) (1,029 (110) 2,045 (759
— — — 5C — 50
(711) (949) (1,029) (60) 2,048 (704
_ _ 12 (24) - (12)
— — — 5 — 5
(711 $ (949 $ (1,017 $ (79 $ 2,048 $ (71))
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Condensed Consolidating Balance Sheet§ Bea@ember 31, 2005 and 2004 follow:

Condensed Consolidating Balance Sheets
December 31, 2005

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets
Cash and cash equivale $ 37 $ 83 275 $ 132 $ — $ 452
Marketable securitie 173 3 — — — 17¢€
Restricted cash and securit — 3 20 10 — 33
Accounts receivable, n — — 84 74¢€ — 83C
Due from (to) affiliates 10,115 4,61 (14,859 128 — —
Other 16 4 29 137 — 18¢€
Total Current Asset 10,34: 4,631 (14,445 1,14¢ — 1,677
Property, Plant and Equipment, | — 3,40¢ 2,22¢ — 5,63¢
Marketable Securitie 234 — — — — 234
Restricted Cash and Securit 16 — — 56 — 72
Goodwill and Intangibles, ni — — 85 44§ — 53¢
Investment in Subsidiarie (6,257) (9,657) 80z — 15,10( —
Other Assets, ne 44 21 14 44 — 12¢
Total Assets $ 4,38t $ (4,999 % (10,139 % 3,92t $ 15,10C $ 8,277
. s . s ___________w N |
Liabilities and Stockholders'
Equity (Deficit)
Current Liabilities:
Accounts payabl $ — % 1% 141 % 65z $ —$ 79
Current portion of lon-term
debt — — — — — —
Accrued payroll and employee
benefits — — 46 50 — 96
Accrued interes 83 18 — 1 — 102
Deferred revenu — — 13¢€ 12¢ — 26€
Other 1 2 5C 124 — 177
Total Current Liabilities 84 21 37¢ 95t — 143t
Long-Term Debt, less curre
portion 4,72 1,23( — 71 — 6,02
Deferred Revenu — — 632 11& — 74¢€
Other Liabilities 56 1 19€ 294 — 547
Stockholders' Equity (Deficit (47€) (6,257) (11,339 2,49( 15,10( (47€)
Total Liabilities and Stockholders
Equity (Deficit) $ 4,38¢ $ (4,999 $ (10,139 $ 3,92t $ 15,10C $ 8,277
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Condensed Consolidating Balance Shee
December 31, 2004

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

Assets
Current Assets

Cash and cash equivaler  $ 3% 17 $ 24 $ 17¢ $ — $  44:

Marketable securitie — — 22t — — 22t

Restricted cash and securit — 6 14 28 — 48

Accounts receivable, n — — 113 42¢€ — 541

Due from (to) affiliates 9,16¢ 4,10( (13,299 24 — —

Other 13 4 26 10z — 14k&
Total Current Asset 9,18t 4,12 (12,670 76C — 1,402
Property, Plant and Equipme
net — — 3,271 2,10 — 5,37¢
Marketable Securitie — — 114 — — 114
Restricted Cash and Securit 16 — — 51 — 67
Goodwill and Intangibles, ni — — 13€ 321 — 457
Investment in Subsidiarie (5,457 (8,360 1 — 13,81¢ —
Other Assets, ne 43 24 17 45 — 12¢
Total Assets $ 3,781 $ (4,209 $ (9,130 $ 3281 % 13,81¢ $ 7,54«

I I I T
Liabilities and Stockholders'

Equity (Deficit)
Current Liabilities:
Accounts payabl $ — $ — $ 12C $ 48C $ — $ 60C
Current portion of long-term
debt — — 26 117 — 143
Accrued payroll and
employee benefit — — 53 25 — 78
Accrued interes 52 17 3 1 — 73
Deferred revenu — — 172 81 — 253
Other 1 — 61 93 — 15¢&
Total Current Liabilities 53 17 43t 797 — 1,302
Long-Term Debt, less current
portion 3,83¢ 1,23( — 1 — 5,067
Deferred Revenu — — 707 13z — 84C
Other Liabilities 55 1 19¢ 23¢ — 492
Stockholders' Equity (Deficit (157) (5,457 (10,47)) 2,117 13,81¢ (157

Total Liabilities and
Stockholders' Equity (Deficit  $ 3,787 $ (4,209 $ (9,130 $ 3,281 % 13,81¢ $ 7,54«
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Condensed Consolidating Statements of €lshis for the years ended December 31, 2005, 206842803 follow:

Net Cash Provided by (Used |
Operating Activities
Cash Flows from Investing
Activities:
Proceeds from sale al
maturity of marketable
securities
Purchases of marketat
securities
Decrease (increase)
restricted cash and securit
Capital expenditure
Investments and acquisitio

Proceeds from sale of proper
plant and equipment and oth

asset:

Net Cash Provided by (Used |
Investing Activities

Cash Flows from Financir
Activities:

Long-term debt borrowings, r

of issuance cos

Payments on long-term debt,
including current portion (net

of restricted casl

Increase (decrease) due fron

affiliates, net

Net Cash Provided by (Used |
Financing Activities

Net Cash Provided &
Discontinued Operatior

Effect of Exchange Rates on C¢

and Cash Equivablen

Net Change in Cash and Ce
Equivalents

Cash and Cash Equivalents
Beginning of Yea

Cash and Cash Equivalents at |

of Year

Condensed Consolidating Statements of Cash Flows

For the year ended December 31, 2005

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

$ (306) $ (128 $ 226 $ 88 $ — $ (120
24¢ — 34C 1 — 584

(64¢) — — — — (64§

— 3 (6) 1) — (4)

— — (167) (139) — (309

(10) = (497) 12¢ — @379

— — 3 8 — 11

(415) 3 (327) 2 — (74

871 — — 66 — 9432

— — (26) (104) — (130

(121) 34 17¢ (83 - -

75€ 34 144 (121) — 81¢

= 82 = ) = 74

) — 13 (€) — (1)

34 9) 30 (46) — 9

3 17 24E 17¢ — 448

$ 37 % 8 3 27t $ 132 $ — $ 452
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Net Cash Provided by (Used |
Operating Activities
Cash Flows from Investing
Activities:
Proceeds from sale al
maturity of marketable
securities
Purchases of marketak
securities
Decrease (increase)
restricted cash and securit
Capital expenditure
Acquisitions
Proceeds from sale of
property, plant and
equipment, and other ass

Net Cash Provided by (Used |
Investing Activities
Cash Flows from Financir
Activities:
Long-term debt borrowings
net of issuance cos
Payments and repurchases
long-term debt, including
current portion (net of
restricted cast
Increase (decrease) in d
from affiliates, ne

Net Cash Provided by (Used |
Financing Activities

Net Cash Provided t
Discontinued Operatior
Effect of Exchange Rates «
Cash and Cash Equivalel

Net Change in Cash and Ce
Equivalents

Cash and Cash Equivalents at
Beginning of Yea

Cash and Cash Equivalents at
End of Yeal

Condensed Consolidating Statements of Cash Flo
For the year ended December 31, 2004

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

379 % (26) $ (30 % 35¢ $ $ (77)

— — 70 — 70

— — (410) — (410)

7 21 (4) ©) 21

— — (174 (99 (273

— — (69) — (69)

— — 9 61 70

7 21 (57¢) (41) (591)

272 718 — — 98t

(949) — (75) 3 (1,027

1,04¢ (70€) 341 (684) —

372 7 26€ (687) (42)

— — — 6 6

2 — 5 11 18

2 2 (337) (353) (68€)

1 15 582 531 1,12¢

33 17 $ 24t $ 17¢ $ $ 448
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Net Cash Provided by (Used |
Operating Activities
Cash Flows from Investing
Activities:
Decrease (increase)
restricted cash and securitie
net
Capital expenditure
Investments and acquisitio
Proceeds from sale
property, plant and
equipment, and other ass

Net Cash Provided by (Used |
Investing Activities
Cash Flows from Financing
Activities:
Long-term debt borrowings,
net of issuance cos
Payments and repurchases
long-term debt, including
current portion (net of
restricted cast
Stock options exercise
Increase (decrease) ind
from affiliates, ne

Net Cash Provided by (Used |
Financing Activities

Net Cash Provided t
Discontinued Operatior
Effect of Exchange Rates
Cash and Cash Equivalel

Net Change in Cash and Ce
Equivalents

Cash and Cash Equivalents at
Beginning of Yea

Cash and Cash Equivalents at
End of Yeal

Condensed Consolidating Statements of Cash Flo
For the year ended December 31, 2003

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

(347 $ —$ 131 $ 247 $ 27

26 (26) 4 5 9

— — (87) (66) (153

2 = (109) = (111)

— — 26 77 103

24 (26) (16€) 16 (152)

361 487 — — 84¢

— — (43 (729) (772)

3 — — — 3

(42) (468) 63C (120) —

322 19 587 (849 79

— — 28 (3) 25

— — — 8 8

1) ) 58C (585) (13)

2 22 2 1,11¢ 1,142

13 15 % 582 $ 531 $ — $ 1,12¢
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(22) Subsequent Event
Debt Exchange

On January 13, 2006, the Company complgtiedte exchange offers to exchange its outstan@ihg5% Senior Notes due 2008, 11%
Senior Notes due 2008 and 10.5% Senior Discount$\Ndtie 2008 (together the "2008 Notes") that wele Iy eligible holders in a private
placement for cash and new 11.5% Senior Notes @L@. Zhe Company issued $692 million aggregateciah amount of 11.5% Senior
Notes as well as paid $46 million of cash consitienan exchange for the 2008 Notes tendered irtrdmesactions. The Company also f
approximately $13 million in cash for total accrustkrest to the closing date on the 2008 Noteistthd been accepted for exchange.

