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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K

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

Date of Report (Date of earliest event reportetl)ne 18, 2009

Level 3 Communications, Inc.

(Exact name of Registrant as specified in its @nart

Delaware 0-15658 47-0210602
(State or othe (Commission File (IRS employel
jurisdiction of incorporation Number) Identification No.)
1025 Eldorado Blvd., Broomfield, Coloradc 80021
(Address of principal executive office (Zip code)

720-888-1000
(Registrant’s telephone number including area code)

Not applicable
(Former name and former address, if changed sastedport)

Check the appropriate box below if the Form 8-flis intended to simultaneously satisfy the §liobligation of the registrant under any of
the following provisions (see General Instructior2 Abelow):

O Written communications pursuant to Ru2é 4inder the Securities Act (17 CFR 230.425)
O Soliciting material pursuant to Rule IMaunder the Exchange Act (17 CFR 240.14a-12)
O Pre-commencement communications purdoaRtle 14d-2(b) under the Exchange Act (17 CFR 24id-2(b))
O Pre-commencement communications purdoaRtile 13e-4(c) under the Exchange Act (17 CFRIB#4(c))




Item 8.01. Other Events

On May 9, 2008, the Financial Accounting Standd&dard (“FASB”) issued FASB Staff Position (“FSP"pNAPB 14-1,
“Accounting for Convertible Debt Instruments ThaaWBe Settled in Cash Upon Conversion (Includingi®aCash Settlement)” EFSP APE
14-1"), which requires issuers of a certain typeaivertible debt to separately account for the dad equity components of the convertible
debt in a way that reflects the issuer’s borrowiaig at the date of issuance for similar debt imsénts without the conversion feature.

As the Company previously disclosed in its earnimjsases dated February 11, 2009 and April 289.2&0d in the Company’s
quarterly report on Form 10-Q filed on May 8, 20B8$P APB 14t applies to two convertible debt issuances of L8v@ommunications, In
(“Level 3"), the 5.25% Convertible Senior Notes A1 and the 3.5% Convertible Senior Notes du 2B$P APB 14-1 became effective
for Level 3 on January 1, 2009 and requires retrctipe application. This Form 8-K is being filedrevise the audited consolidated financial
statements of Level 3 as of December 31, 2008 8Ad and for each of the years in the three-yedaogpended December 31, 2008 to reflect
the retrospective application of FSP APB 14-1.

Item 9.01. Financial Statements and Exhibits

(&) Financial Statements of Business Acqu
None

(b) Pro Forma Financial Informatiol
None

(c) Shell Company Transactio
None

(d) Exhibits
The following exhibits are being filed herewi

Exhibit
Number Description

23.1 Consent of KPMG LLF
99.1 Level 3 Communications, InConsolidated Financial Stateme

2




SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréiport to be signed on its
behalf by the undersigned, hereunto duly authorized

Level 3 Communications, In

By: /s/ Eric J. Mortense

Eric J. Mortense!
Senior Vice President and Control

Date: June 18, 20(




Exhibit 23.1
Consent of Independent Registered Public Accountingirm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference inrégéstration statements (Nos. 333-53914, 333-91838-68887, 333-71713, 333-
115062, 333-125262, 333-130710, 333-132695, 33854384333-136413, 333-139836, 333-139838, 333-153833-154976, and 333-
156709) on Form S-3 and the registration staten{&tus. 333-79533, 333-42465, 333-68447, 333-58893;52697, 333-115472, and 333-
115751) on Form S-8 of Level 3 Communications, bfour report dated February 27, 2009, excepb diset effects of FSP APB 14-1
discussed in note 17, which is as of June 18, 2008,respect to the consolidated balance shedtswd#l 3 Communications, Inc. and
subsidiaries as of December 31, 2008 and 2007thencklated consolidated statements of operatoas) flows, changes in stockholders’
equity (deficit) and comprehensive loss for eacthefyears in the three-year period ended DeceBihe2008, which report appears herein.

Our report refers to a change in the method of atiog for the conversion options in Level 3 Comigations, Inc.’s debt that may be
settled in cash upon conversion for all periods@mnéed in its consolidated financial statementstduke adoption of FASB Staff Position I
APB 14-1,Accounting for Convertible Debt Instruments ThatyNBe Settled in Cash Upon Conversion (IncludingtiBa€ash Settlement)
/sl KPMG LLP

Denver, Colorado
June 18, 2009




Exhibit 99.1
Level 3 Communications, Inc.