Pursuant to the guidance in EITF No. 96tti8,Company accounted for the exchange of theb%12enior Notes and the 11% Senior
Notes as an extinguishment of debt and expecectugnize a gain of approximately $27 million in &tlncome in the first quarter of 20(
The gain was determined using the fair value ofniine 11.5% Notes at the time of issuance. Thevidire of the 11.5% Senior Notes was
approximately $73 million less than the face amairthe debt. This accretion to the face amourihefdebt will be reflected as interest
expense. The 11.5% Senior Notes will be recordeéideat fair value on the transaction date and agltrete to their face value at maturity.
Premiums paid to holders of the 9.125% Senior Natesthe 11% Senior Notes of $41 million were agphgainst the gain on extinguishment
of debt.

The exchange of the 10.5% Senior Discowteblwas accounted for as a modification of thetixg debt. The premiums paid to the
holders of the 10.5% Senior Discount Notes of $tlioniwill be added to the existing debt issuanosts and amortized over the term of the
11.5% Notes.

The principal amount of 2008 Notes tendesexkt forth in the table below (dollars in mitig).

Aggregate
Principal
Amount
Outstanding Aggregate
Before Aggregate Principal Amount of Total Cash
Exchange Principal Amount Old Notes Premium
2008 Notes to be exchange Offers Tendered to Remain Outstanding Payment
9.125% Senior Notes due 20 $ 954 $ 55¢ $ 3% $ 36
11% Senior Notes due 20! 13z 54 78 5
10.5% Senior Discount Notes due 2( 144 82 62 5

The exchange offers were made only to fjedlinstitutional buyers and institutional accttediinvestors inside the United Sates and to
certain non-U.S. investors located outside the ddh@tates.

The 11.5% Senior Notes are senior unseaigations of the Company, ranking equal in righpayment with the old notes not
tendered in the exchange offers as well as allr@érior unsecured obligations of the Company. Th&% Senior Notes will mature on
March 1, 2010, and will bear interest at a rategrerum equal to 11.50%. Interest on the Notesheilbayable on March 1 and September 1 of
each year, beginning on September 1, 2006. The @oynmay redeem some or all of the 11.5% SeniorNattany time on or after March 1,
2009, at 100% of their principal amount plus acdrinterest.

The 11.5% Senior Notes have not been rrgidtunder the Securities Act of 1933, as ameratetimay not be offered or sold in the
United States absent registration or an applicakémption
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from registration requirements. Level 3 entered mtegistration rights agreement pursuant to whialil file an exchange offer registration
statement with the Securities and Exchange Comomisgith respect to the new notes.

Acquisition of Progress Telecom LLC

On January 26, 2006, Level 3 signed a definagreement to acquire all of the membershierests of Progress Telecom, LLC ("Prog
Telecom"), a regional wholesale network servicaamany based in St. Petersburg, Florida. Progrelexdm, LLC is owned by PT Holding,
LLC which is jointly owned by Progress Energy, Iaod Odyssey Telecorp, Inc. Under the terms ofatreement, Level 3 expects to pay total
consideration of $137 million, consisting of $6&8lion in shares of Level 3 Common Stock, pursuarthe terms of the Registration Rights
Agreement, and $68.5 million in cash. The numbeshaires to be delivered will be determined immediigtrior to closing. Progress Teleco
network spans 9,000 miles, includes 29 metro nétsvand connects to international cable landingdanth Florida and 31 mobile switching
centers in the southeast United States. Progrdesoie serves approximately 200 customers with mifsignt concentration of international
and wireless carrier customers. The Company expleetsansaction to close early in the second quaft2006.

(23) Unaudited Quarterly Financial Data

March June September December

2005 2004 2005 2004 2005 2004 2005 2004

(dollars in millions except per share data)

Revenue $ 99: $ 877 $ 894 $ 90z $ 782 $ 821 $ 944 $ 1,037
Operating Income (Lost 27 (63) (65) (89) (84 (53 (90 (17)
Income (Loss) from Continuing Operatic (77) (150 (18¢) (59) (204) a73) (21¢) (76)
Income (Loss) from Discontinued Operatic — 3 — 4 — 2 49 D
Net Income (Loss (77) (147 (18¢) (63) (204) a7y (169 (77
Loss per Share (Basic

Income (Loss) from Continuing Operatic $ (0.1n$ (0.229% (02n% (0.09% (0.29% (0253 (0.3n$ (0.1)

Income (Loss) from Discontinued Operatic — — — — — — 0.07 —

Net Income (Loss $ (011)$ (029% (02)$ (0.09$ (029% (0.29% (0.29$ (0.1))

Loss per share was calculated for eaclethrenth period on a stand-alone basis. As a regstbck transactions during the periods, the
sum of the loss per share for the four quarteesach year may not equal the loss per share fawislee month periods. As a result of
discontinued operations in 2005, certain amourgsipusly included in the 2005 and 2004 quarterpyorés on Forms 10-Q have been
reclassified from continuing operations to disconéid operations.

In the fourth quarter of 2005, the Compeegognized a $49 million gain from the sale oj$tructure.

In the first quarter of 2005, the Compaegagnized $86 million and $40 million of terminaticevenue related to 360networks
(USA), Inc. and France Telecom Long Distance USIAC| respectively. The Company also recognized $ilkomin severance and related
charges as a result of a workforce reduction of@gmately 470 employees in the first quarter 0920
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In the fourth quarter of 2004, the Compeegognized a $50 million gain on extinguishmentsgelt related to the repurchase of portions
of its outstanding notes due 2008. The Companyraisognized $103 million of termination revenue amcbrded lease impairment charges of
$14 million for leases in North America and Eurajeging the fourth quarter of 2004.

In the second quarter of 2004 the Compaaigt $54 million to extinguish a capital lease oatign with Allegiance and recognized a gain
of $147 million on the settlement.
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Exhibit 10.14

SOFTWARE SPECTRUM, INC.
SPECIAL RETENTION BONUS AGREEMENT

This SPECIAL RETENTION BONUS AGREEMENT ($hi Agreement) is made and entered into as of this$ay of February, 2006,
by and between Software Spectrum, Inc., a Delas@mngoration (the Company’), and Keith R. Coogan (theExecutive').

WHEREAS, the Company and the Executive legreed that it is in their respective best intsrédsat (i) the ongoing services of the
Executive be secured at this time; and (ii) thedtxige fully devote his attention to maximizing th@ue of the Company and to managing the
Company's participation in any potential sale ef @ompany;

NOW, THEREFORE, for and in consideratiorited premises and the mutual covenants and agregimerin contained, the Company
and the Executive hereby agree as follows:

1. Definitions.
(@) "Acquired" shall have the meaning ascribed to that ternméndefinition of Sale Proceeds.
(b) "Acquiror" shall have the meaning ascribed to that ternhéndefinition of Sale Proceeds.
(c) "Board" shall mean the Board of Directors of the Company.
(d) "Bonus Award shall mean an amount equal to the sum of the Baslus Payment and the Sale Bonus Payment.
(e) "Cash Bonus Paymehshall mean the sum of Quarterly Bonus Paymerttosi and defined in Section 3(a), if any.

() "Cause" shall mean (i) fraud, embezzlement, defalcatioaais of gross negligence or gross misconduchemart of the
Executive in the course of his employment or s@wi¢ii) the Executive's engagement in conductithataterially injurious to the
Company or a subsidiary; (i) the Executive's detion by a court of competent jurisdiction of,eading "guilty" or "no contest" to,
(x) a felony, or (y) any other criminal charge (@ttthan minor traffic violations) which could reasbly be expected to have a material
adverse impact on the Company's or a subsidigglstation and standing in the community; (iv) paloli consistent drunkenness by
Executive or his illegal use of narcotics whichdscould reasonably be expected to become, mhyeripurious to the reputation or
business of the Company or a subsidiary or whigbains, or could reasonably be expected to impaér pierformance of the Executive's
duties to the Company; or (v) willful failure byetiexecutive to follow the lawful directions of Jasn@. Crowe, Charles C. Miller, 11l or
the Boardprovided, however, that in each case other than with respect teseldiii) above, the Company has provided to thecHtiee
prior written notice of the facts and/or circumstas it claims constitute Cause and the Executia# bt have corrected, cured or
remedied such facts and/or circumstances withide8@ after the Executive's receipt of such notiocenfthe Company.

(g) "Disability " shall mean a permanent and total disability &sdd in the Company's long-term disability insuwamprogram,
or, if no such program is in effect, Disability hrmean a total and permanent disability or incéiyaesulting from medically
demonstrable bodily injury or disease (i) whichvyamts the Executive from engaging in any regulaupation for compensation or
profit, (ii) which has continuously existed for arfpd of at least six months, and (iii) for whidtetExecutive would be eligible for or is
in receipt of disability benefits under the Fed&actial Security Act. The existence of a Disabiiball be determined by the Board,
which may require the Executive to undergo exanonaty a qualified physician selected by the Baatrdeasonable




times for the purposes of determining whether tkechktive has incurred and continues to have a Disab

(h) "Good Reasofishall mean any of the following actions if takeithout the Executive's prior written consent:&ijy failure
by the Company to comply with its obligations un8exction 3 of this Agreement; (ii) any reductioroirfailure to pay the Executive's
compensation or benefits, except changes to compaie benefit programs that affect all similarlyusited persons similarly; (iii) any
reduction in the Executive's title; (iv) any mastrieduction in the Executive's responsibilitieglaties; (v) the assignment to the
Executive of any duties materially inconsistentwilie position of chief executive officer; or (@fy relocation of the Executive's place
of business to a location 35 miles or more fromdimeent locationprovided, however, that in each case the Executive has provided to
the Company prior written notice of the facts andleccumstances he claims constitute Good ReasdrthenCompany shall not have
corrected, cured or remedied such facts and/oarmistances within 30 days after the Company's reoéguch notice from the
Executive.

(i) "Person" shall mean any individual, corporation (includiagy nonprofit corporation), general or limited partnersHimited
liability company, joint venture, estate, trusts@sation, organization, labor union, or other @gnti

()) "Sale" shall mean (i) the merger or consolidation of @@mpany with an unaffiliated Person, (ii) the salexchange of all
or substantially all of the assets or businessaifwers of the Company to an unaffiliated Persor{jiprthe sale or exchange of at least a
majority of the outstanding capital stock of thenany to an unaffiliated Person.

(k) "Sale Bonus Paymehshall mean 1% of the amount of the Sale Procegdas 75% of the total amount of all Quarterly
Bonus Payments made to the Executive during thenTignovided, however, that if 75% of the total of such Quarterly BorResyments
is equal to or greater than 1% of the amount oS&lke Proceeds, the Executive shall not be entitledceive a Sale Bonus Payment.

() "Sale Proceed$shall mean:

(A) the sum of (i) the amount of cash, piecipal amount of any notes, and the fair mauadtie (on the date of payment)
of all other securities and other property (inchgdany written contractual earn-out agreement) pajshyable, directly or
indirectly, by the acquiring party (theAcquiror") to the owner of the securities of the acquiradyor the seller of the acquir
business or assets (in either case, theduired”), in connection with a Sale or a transactionteglahereto, after taking into
account any working capital or similar adjustmeand (ii) the amount of any long-term liabilitiestbe Acquired (including
obligations relating to any capitalized leases) tadprincipal amount of any indebtedness for beew money (x) reflected on
the Acquired's balance sheet at the time of a @alepaid or retired in anticipation of a Sales{ith Sale takes the form of a
merger or consolidation or a sale or exchangeoak3tor (y) assumed directly or indirectly by thequiror in connection with a
Sale (if such Sale takes the form of a sale or&xgh of assets), minus (iii) the amount of any {terq liabilities of the
Acquired not assumed directly or indirectly by fhequiror in connection with a Sale (regardlesshaf torm of the transaction
between the Acquiror and the Acquired). For purpadehis definition, an Acquiror shall be deemedéave assumed its pro r
share, based on equity ownership, of any long-texpilities to the extent that the Acquiror hasahed more than 50%, but less
than 100%, of the capital stock of the Company 8ak; and

(B) In addition, notwithstanding the fooegg, the chief executive officer of Level 3 Comnuations, Inc. shall have the
right to determine, upon the exercise of his gaothf




and in his sole discretion, the amount by whichShé Proceeds for purposes of this Agreement bBhadljusted if the nature of
the terms of the Sale that created the Sale Preca®dain contingencies (including, without limidet, receipt of a promissory
note or earn-out agreement) or other elementsu@ird, without limitation, continuing guaranteeslsvel 3

Communications, Inc. or any of its other affiligtethat would reduce the current value of the $aleevel 3

Communications, Inc.

For purposes of this Agreement, "Sale Proceedd!l' apaal the amount as determined by subparagipbf(this definition as adjuste
if any, by the provisions of subparagraph (B).

(m) "Term" shall have the meaning set forth in Section 2Wel
2. Term of Agreement; Duties.

(a) Subject to Section 4 below, this Agmnent shall be effective on the date hereof antil ehiatinue in effect through
December 31, 2007 (theTerm"). Upon expiration of the Term, all obligationstbe parties under this Agreement (except obliggtia
pay money that exist as of the end of the Termaamydobligation that by its terms survives the exjiin of the Term) shall terminate
and this Agreement shall have no further effect.

(b) The Executive will have such dutissage assigned or delegated to the Executive bBdoled from time to time. As of the
date of this Agreement, the Executive is the Chiedcutive Officer of the Company and a member efBloard. From the date of this
Agreement through the earlier of (i) the date a&$aktonsummated or (ii) the end of the Term, thecktive will devote his entire
business time, attention, skill, and energy exgklgito the business of the Company, will use lhisdyfaith efforts to promote the
success of the Company's business, and will cotgpirily with the Board in the advancement of tlestinterests of the Company and
its stockholder(s), which may include a Sale. Nttatanding the foregoing, the Executive may comtitauserve as a member of the
board of directors of the two companies not ati@éhwith the Company that he currently serves at tlapacity, and the time the
Executive spends in performing his duties as a neerabsuch boards of directors shall be deemedoapgrtime off from the time he is
required under this Agreement to devote to thertass of the Company. Upon request by the Execuive subject to the consent of
the Board in its sole discretion, the Executive rhagome a member of the board of directors of clgétianal company not affiliated
with the Company, and his services on such boadire€tors would likewise be deemed approved tifite o

3. Payment of Bonus Award.

(&) Subject to Section 4 below, the Conypshall pay to the Executive $250,000 on each afdid 31, 2006, June 30, 2006,
September 30, 2006, December 31, 2006, March 37, 2Zune 30, 2007, September 30, 2007 and Dece3tib2007 (each a "
Quarterly Bonus Paymeti}; provided, however, that the payment of any Sale Bonus Payment sratlinate the Company's obligati
to make any Quarterly Bonus Payments payable thitedate of such Sale Bonus Payment.

(b) Subject to Section 4 below, the Conypshall pay the Executive the Sale Bonus Payméhtrtwo (2) business days
following receipt by the Company or its stockholggras applicable, of the Sale Proceeds.

(c) Any provision of this Agreement teetbontrary notwithstanding, the Sales Bonus Paystealt be paid to the Executive no
later than the March 15 following the end of théendar year in which the Bonus Payment is no losgéject to a substantial risk of
forfeiture under Section 409A of the Internal ReveiCode of 1986, as amended.
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4. Termination of Employment and Compensation upgEmmination.

(&) The Executive and the Company ackadgg that the employment of the Executive by the@amy is "at will* and may be
terminated by either the Executive or the Comparang time.

(b) In the event of a termination of eecutive's employment during the Term due to deatisability, the Company shall pay
to the Executive or the Executive's estate, asiegipe, a pro rata portion of the Cash Bonus Payntieaugh the effective date of
termination, and no other compensation under tigile@ment will be owed to the Executive or the Exigels estateprovided,
however, that if a definitive agreement relating to a Szds been executed at the effective date of sucfirtation, or if a definitive
agreement relating to a Sale is subsequently exéauith a party with whom the Company has had sutiste negotiations regarding a
Sale prior to the effective date of such terminatimr with an affiliate of such party, and such otggions have not been interrupted for
a material period of time (90 days or more) priothte date of execution of such definitive agreetttie Company shall also pay to the
Executive or the Executive's estate, as applicaieSale Bonus Payment. For example, if the Exexig Disabled at a time when a
definitive agreement regarding a Sale has beeruge@cthe amounts owed to the Executive shall edyal pro rata portion of the Ca
Bonus Payment through the effective date of tertionaplus (2) the amount of the Sale Bonus Paynteott purposes of this Section 4
(b), the effective date of termination of the Extéels employment with the Company shall be the ddthe Executive's death or the
date the Executive is determined by the Board tBisabled, as applicable.

(c) Inthe event of a termination of theecutive's employment during the Term (i) by them@any with Cause, or (ii) by the
Executive without Good Reason, the Company shak m@ obligation to pay to the Executive any furtQeiarterly Bonus Payments or
the Sale Bonus Payment.

(d) Inthe event of a termination of #xeecutive's employment during the Term (i) by trarpany without Cause, or (ii) by the
Executive with Good Reason, the Company shall pake Executive $2,000,000 minus 75% of the tatabant of all Quarterly Bonus
Payments made to the Executive through the effectate of such terminatioprovided, however, that if a definitive agreement
relating to a Sale has been executed at the eféedtite of such termination, or if a definitive @egment relating to a Sale is subsequt
executed with a party with whom the Company hasdudidtantive negotiations regarding a Sale pritheceffective date of such
termination, or with an affiliate of such party,desuch negotiations have not been interrupted foeterial period of time (90 days or
more) prior to the date of execution of such défiriagreement, the Company shall pay the Sale 8&ayment to the Executive in f
substitution for the payments contemplated in its €lause of this sentence. For example, if tkechtive is terminated without Cause
at a time when no definitive agreement relating ale has been executed, the amounts owed txéuoaitive shall equal $2,000,000
minus 75% of the total amount of all Quarterly Bsrftayments paid to the Executive prior to the datermination. An additional
example: If the Executive is terminated without €aat a time when a definitive agreement regardiBgle has been executed (or if
appropriate negotiations conclude in a definitigege@ment), the amounts owed to the Executive siyalhl the amount of the Sale
Bonus Payment, which will have included in its cédtion a deduction of 75% of the total amountlbfuarterly Bonus Payments
made to the Executive during the Term.

Notwithstanding the preceding paragrapthef Company terminates the Executive's employmenihg the Term for a
performance-related reason that does not cons@atise, the Executive will be entitled to only dradf of the payments contemplated
by the preceding paragraph if (i) prior to the efifiee date of the termination, the Board givesEkxecutive
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written notice specifically detailing the perfornta@arelated concern(s), and (ii) after the pass&§@ days following the Executive's
receipt of such notice, the Board has reasonabigluded, and expressly found, that the Executiertwd corrected, cured or remedied
the performance-related concern(s) described ih sotice.