Consolidated Financial Statements




Report of Independent Registered Public Accountindrirm

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

We have audited the accompanying consolidated balsimeets of Level 3 Communications, Inc. and siidrses as of December 31,
2008 and 2007, and the related consolidated statsméoperations, cash flows, changes in stocldslequity (deficit) and comprehensive
loss for each of the years in the three-year perimted December 31, 2008. These consolidated fadastatements are the responsibility of
Level 3 Communications, Inc.’s management. Ouraasibility is to express an opinion on these cadstéd financial statements based on
our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamBioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptesused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenéspects, the financial position of
Level 3 Communications, Inc. and subsidiaries aBexfember 31, 2008 and 2007, and the results ofdperations and their cash flows for
each of the years in the three-year period endegmber 31, 2008, in conformity with U.S. generalégepted accounting principles.

As discussed in note 17 to the consolidated fir@rstatements, Level 3 Communications, Inc. hasspectively changed its method of
accounting for the conversion options in its délt imay be settled in cash upon conversion fqueaibds presented in its consolidated
financial statements due to the adoption of FAS&EfRosition No. APB 14-1Accounting for Convertible Debt Instruments ThatyNBe
Settled in Cash Upon Conversion (Including Par@aish Settlemen{FFSP APB 14-1).

We also have audited, in accordance with the stadsd# the Public Company Accounting Oversight Bo@/nited States), Level 3
Communications, Inc.’s internal control over fineeceporting as of December 31, 2008, based dar@iestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission, and our report datdstrary 27,
2009 expressed an unqualified opinion on the effesess of Level 3 Communications, Inc.’s interc@htrol over financial reporting.

/sl KPMG LLP
Denver, Colorado

February 27, 2009, except as to the effects of KBB 14-1
discussed in note 17, which is as of June 18, 2009




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

For each of the years in the three-year period endeDecember 31, 2008

2008 2007 2006
(dollars in millions, except per share data
Revenue
Communication: $ 4,22¢ $ 4,19¢ % 3,311
Coal mining 75 70 67
Total revenu 4,301 4,26¢ 3,37¢
Costs and Expenses (exclusive of depreciation arattezation shown separately
below):
Cost of revenue
Communication: 1,74C 1,76¢ 1,46(
Coal mining 69 64 57
Total cost of revenu 1,80¢ 1,83: 1,517
Depreciation and amortizatic 931 947 73C
Selling, general and administrati 1,50t 1,72 1,25¢
Restructuring and impairment charg 25 12 13
Total costs and expens 4,27( 4,51C 3,51¢
Operating Income (Los! 31 (247 (140
Other Income (Expense
Interest incomi 15 54 64
Interest expens (570 (609) (670
Gain on sale of business groups, 99 — —
Gain (loss) on early extinguishment of debt, 89 (427) (83
Other, ne 24 55 19
Total other income (expens (349) (927) (670)
Loss from Continuing Operations Before Income Te (312 (1,169 (810
Income Tax (Expense) Bene (6) 22 (2)
Loss from Continuing Operatiol (31¢) (1,14¢) (812)
Discontinued Operation
Income from discontinued operatic — — 13
Gain on sale of discontinued operatis — — 33
Income from Discontinued Operatio — — 46
Net Loss $ (318 $ (1,14¢) $ (76€)
Shares Used to Compute Basic and Diluted Loss PaeSin thousand: 1,564,99i 1,517,611 1,003,25!
Earnings (Loss) Per Share (Basic and Dilut
Loss from Continuing Operatiol $ (020 $ (0.7¢) $ (0.87)
Income from Discontinued Operatio — — .05
Net Loss $ (02() $ (076) $ (076)

See accompanying notes to consolidated financgsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Assets

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

CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2008 AND 2007

Receivables, less allowances for doubtful accooh$i6 and $20, respective

Other
Total Current Asset
Property, Plant and Equipment, |
Restricted Cash and Securit
Goodwill
Other Intangibles, ne
Other Assets, ne¢
Total Assets

Liabilities and Stockholde’ Equity
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes
Current portion of deferred reven
Other
Total Current Liabilities
Long-Term Debt, less current portis
Deferred Revenue, less current pori
Other Liabilities
Total Liabilities
Commitments and Contingenci
Stockholder Equity:

Preferred stock, $.01 par value, authorized 10(@@shares: no shares outstanc

Common stock, $.01 par value, authorized 2,2500@@shares: 1,617,615,258 issued and

outstanding in 2008 and 1,537,862,685 issued atsfaouling in 200°

Additional paic-in capital

Accumulated other comprehensive income (1

Accumulated defici
Total Stockholder Equity

Total Liabilities and Stockholde’ Equity

See accompanying notes to consolidated financgdsients.