(e) If the Executive's employment is testninated prior to the expiration of the Term rtlifea definitive agreement relating to a
Sale has been executed prior to the expiratioheTerm or if a definitive agreement relating tBae is subsequently executed with a
party with whom the Company has had substantivetieggns regarding a Sale prior to the effectiagedof such termination, or with
an affiliate of such party, and such negotiatioagennot been interrupted for a material periodroét(90 days or more) prior to the date
of execution of such definitive agreement, the Etiee shall be entitled to the Sale Bonus Paymiethiei transaction contemplated by
that definitive agreement is consummated afteettpration of the Term, subject to the crediting/6f4 of the total amount of all
Quarterly Bonus Payments made to the Executivenguhie Term as contemplated by the definition dé B@onus Payment.

(H Notwithstanding any other provisionthis Agreement to the contrary, to the exteat the calculation of the Sale Bonus
Payment will result in a value that is less thaegual to 75% of the total amount of the Quart&dyus Payments made to the
Executive during the Term, the Company shall havelsligation to pay any Sale Bonus Payment.

5. Severance. Inthe event before or after the expiratiothaf Term the Executive's employment with the Compamany of its
affiliates is terminated by the Company without €aor by the Executive with Good Reason, thengditen to any amounts described in
Section 4 above, if any, the Executive shall béledtto (i) a severance payment in the amount222$450 payable in cash within two
(2) business days following the termination of Ehescutive's employment, and (ii) executive outphaeat services commensurate with a chief
executive officer position, which services shallgsevided by Right Management Consultants or amathgonally recognized outplacement
service firm selected by the Board for a periogdinf(6) months at no expense to the Executive.SBwerance benefits contemplated by this
Section 5 shall supersede any and all other seveisenefits to which the Executive may be entitheay payments made under this Section 5
are conditioned upon the Executive having exectitedorm of waiver and release presented by the [@om

6. Withholding Taxes. The Company shall withhold from all paymentg ¢ the Executive (or his beneficiary or estatrehnder all
taxes which, by applicable federal, state, locaitber law, the Company is required to withholdréfieom.

7. Non Disparagement. During the Term and for a 12-month period fallog the Executive's termination of employment wtik
Company, the Executive will engage in no conduct mrake no statements that are derogatory abowdtdmeental to the Company, any of its
affiliates, or any of their respective officersemployees, subject to the Employee's obligatioreuagpropriate legal compulsion to testify
truthfully in any litigation that may arise. The &utive further agrees to continue to cooperath thié¢ Company and its representatives in all
pending and future claims and litigation against@ompany about which he may have information arakedge. The Company agrees
neither it, nor its officers or directors, will malany public statements that are derogatory abouketrimental to, the Executive.

8. No Solicitation/No Competition. During the Term and for a 12 month period faflog the Executive's termination of employment
with the Company, the Executive agrees that henwili (a) hire or solicit, directly or indirectlfor himself or on behalf of a third party, the
services of any employee of the Company or anysdiffiliates during their employment with the Ccaang or an affiliate and for a period of
twelve (12) months after they are no longer empidyye the Company or an affiliate, without the Comga prior written consent; (b) be
engaged, directly or indirectly, as an owner (ffublicly traded U.S. corporation, this should badas "owner of 5% or more of the
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outstanding common stock"), principal, directofjadr, partner, consultant, employee, independentractor, distributor, or agent of any
person, business or entity that is engaged in tisebss of marketing or selling (through teleph@tegtronic and/or direct solicitation or the
use of seminars and meetings) in competition viieh@Gompany: (i) computer software (other than custieveloped software); (i) computer
hardware and other computer-related goods andcssivand/or (iii) software, technical and consgltervices related to information
technology; or (c) contact, directly or indirectiny person, business or entity that is a custahtgre Company as of or prior to the date of the
Executive's termination of employment with the Camyp, for the purpose of marketing or selling corepgbftware, hardware and other
computer-related goods and services and/or soffweeknical and consulting services relating tornfation technology to such customer in
competition with the Company, without the Compaiyler written consent. For purposes of clauseoftihis Section 8, the Company may
grant its prior written consent in its sole andabte discretion with regard to subclause (i), aiith regard to subclauses (ii) and (iii) will grant
its prior written consent after consideration iroddaith of the Executive's request, and will noteasonably withhold such consemtpvided,
however, that the Executive's request does not also redaetivities that would be contemplated by substa(i) of clause (b) of this Sectior

9. Confidentiality and Intellectual Property. The Executive agrees that the terms of thissAgrent, and the proposal of and
discussions relating to this Agreement, are ant sdraain confidential as between the parties, ssland to the extent, disclosure is required
by law or to secure advice from a legal or tax sadriUpon termination of the Executive's employmeitih the Company, the Executive shall
return all Company equipment and materials andneitlat any time, except as authorized by the Comydar his own benefit or the benefit of
any other person or entity, disclose or cause tdig#osed any information, materials, systemsc@dares, processes, manuals, forms,
customer or employee lists, business plans or dthde secrets or confidential information regagdime Company. To this end, the Executive
agrees that he remains bound by the terms of tinéidamtiality and Non-Solicitation Agreement dagslof November 29, 2001, between the
Company and the Executive.

10. Successors and Assigns; No Third-Party Bersefes. This Agreement shall inure to the benefit of ahall be binding upon the
Company and its successors, assigns and legakesyiagives and the Executive, his heirs and legaksentatives. The Executive may not
assign, transfer, or otherwise dispose of this Agrent, or any of his rights or obligations hereur{déher than his rights to payments
hereunder, which may be transferred only by wilbgithe laws of descent and distribution), withting prior written consent of the Company,
and any such attempted assignment, transfer or disygosition without such consent shall be nud &oid. The Company shall be entitled to
assign this Agreement, without the prior writtemsent of the Executive, (i) in connection with therger or consolidation of the Company
with another unaffiliated corporation, or (ii) iernection with the sale of all or substantiallyaflthe assets or business operations of the
Company to another person or entfiypvided, however, that such assignee expressly assumes all oigthts and obligations of the Company
hereunderand provided furthethat solely with respect to any obligation of then@pbany to make a Sale Bonus Payment, the Compatly sh
remain liable with respect to such obligation ie #vent of a default by such assignee. After ah sissignment, this Agreement shall cont
in full force and effect.

11. Entire Agreement. This Agreement sets forth the entire agreerbetween the parties hereto with respect to thesstibjatter
hereof, and supersedes all other agreements amdstiaidings, written or oral, between the partereto with respect to the subject matter
hereof;provided, however, that the Special Retention and Bonus Agreemeetdas of May 19, 2004 between the Company anBxkeutive
(the "2004 Agreemert) shall be deemed superseded only after the Coynlpas made the 2005 Bonus Payment in the amo#5f,000 due
December 31, 2005 (thd_ast 2005 Bonus Paymeht and provided further that nothing in this Agmeent is intended to affect
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the Executive's rights to payments or benefits joiexy to the Executive under the Company's regalkarg, bonus, equity based compensation
and welfare benefit plans.

12. Waiver and Amendments.Any waiver, alteration, amendment or modifioatof any of the terms of this Agreement shall bkdv
only if made in writing and signed by the partiesdio;provided, however, that any such waiver, alteration, amendment adifieation is
consented to on the Company's behalf by the Bdswdvaiver by either of the parties hereto of thigihts hereunder shall be deemed to
constitute a waiver with respect to any subseqaectirrences or transactions hereunder unless saiglemspecifically states that it is to be
construed as a continuing waiver.

13. Severability and Governing Law. If any provisions of this Agreement are founde invalid or unenforceable by a final
determination of a court of competent jurisdicti¢a). the remaining terms and provisions hereofl fealinimpaired, and (b) the invalid or
unenforceable term or provision hereof shall bextegkreplaced by a term or provision that is vatid anforceable and that comes closest to
expressing the intention of the invalid or unenéatole term or provision hereof. THIS AGREEMENT SHABE GOVERNED BY AND
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATEGF DELAWARE (WITHOUT GIVING EFFECT TO THE CHOICE
OF LAW PRINCIPLES THEREOF) APPLICABLE TO CONTRACTSADE AND TO BE PERFORMED ENTIRELY WITHIN SUCH
STATE.

14. Section Headings. The headings of the sections and subsectiotitssoAgreement are inserted for convenience ontyshall not
be deemed to constitute a part hereof, affect thanimg or interpretation hereof or of any term mvjsion hereof.

15. Obligations Contingent on Performance.The obligations of the Company hereunder, iiclg its obligation to make the payme
provided for herein, are contingent upon the Exgelg performance of the Executive's obligationsbeder.

16. Waiver and Release. The Executive acknowledges and agrees thatahments under this Agreement are made by the Qompa
for the complete waiver and release of the Compang,its directors, officers, employees, agentsugcessors, (i) of all rights, and claims, of
any type or character, that the Executive may halaing to that certain Cancellation Agreementeein the Company and the Executive
dated as of September 18, 2002 (tizahcellation Agreemefi} or the Management Continuity Agreement (as daefim the Cancellation
Agreement), (ii) upon payment of the Last 2005 BoRayment, all rights, and claims, of any typelaracter, that the Executive may have
relating to the 2004 Agreement; and (iii) of andinfrany demands or claims, of whatever kind or matwhether known or unknown, arising
out of his employment with the Company, includibgt not limited to, claims of breach of expressnaplied contract, promissory estoppel,
detrimental reliance, wrongful discharge, inflictiof emotional distress, claims under the Empldyegrement Income Security Act of 1974
the Family and Medical Leave Act of 1993, the WARDBL, or claims of discrimination under Title VII ¢fie Civil Rights Act of 1964, as
amended, the Age Discrimination in Employment Aict®67, as amended, the Americans with Disabilifiesof 1990, or any other local, st
or federal law or regulation, through the datehid Agreementprovided, however, that notwithstanding the foregoing, nothing irsth
Agreement waives or releases any right of the Bikezwnder that certain Letter Agreement betweenBkecutive and the Company dated as
of September 18, 2002 (thed-&tter Agreemernil) to the extent not previously waived or releabgdhe Executive and that the Letter Agreement
shall remain in full force and effect, except astemplated by the terms of the Letter Agreement.

17. Counterparts. This Agreement may be executed in two or morterparts, each of which shall be deemed to lwigmal but
all of which together shall constitute one andghme instrument. The execution of this Agreement Ingaby actual or facsimile signature.
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18. Payments. The parties to this Agreement acknowledge @mdeathat the payments to be made to the Execunayebe made by
the Company, Level 3 Communications, Inc. or ailiat of Level 3 Communications, Inc., but thag thbligations of the Company described
in this Agreement are solely the obligations of @@mpany. Receipt by the Executive of a paymemhfamy of the Company, Level 3
Communications, Inc. or an affiliate of Level 3 Goomications, Inc. shall satisfy the obligation taka that payment under this Agreement.

19. Notices. All notices and other communications hereursthell be in writing and shall be given by hand iy to the other party
or by registered or certified mail, return recegjuested, postage prepaid, addressed as follows:

If to the Executive Keith Coogar
5209 Englenook Court
Plano, TX 7502!

If to the Company: Software Spectrum, Inc.
c/o Level 3 Communications, Inc.
1025 Eldorado Boulevard
Broomfield, Colorado 80021
Attention: Chief Legal Officer/General Coun:

* k%

[Signatures to appear on the following page]

8




IN WITNESS WHEREOF, the undersigned havecexed this Agreement as of the date first aboveenr

SOFTWARE SPECTRUM, INC

/sl CHARLES C. MILLER, Ill

By: Charles C. Miller, 11l
Title: Director

Executive

/s/ KEITH R. COOGAN

Keith R. Coogar
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Exhibit 10.16

LEVEL 3 COMMUNICATIONS, INC.
1995 STOCK PLAN
(Amended and Restated as of May 18, 2004)

ARTICLE I.
NAME AND PURPOSE

1.1. Name. The name of the Plan is theeL8WCommunications, Inc. 1995 Stock Plan (Amenrated Restated as of April 1, 1998).

1.2. Purpose. The purpose of the Plan isdrease the value of Shares and the profitglifithe Company and its subsidiaries (i) by
enabling the Company to attract, retain, motivaig @ward certain Employees and (ii) by aligning ititerests of those Employees with the
interests of the Company and the holders of Shares.

ARTICLE II.
DEFINITIONS

2.1. "Affiliate” means any corporation ripeership, or other entity with respect to whick thompany owns, directly or indirectly, fifty
percent or more of the issued and outstandingalagiiick or other equity interests (measured ims$eof total dollar value if the corporation,
partnership or other entity has outstanding moae tine class of capital stock or other equity agts).

2.2. "Agreement" means any written agregnwocument or instrument that evidences a griabh ®ward to a Participant and the terms,
conditions and provisions of, and restrictions ygbe Award.

2.3. "Award" means any grant pursuanh®RIlan of Incentive Stock Options, NonqualifiedcgtOptions, Restricted Shares, bargain
Shares, bonuses of Shares, performance sharek,Aipreciation Rights or other stock benefit orcétdbased benefit granted to a Participant
under this Plan.

2.4. "Board" means the Board of Directfrthe Company.
2.5. "Certificate" means the certificaténzorporation of the Company, as amended frone timtime.
2.6. "Change in Control" means the ocawreeof any of the following events:

(i) The acquisition by any individuahtity or group (within the meaning of Section 138))or 14(d)(2) of the Exchange Act) (a
"Person") of beneficial ownership (within the mesndf Rule 13d-3 promulgated under the Exchangé é{c30% or more (on a fully diluted
basis) of either (i) the then outstanding sharesoaimon stock of the Company, taking into accosmatstanding for this purpose such
common stock issuable upon the exercise of optiongarrants, the conversion of convertible stockielt, and the exercise of any similar r
to acquire such common stock (the "Outstanding GompCommon Stock") or (ii) the combined voting powethe then outstanding voting
securities of the Company entitled to vote gengiialthe election of directors (the "Outstanding@any Voting Securities"); provided,
however, that for purposes of this subsectiortt{g,following acquisitions shall not constitute hafige in Control: (a) any acquisition by the
Company or any "affiliate”, within the meaning af C.F.R. Section 230.405 (an "Affiliate"), of the@pany, (b) any acquisition by any
employee benefit plan (or related trust) sponsorataintained by the Company or an Affiliate of tbempany, or (c) any acquisition by any
Person pursuant to a transaction which compliels glétuses (a), (b) and (c) of subsection (i)l Section 2.6,; or

(i) Individuals who, as of April 1, 1998onstitute the Board (the "Incumbent Board") edfas any reason to constitute at least a maj
of the Board; provided, however, that any individoecoming a director subsequent to April 1, 1998e election, or nomination for election
by the




Company's shareholders, was approved by a voteledist a majority of the directors then comprisiing Incumbent Board shall be considered
as though such individual were a member of therrtment Board, but excluding, for this purpose, amhsindividual whose initial assumption
of office occurs as a result of an actual or tteratl election contest with respect to the eleaforemoval of directors or other actual or
threatened solicitation of proxies or consents tbgrobehalf of a person or entity other than thar@por

(iif) Consummation of a reorganization,rger or consolidation or sale or other dispositb@ll or substantially all of the assets of the
Company (a "Business Combination"), unless, follaysuch Business Combination, (a) all or substiytd of the individuals and entities
who were the beneficial owners, respectively, ef @utstanding Company Common Stock and Outstar@imgpany Voting Securities
immediately prior to such Business Combination fierzly own, directly or indirectly, more than 6086, respectively, the then outstanding
shares of common stock and the combined voting pofhe then outstanding voting securities erditie vote generally in the election of
directors, of the corporation resulting from suaksBiess Combination (including, without limitatiancorporation which as a result of such
transaction owns the Company or all or substagtallof the Company's assets either directly oodlgh one or more subsidiaries) in
substantially the same proportions as their owngrémmediately prior to such Business Combinatiofithe Outstanding Company Common
Stock and Outstanding Company Voting Securitieshasase may be, and (b) no Person (excludingamjoyee benefit plan (or related trt
sponsored or maintained by the Company or an Afélof the Company, or such corporation resultingifsuch Business Combination or any
Affiliate of such corporation) beneficially ownsrelctly or indirectly, 50% or more (on a fully dtkd basis) of, respectively, the then
outstanding shares of common stock of the corpmratsulting from such Business Combination, taking account as outstanding for this
purpose such common stock issuable upon the egestigptions or warrants, the conversion of conblkertstock or debt, and the exercise of
any similar right to acquire such common stockthercombined voting power of the then outstandioting securities of such corporation
except to the extent that such ownership existea fir the Business Combination and (c) at leasbgority of the members of the board of
directors of the corporation resulting from suchsiBess Combination were members of the Incumbeat®at the time of the execution of the
initial agreement, or of the action of the Boandyyiding for such Business Combination; or (iv) Apyal by the shareholders of the Company
of a complete liquidation or dissolution of the Guany.

Notwithstanding the foregoing provisionsSgction 2.5 hereof, a "Change in Control" will betdeemed to have occurred as a result of
the consummation of the Separation Transactioasa@ result of any event or transaction occurrimngy po the consummation of the Separation
Transaction.

In addition, the Committee may, by a writteetermination prior to the consummation of améwe transaction, determine that such event
or transaction does not constitute a Change inrfGpmtrovided that the Committee reasonably coreduithat such event or transaction (i) is
likely to result in a significant change to thenties of the persons functioning as senior mamaagg of the Company, either immediately in
the foreseeable future (it being understood thattbmmittee need not conclude that no changesiinrsmanagement are likely to occur), and
(ii) is not likely to result in control of the BadKor a significant portion of the Board's functeing transferred to a single Person other than
an Affiliate of the Company or any employee bengifin (or related trust) sponsored or maintainethbyCompany or an Affiliate of the
Company, either immediately or in the foreseeabtaré.

2.7. "Class D Conversion Price" has thameg ascribed to it in the Certificate prior torAgd, 1998.
2.8. "Class D Per Share Price" has theningaascribed to it in the Certificate prior to A, 1998.
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2.9. "Class D Stock" means the Class DeBiified Group Convertible Exchangeable CommoniStpar value $0.0625, issued by the
Company, prior to the redesignation of Class D st Stock as of April 1, 1998.

2.10. "Code" means the Internal Revenuee@dd 986, as amended, and the regulations protedgader the Code.

2.11. "Committee" means the Board or a c@temor committees of the Board appointed by tbard to administer this Plan.
2.12. "Company" means Level 3 Communicajdnc., a Delaware corporation.

2.13. "Effective Date" means Septemberl295.

2.14. "Employee” means any person who, vagipect to the Company, is considered an "empjogsesuch term is defined in Rule A.1.
(a) to Form S-8 issued by the Securities and Exgd&ommission (as such Rule may be renumberedtfroento time) and who (a) is
employed on a full-time basis by the Company oA#itiate, (b) is a member of the Board of Directasf the Company or any Affiliate, or
(c) provides services to the Company or any Afilien a capacity as other than an employee oregtdr, in each case at the time of the grant
of the related Award.

2.15. "Exchange Act" means the SecuritieshBnge Act of 1934.

2.16. "Fair Market Value" means: (a) ptioApril 1, 1998, with respect to Class D Stocktlie Class D Per Share Price, or (ii) the fair
market value of Class D Stock determined by subbrattasonable method of valuation adopted by trartittee; and

(b) on and after April 1, 1998, with respto Stock, (i) the closing price per share aic&ton the national securities exchange on which
Stock is principally traded, on the next precediate on which there was a sale of Stock on suchagwe, or (ii) if the Stock is not listed or
admitted to trading on any such exchange, theskdstprice of a share of Stock as reported by titeoNal Association of Securities
Dealers Inc. Automated Quotation ("NASDAQ") systemthe next preceding date on which such bid akéddaprices were reported, or (iii) if
the Stock is not then listed on any securities arge or prices therefor are not then quoted IlNIRE DAQ system, the value determined by
the Committee in good faith.

2.17. "Fiscal Year" means the taxable ydédhe Company for federal income tax purposeduding the taxable year in which the Plan is
adopted.

2.18. "Incentive Stock Option" means anyi@pthat is intended, at the time it is grantedbé an incentive stock option within the
meaning of Section 422 of the Code.

2.19. "Nonqualified Stock Option" means &mtion that is not an Incentive Stock Option.

2.20. "Outperform Stock Option" means ac&tbased Award having terms and conditions refteatean "Outperform Stock Option
Award Agreement” entered into between the CompawyaaParticipant.

2.21. "Option" means any option to purch®kares that is granted pursuant to Section 6.1.
2.22. "Participant” means any Employee vehgranted an Award pursuant to this Plan.

2.23. "Plan" means the Level 3 Communicetjdnc. 1995 Stock Plan (Amended and Restatefl &prd 1, 1998), as it may be further
amended from time to time.

2.24. "Publicly Traded" has the meaningiasd to it in the Certificate prior to March 31998.

2.25. "Representative” means a membereo€Ctimmittee acting on behalf of the Committee,;roEmployee appointed by the Committee
to exercise some or all of the authority of the @attee.




2.26. "Restricted Shares" means any Shhatsre granted pursuant to Section 7.1 subja@stmictions on transfer, to forfeiture under
certain circumstances and to such other restristianthe Committee deems appropriate (includingctsns on the exercise of voting rights
the right to receive dividends, or a requirementiavest dividends).

2.27. "Rule 16b-3" means Rule 16b-3 proratdd under the Exchange Act, as it may be amendedtfme to time, or any successor rule
in effect from time to time.

2.28. "Separation Transaction" means thecM81, 1998 transaction effecting the separatfdheconstruction business from the other
businesses of the Company, as described in the @oytgpRegistration Statement on Form S-4 (Regisirédo. 333-34627).

2.29. "Share" means, prior to 5:00 p.m. O8arch 31, 1998, a share of Class D Stock an@nohafter that time, a share of Stock.

2.30. "Stock" means common stock of the gamy, par value $0.01 per share, subsequent tedesignation of Class D Stock as such
common stock as of 5:00 p.m. CST, March 31, 1998.

2.31. "Stock Appreciation Right" means amahkd pursuant to which a Participant shall be plagdincrease in value of one or more Shares
from the date of grant of such Award until the daftexercise of such Award, in cash or Shares,saject to such terms and conditions as the
Committee deems appropriate and as may be reflecmd Award Agreement (including the number of i@sasubject to such Stock
Appreciation Right, the date or dates on whichSherk Appreciation Right becomes exercisable orased, either wholly or in part, and the
expiration date of the Stock Appreciation Right).

2.32. "Term" means the term of this Planset forth in Section 10.2.

ARTICLE Il
ELIGIBILITY AND PARTICIPATION

3.1. Eligibility. Every Employee is elidébto become a Participant. A person who is ndEraployee is not eligible to become a
Participant.

3.2. Participation. The Committee willesgtl Employees to participate in the Plan from ttméme, in its sole discretion. An Employee
cannot become a Participant unless such persateistad by the Committee to participate in the Pliarselecting such persons to participate in
the Plan, the Committee may consider the pasteptesd expected future performance of the indalidine effort of the individual, the length
of service of the individual, the level of respdniliy of the individual and such other factorsthe Committee deems appropriate.

ARTICLE IV.
AWARDS

4.1. Types of Awards. The Committee wételmine the Awards to be granted to each Partitifdhe Committee may grant Awards in
any one or any combination of (a) Incentive Stogki@ns; (b) Nonqualified Stock Options; (c) Redeit Shares; (d) Outperform Stock
Options; (e) bargain purchases of Shares; (f) besog Shares; (g) the grant of Shares based oarpehce or the satisfaction of other
conditions; (h) Stock Appreciation Rights; or (jyaother form of stock benefit or stock-related éfén

4.2. Terms and Conditions of Awards. Then@ittee will determine all terms, conditions amdyisions of, and restrictions upon, any
grant of Awards. Without limiting the Committeelstiaority, the Committee may: (a) make the gramAwhrds conditional upon an election by
a Participant to defer payment of a portion ofdakary; (b) give a Participant a combination of Asigaor a choice between two Awards;

(c) grant Awards in the alternative so that acasgteof or exercise of one
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Award cancels the right of a Participant to angtl@y grant Awards subject to any condition tha @ommittee deems appropriate; (e) provide
that grants of Awards in Shares or Share equivaleiitinclude dividend or dividend equivalent pagnts or dividend credit rights; and

(f) provide any vesting schedule for Awards asGoenmittee deems appropriate. The Committee mayenaiy term, condition, provision or
restriction, in its sole discretion.

4.3. Agreements. Each grant of an Award Rarticipant will be evidenced by an Agreememtcexed by the Participant and a
Representative (on behalf of the Company and tharGittee). Subject to the terms and conditions f EHan, the Committee, in its sole and
absolute discretion, will determine the form andteat of all Agreements. Agreements with respeet $pecific type of Award need not be
identical.

4.4. Modification or Termination of Awardhe Committee, in its sole discretion, may mogdigncel or terminate any Award at any t
if a Participant is not in compliance with this Pléhe related Agreement or any rules adopted &ihmmittee.

4.5. Optional Deferral. The Committee ndayer the right to receive any Award, or the pralseef the exercise of any Award, at the
request of a Participant, for such period and upah terms as the Committee determines. Any sufeiredemay, at the discretion of the
Committee, involve crediting of interest on defé&srdenominated in cash and crediting of dividendiajents on deferrals denominated in
Shares.

4.6. Code Section 162(m). The Committedtsi sole discretion, may require that one or nfgeeements provide that, in the event that
Section 162(m) of the Code or any similar provisiowuld operate to disallow a deduction by the Conygfar all or part of any Award, a
Participant's receipt of the portion of such Awtrdt would not be deductible by the Company wildegerred until the next succeeding yee
years in which such portion may be paid withoutstiagi the Participant's remuneration for such yeaxteed the limit set forth in Section !

(m) of the Code. Any such deferred amounts denaméhim cash shall have earnings credited thereamadrket rate of interest, as reasonably
determined by the Committee, and any such defemealints denominated in Shares shall have dividgontvaents credited thereon, and
earnings subsequently credited on such dividend/algunts at a market rate of interest, as reasgragiermined by the Committee.

4.7. Code Section 280G. The Committe@sisole discretion, may (but need not) providany Award Agreement for the payment of
additional amounts in respect of the Award in otdemake a Participant whole for some or all oféleise taxes imposed on a Participant
pursuant to Section 4999 of the Code in the eVwttthe grant, exercise, vesting or payment of #uehrd is deemed to be an "excess
parachute payment" for purposes of Section 280BefCode. The terms and conditions of such additipayments shall be as determined by
the Committee and reflected in the Award Agreement.

ARTICLE V.
SHARES SUBJECT TO PLAN

5.1. Aggregate Limitation. The Committeaynmot grant Awards under this Plan with respechéwe than 200,000,000 Shares during the
Term.

5.2. Individual Limitations. The Committe®y not grant Options or Stock Appreciation Rigimsler this Plan to any Participant during
any calendar year with respect to more than 3,@@08hares.

5.3. Unused Shares. If any Award expirggoninates, or if any Award is surrendered, cietter forfeited without having been fully
exercised, the Committee may again grant Awards meispect to the unused Shares allocable to theselxperminated, surrendered, canceled
or forfeited Award.




ARTICLE VL.
OPTIONS

6.1. Grant. The Committee may grant Oitmnany Employee. The Committee will determinetérens, conditions and provisions of,
and the restrictions on, any Options, includingrthenber of shares subject to such Options, theatadates on which the Options become
exercisable, either wholly or in part, and the exqidon date of the Options. A Participant to whamGQyption is granted will not be deemed the
holder of any Shares subject to the Option unél$hares are fully paid, and issued and deliverdiht following exercise of the Option.

6.2. Incentive Stock Options. IncentivecktOptions must include such terms and conditaandetermined by the Committee to be
reasonably necessary to cause the Options to gaaliihncentive stock options under Section 42hefCode.

6.3. Exchange. The Committee may grantddptto a Participant holding unexercised outstagdptions, or unexercised outstanding
Options granted under another stock plan of the 2oy, on the condition that the Participant sureesdor cancellation some or all of those
unexercised outstanding options.

6.4. Substitution. The Committee may g@ptions from time to time in substitution for slarirights held by employees of other entities
who become Employees as a result of a merger aotidation of the other entity with the CompanyaorAffiliate, the acquisition by the
Company or an Affiliate of the assets of the owmtity, or the acquisition by the Company or aniliffe of an equity interest in another entity.

6.5. Exercise Price. The Committee mayp@ptions pursuant to this Plan, other than Ingerstock Options, with a per share exercise
price that is less than the Fair Market Value of @hare, as of the date of the grant.

6.6. Vesting. Options granted pursuarhi® Plan will vest and become exercisable as deted by the Committee in its sole discretion
and as reflected in an Award Agreement.

ARTICLE VII.
RESTRICTED SHARES

7.1. Grant. The Committee may grant Retstti Shares to any Participant. The Committee makengrants of Restricted Shares at such
cost, or at no cost, as determined by the Comniittés sole discretion.

7.2. Beneficial Ownership. Except as setfin an Agreement relating to Restricted Shagash Participant who is awarded Restricted
Shares will have the entire beneficial ownershipaofl all rights and privileges of a stockholdethwespect to, the Restricted Shares awarded
to him. Notwithstanding the above, Restricted Shanay not be sold, transferred, pledged or otheremecumbered during the restricted period
set by the Committee.

ARTICLE VIII.
OTHER AWARDS

8.1. Grants. The Committee may grant ahgrostock or stock- related awards to a Partigipader this Plan that the Committee deems
appropriate, including, but not limited to, StocRpeciation Rights, Outperform Stock Options, bargairchases of Shares, bonuses of Share:
and the grant of Shares based on performance orthpcsatisfaction of other conditions.
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ARTICLE IX
CHANGES IN CAPITAL STRUCTURE AND CHANGE IN CONTROL

9.1 Changes in Capital Structure. Awayamted under the Plan and any agreements evidesaah Awards, the maximum number of
Shares subject to all Awards and the maximum nurobshares with respect to which any one person lmeagranted Options, Outperform
Stock Options or Stock Appreciation Rights or otsteick or stock related awards during the Terml ffgasubject to adjustment or substituti
as determined by the Committee in its sole disanetas to the number, price or kind of a Sharetloeroconsideration subject to such Award
as otherwise determined by the Committee to betaojei (i) in the event of changes in the outstagm@hares or in the capital structure of the
Company by reason of stock dividends, stock splitgerse stock splits, recapitalizations, reorgations, mergers, consolidations,
combinations, exchanges, or other relevant chaingespitalization occurring after the date of grahainy such Award, or (ii) in the event of
any change in applicable laws or any change irunigtances which results in or would result in anyssantial dilution or enlargement of the
rights granted to, or available for, Participamtshie Plan, or which otherwise warrants equitatjastment because it interferes with the
intended operation of the Plan. In addition, in ¢lrent of any such adjustments or substitutionatgregate number of Shares available under
the Plan shall be appropriately adjusted by the @iitee, whose determination shall be conclusivey Adjustment in Incentive Stock Options
under this Section 9.1 shall be made only to thergxot constituting a "modification” within theeaning of Section 424(h)(3) of the Code,
and any adjustments under this Section 9.1 shattdde in a manner which does not adversely affiecexemption provided pursuant to
Rule 16b-3 under the Exchange Act. Further, witpeet to Awards intended to qualify as "performabased compensation” under
Section 162(m) of the Code, such adjustments astgutions shall be made only to the extent that@lmmmittee determines that such
adjustments or substitutions may be made withdossof deductibility for Awards under Section 182 (f the Code, unless the Committee
specifically determines otherwise. The Companylgiiaé each Participant notice of an adjustmenébieder and, upon notice, such adjustr
shall be conclusive and binding for all purposes.

Notwithstanding the above, in the everaimy of the following that does not constitute a @®in Control:

A. The Company is merged or consolidatéti another corporation or entity and, in coni@ttherewith, consideration is
received by stockholders of the Company in a fotheothan stock or other equity interests of th&ising entity;

B. All or substantially all of the assetf the Company are acquired by another Person;
C. The reorganization or liquidationtioé Company; or
D. The Company shall enter into a wnittggreement to undergo an event described in daAisB or C above,

then the Committee may, in its discretion and uableast 10 days advance notice to the affectesbpsr cancel any outstanding Awards and
pay to the holders thereof, in cash or stock, grambination thereof, the value of such Awardsslbagoon the price per Share received or to
be received by other stockholders of the Compartlgerevent. The terms of this Section 9.1 may bieddy the Committee in any particular
Award Agreement.

9.2 Effect of Change in Control. Excepttie extent reflected in a particular Award Agreein

(&) The Committee, in its sole discretioray (but need not) provide in any Award Agreenthat, in the event of a Change in Control,
notwithstanding any vesting schedule otherwisectffe with respect to the Award, (i) in the casedgitions or Stock Appreciation Rights, the
Award shall become immediately exercisable witlpees to 100 percent of the Shares subject theiétm the case of
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Restricted Shares, any restrictions shall expimaéaiately with respect to 100 percent of such Restt Shares and (iii) in the case of any
other Award, any other vesting or restricted petmahich such Award is subject shall expire a$@6 percent of such Award.

(b) In addition, in the event of a Chamy€ontrol, the Committee may in its discretiordarpon at least 10 days' advance notice to the
affected persons, cancel any outstanding Awardsagdo the holders thereof, in cash or stockjngr@mbination thereof, the value of such
Awards based upon the price per share receiven lng teceived by other shareholders of the Compathe event.

9.3 Binding Upon Successors. The obligetiof the Company under this Plan shall be bindjmgn any successor corporation or
organization resulting from the merger, consolmatdr other reorganization of the Company, or ugoy successor corporation or organiza
succeeding to substantially all of the assets aisihbss of the Company. Subject to the actionstwifie Committee may take with respect to
Awards in accordance with Sections 9.1 and 9.2Cthmpany agrees that it will make appropriate miovis for the preservation of
Participants' rights under the Plan in any agre¢meplan which it may enter into or adopt to effany such merger, consolidation,
reorganization or transfer of assets.

ARTICLE IX.
ADMINISTRATION

9.1. Administration. The Committee willraphister this Plan. The Board may appoint a separainmittee or committees to administer
portions of the Plan applicable to persons sultfeBule 16b-3, Section 162(m) of the Code or offmmilar provisions of law. The Committee
may act either through majority vote of the Comedtat a meeting for which a quorum is presenti@muigh the written consent of a majority
of the members of the Committee in lieu of a megtithe Committee will maintain such books, accoamd records relating to the Plan an
Committee proceedings as it considers approprTdte.Committee may designate Employees to assig€dnamittee in the administration of
the Plan and to act as Representatives of the Ctteanand in that capacity to exercise any orfathe authority of the Committee under this
Plan, and may grant authority to those Employeexézute any and all agreements contemplated ythn and any other documents
reasonably required to implement this Plan. The @dtee may employ agents, attorneys, accountargsher third parties for such purpose
the Committee considers appropriate.

9.2. Discretion and Authority. Subjecthe express limitations set forth in this Plan, @@mmmittee, in its sole and absolute discretion,
may take any and all actions necessary, advisatdpmropriate to implement the Plan and may makeaad all determinations deemed
appropriate for the administration of the Planjuding actions and determinations with respectjalfe Participants in the Plan, (b) adequacy
of consideration received by the Company in exckdog Awards granted under the Plan, (c) the tyebamounts of Awards to be granted to
Participants or to any particular Participant,tfdd terms, conditions and provisions of, and retsoms on, all Awards, (e) amounts payable, if
any, by a Participant in connection with the gramtard or receipt of any Award, (f) restrictionstaansfer of any Award by a Participant, and
(g) the circumstances under which any Award mayrexperminate or be surrendered, canceled oriferfe

9.3. Payment. Upon the exercise of anddptr in the case of any other Award that requareayment by a Participant to the Company,
the amount due the Company may be paid (a) in ¢bsly the surrender of all or part of an Awamic{uding the Award being exercised);
(c) by the tender to the Company of Shares acqlbiyetie Participant on the open market or ownethbyParticipant for at least six months
and registered in his or her name having a Faikkbtavalue equal to the amount due to the Compat)yhy delivering to the Committee a
copy of irrevocable instructions to a stockbroleedéliver promptly to the Company an amount of sallan proceeds sufficient to pay the
exercise price, in the case of an Option; (e) reoproperty, rights and credits
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deemed acceptable by the Committee, including #rgdipant's promissory note; or (f) by any combiima of the payment methods specifie
(a) through (e). Notwithstanding the foregoing, amythod of payment other than in cash may be usldnith the consent of the Committee
or if and to the extent so provided in the reladegeement. The proceeds of the sales of Sharefigsed pursuant to an Option and any
payment to the Company for other Awards will beextltb the general funds of the Company or to taeqeired Shares held by the Company,
as the case may be, and used for the corporatesesf the Company as the Board determines.

9.4. Rules. The Committee may make, anagndrescind such rules and regulations and edtablisdify or repeal such procedures as it
deems appropriate for the administration of thenPTdne Committee may make special rules or regaiatthat apply only to persons covered
by Rule 16b-3, Section 162(m) of the Code or ofiterisions of law.

9.5. Interpretation. In the event of aadiement as to the interpretation of the Planraley regulation or procedure under the Plansor a
to any right or obligation arising from or relatexdthe Plan (including but not limited to underAgreement), the interpretation of the
Committee will be final and binding.

9.6. Legal Requirements. The Committe¢ aiise the Plan, and any grants or awards of Asyaoccomply with all applicable laws.

ARTICLE X.
AMENDMENT AND TERMINATION

10.1. Amendment. The Committee may ameadtan from time to time as it deems appropriatee Committee, however, may not
amend any provision of Article V, Section 6.2 astArticle X without the approval of the Board. ldmendment to this Plan may deprive a
Participant of any Award or rights with respecatoAward without the Participant's consent.

10.2. Term. The Plan will terminate on thith anniversary of the Effective Date. The Boamlyever, may terminate the Plan at any
time. Neither amendment nor termination of the Ri@dhdeprive Participants of their rights with pet to outstanding Awards.

ARTICLE XI.
MISCELLANEOUS

11.1. Continuation of Employment. NeithgistPlan nor any Award granted under this Plan@asnfipon any Employee any right to
continue in the service of the Company or any Adféd or limits the right of the Company to termman Employee's service at will at any tit

11.2. Discretionary Acceleration of Vestifitne Committee may accelerate the vesting, exabiity or payment of any Award at any ti
and for any reason as it determines in its solerelion (including but not limited to retirementaParticipant).

11.3. Unfunded Plan. This Plan is intenttedonstitute an "unfunded” plan for incentive aeferred compensation. With respect to any
payments or deliveries of Shares not yet madeRarticipant by the Company, nothing contained is EHan will give any Participant rights
that are greater than those of a general credittreo-Company. The Committee may authorize theticneaf trusts or other arrangements to
meet the obligations to deliver Shares or paymentier the Plan.

11.4. Designation of Beneficiary. A Papiant may file with the Committee a written desigmaof a beneficiary or beneficiaries (subject
to such limitations as to the classes and numbddrsreeficiaries and contingent beneficiaries asGbemmittee may from time to time prescri
to exercise, in the event of the death of the Eigaint, an Option, Outperform Stock Option or Stégpreciation Right, or to receive, in such
event, any Awards. The Committee reserves the t@ghtview and




approve beneficiary designations. A Participant finasn time to time revoke or change any such degign of beneficiary and any designat
of beneficiary under the Plan will be controllinges any other disposition, testimony or otherwja®yvided, however, that if the Committee
will be in doubt as to the right of any such bediafiy to exercise any Option, Outperform Stock @ptr Stock Appreciation Right, or to
receive any Award, the Committee may determinetognize only the legal representative of the reoip

11.5. Nontransferability. Unless otherwdsgtermined by the Committee or specified in an Agrent, (a) no Award granted under this
Plan may be transferred or assigned by the Paatitiim whom it is granted other than by benefic@agignation, will, or pursuant to the laws
of descent and distribution, and (b) an Award grdntnder this Plan may be exercised, during thitcRemt's lifetime, only by the Participant
or by the Participant's guardian or legal represérd.

11.6. Rule 16b-3. With respect to Partinigasubject to Section 16 of the Exchange Act,saations under this Plan are intended to
comply with all applicable provisions of Rule 16m8its successors under the Exchange Act, angdrthgsions of the Plan shall be construed
accordingly.

11.7. No Effect on Other Awards. The reteipAwards under the Plan shall have no effecaion benefits to which a Participant may be
entitled from his or her employer, under anothanpsr otherwise, or preclude a Participant fronengng any such benefits.

11.8. Withholding. If the Company is re@airto withhold any taxes in connection with an Adyand a Participant is obligated to pay to
the Company any or all of the amount required tevlikheld, the Committee may permit the Participansatisfy the withholding obligation,
whole or in part, either (a) by having the Compuuithhold from any Shares to be issued upon theipeoéan Award with a Fair Market
Value sufficient to satisfy the withholding amouhite, or (b) by delivering to the Company sufficiShares to satisfy the withholding amount
due. In the absence of such Committee permisdienyithholding obligation shall be satisfied by ti@yment of cash or its equivalent by the
Participant to the Company. The Company shall mvebligation to deliver to a Participant Sharestbier consideration in respect of an
Award until arrangements satisfactory to the Cortemihave been made to satisfy any required witliigldbligation of the Company.

11.9. Effective Date. This Plan is origigaffective as of September 25, 1995, and has beended and restated by the Board effective
as of October 22, 1997, further amended and resé&dfective as of November 10, 1997 and furtherraaed and restated effective as of
April 1, 1998, July 24, 2002 and May 18, 2004.

11.10. Liability. No member of the Boardtbe Committee, or any officer or employee of th@rany or its subsidiaries, will be
personally liable for any action, omission or detiration made in good faith or upon the adviceafresel in connection with the Plan or any
Award granted or awarded under the Plan.

11.11. Governing Law. The law of the s@ft®elaware will govern issues related to the vglidnd issuance of Shares. All other terms,
conditions and provisions of, and restrictions ygbis Plan, and Awards granted hereunder, wikdrestrued and administered in accordance
with the law of the state in which the Companylagipal executive offices are located.

11.12. Conflict. Unless specifically stata#tierwise in an Agreement, if a term, conditiorpmvision of, or restriction upon, the Plan
conflicts with the term, condition or provision @k, restriction upon, any Agreement, the term effan will control.
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Exhibit 12
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING S TO FIXED CHARGES
AND PREFERRED STOCK DIVIDENDS
LEVEL 3 COMMUNICATIONS, INC.
Fiscal Year Ended
2005 2004 2003 2002 2001
Loss from
Continuing Operations Before Tax $ (679 $ (452) $ (7159 $ (979 $ (4,35)
(Earnings) Losses of Equity Investe — — (©) 13 (16)
Interest on Debt, Net of Capitalized Inter 53C 48~ 567 56C 64¢€
Amortization of Capitalized Intere 68 68 68 68 68
Interest Expense Portion of Rental Expe 26 3C 34 22 19
Earnings (Losses) Available for Fixed Char $ G5 $ 131 $ 88 $ (336 $ (3,639
| | .| .| |
Interest on Dek $ 53C $ 48 $ 567 $ 56C $ 702
Preferred Dividend — — — — —
Interest Expense Portion of Rental Expe 26 3C 34 22 19
Total Fixed Charge $ 55¢ $ 51 $ 601 $ 582 $ 722
| | .| .| |
Ratio of Earnings to Fixed Charg — — — — —
| | ] ] I
Deficiency $ (1) $ (389) $ (689) $ (918 $ (4,356
| | ] ] I
i The computation for 20C- 2001 have been restated to reflect the result§Sifiicture, which was sold in November 2005

discontinued operations.
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Significant Subsidiaries
As of and for the Fiscal Year ending December 3105

Level 3 Communications, In
Level 3 Financing, Inc
Technology Spectrum, In
Software Spectrum, Ir
Level 3 Communications, LL!
WilTel Communications Group, LL!
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.

Exhibit 21
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Exhibit 23
Consent of Independent Registered Public Accouriing
The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by refeeeincthe registration statements (Nos. 333-53933;%1899, 333-68887, 333-71713, 333-
115062, 333-123703, 333-125030, 333-125262, andl38310) on Forms S-3 and the registration statésr(@os. 333-79533, 333-42465,
333-68447, 333-58691, 333-52697, 333-115472, aBeld5751) on Forms S-8 of Level 3 Communications, &nd subsidiaries of our
reports dated March 1, 2006, with respect to thesalidated balance sheets of Level 3 Communicatioios and subsidiaries as of
December 31, 2005 and 2004, and the related cdasetl statements of operations, cash flows, amflstdders' equity (deficit) and
comprehensive loss for each of the years in treetiyear period ended December 31, 2005, managsmasegéssment of the effectiveness of
internal control over financial reporting as of [@etber 31, 2005, and the effectiveness of interoiadrol over financial reporting as of
December 31, 2005, which reports appear in the dbee 31, 2005 annual report on Form 10-K of Lev@la3nmunications, Inc. and
subsidiaries.

Our reports refer to a change in the metfaatcounting for asset retirement obligationslanuary 1, 2003, upon adoption of Stateme
Financial Accounting Standards No. 143.

/sl KPMG LLP
Denver, Colorado

March 1, 2006
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Exhibit 31.1
Certifications*
I, James Q. Crowe, certify that:
1. I have reviewed this Form 10-K of Level 3 Commutimas, Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))%(d internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

b. Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

C. Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimeiport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

d. Disclosed in this report any change in the regmtsadnternal control over financial reporting tloatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer(s) antblve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknesiethe design or operation of internal contra¢iofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize ambrt financial information; ar

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

Date: March 2, 2006

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

*Provide a separate certification for each printgeecutive officer and principal financial officef the registrant. See Rules 13a-14(a) and
15d-14(a).
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Exhibit 31.2
Certifications*
I, Sunit S. Patel, certify that:
1. I have reviewed this Form 10-K of Level 3 Commutimas, Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))%(d internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

b. Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

C. Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimeiport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

d. Disclosed in this report any change in the regmtsadnternal control over financial reporting tloatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer(s) antblve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknesiethe design or operation of internal contra¢iofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize ambrt financial information; ar

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

Date: March 2, 2006

/s/ SUNIT S. PATEL

Sunit S. Patel
Group Vice President and Chief Financial Offi

*Provide a separate certification for each printgeecutive officer and principal financial officef the registrant. See Rules 13a-14(a) and
15d-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 LeveC8mmunications, Inc. (the "Company") for the yeaded December 31, 2005 as filed with
the Securities and Exchange Commission on thetdasof (the "Report”), I, James Q. Crowe, Chiefdttiwe Officer of the Company, certi
pursuant to 18 U.S.C. § 1350, as adopted pursa&h906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with thejugrements of section 13(a) or 15(d) of the SemmsiExchange Act of 1934; and

(2) The information contained in the Refairly presents, in all material respects, timafcial condition and results of operations of the
Company.

/s JAMES Q. CROWE

James Q. Crowe
Chief Executive Officer
March 2, 200¢
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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 LeveC8mmunications, Inc. (the "Company") for the yeaded December 31, 2005 as filed with
the Securities and Exchange Commission on thehdaeof (the "Report”), I, Sunit S. Patel, Chiefdnnial Officer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursa&h906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with thejugrements of section 13(a) or 15(d) of the SemmsiExchange Act of 1934; and

(2) The information contained in the Refairly presents, in all material respects, timafcial condition and results of operations of the
Company.

/sl SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officer
March 2, 200¢
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