2008 2007

(dollars in millions,

except per share data)

766 $ 714
— 9

3 10
39¢ 404
81 86
1,242 1,227
6,15¢ 6,66¢
127 117
1,432 1,421
55¢ 68C
11E 13¢
963/ $ 10,24¢
365 $ 39¢
18€ 32
10& 97
117 12¢
16¢€ 175
111 144
1,05z 972
6,24F 6,631
71¢ 762
597 617
8,61¢ 8,087
16 15
11,49t 11,26¢
(51) 104
(10,439 (10,12)
1,021 1,26¢
963/ $ 10,24¢




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For each of the years in the three-year period endeDecember 31, 2008

2008 2007 2006
(dollars in millions)
Cash Flows from Operating Activitie
Net Loss $ (31¢) $ (1,14¢) $ (76€)
Income from discontinued operatic — — (46)
Loss from continuing operatiol (319 (1,14¢) (812)
Adjustments to reconcile loss from continuing ofieres to net cash provided by
operating activities of continuing operatio
Depreciation and amortizatic 931 947 73C
(Gain) loss on debt extinguishments, (89) 427 83
Asset retirement obligation adjustm:e (86) — —
Loss on impairment 8 1 8
Gain on sale of property, plant and equipment ghdrasset 3 (40 ()
Gain on sale of business groups, (99) — —
Non-cash compensation expense attributable to stockda 78 122 84
Deferred income taxe — (23) —
Accretion of debt discount and amortization of debtiance cos 52 69 79
Accrued interest on loi-term debi (13 (5) 32
Change in working capital items net of amounts aequ
Receivable! 5 21 131
Other current asse 2 18 8
Payables (26) (73) (23
Deferred revenu (39 17 (53
Other current liabilitie: 6 (20%) (32
Other, ne (@] 6 (7)
Net Cash Provided by Operating Activities of Couniitg Operation: 413 231 221
Cash Flows from Investing Activitie
Capital expenditure (449 (633) (392
Proceeds from sale of business groups 124 — —
Proceeds from sales and maturities of marketalolgrities 4 33< 28C
Purchases of marketable securi — — (98)
(Increase) decrease in restricted cash and ses,inite’ 5) 12 (22)
Advances from discontinued operations, — — 18
Acquisitions, net of cash acquir — (67C) (749
Proceeds from sale of discontinued operationsphedsh solc — 2 307
Proceeds from sale of property, plant and equipt 3 5 7
Other 2 (6) —
Net Cash Used in Investing Activitir $ 321)) $ 961) $ (64€)

See accompanying notes to consolidated financgsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

For each of the years in the three-year period endeDecember 31, 2008

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

Payments on and repurchases of long-term debtidimg current portion and

refinancing cost
Proceeds from warrants and st-based equity plar
Equity offering
Other

Net Cash Provided by (Used in) Financing Activil

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

Net Cash Used in Discontinued Operati

Effect of Exchange Rates on Cash and Cash Equis

Net Change in Cash and Cash Equival:

Cash and Cash Equivalents at Beginning of Y
Cash and cash equivalents of continuing opera
Cash and cash equivalents of discontinued opet

Cash and Cash Equivalents at End of Y
Cash and cash equivalents of continuing opera

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

Noncash Investing and Financing Activitir
Common stock issued for acquisitic
Long-term debt converted to equ
Decrease in deferred revenue related to acquisi

2008 2007 2006
(dollars in millions)

40C $ 2,34¢ 2,25¢
(436) (2,61¢) (1,110
— 26 —
- - 542
2 — _
(39 (243) 1,68¢
— — (20
— — (239
— — (43
4) 6 10
54 (967) 1,22¢
714 1,681 37¢
— — 73
76 $ 714 1,681
531 $ 54¢ 55¢
4 1 —
— 3 692 904
12¢ 87¢ —
— — 10

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT)

For each of the years in the three-year period endeDecember 31, 2008

Balances at December 31, 2(
Adjustment for EITF No. C-6
Adjustment for FSP No. APB -1
Adjusted balances at December 31, 2
Common Stock
Acquisitions
Equity offering, net of offering cos
Common stock issued under employee stock
and benefit plans and oth
Issuance of 3.5% Convertible Senior Nc
Stocl-based compensation expel
Net Loss
Other Comprehensive Incor
Balances at December 31, 2(
Common Stock
Acquisitions
Common stock issued under employee stock
and benefit plans and oth
Debt conversion to equit
Stocl-based compensation expel
Net Loss
Other Comprehensive Incor
Balances at December 31, 2(
Common Stock
Common stock issued under employee stoc
and benefit plans and oth
Debt conversion to equit
Stocl-based compensation expel
Net Loss
Other Comprehensive Lo

Balances at December 31, 2(

Accumulated

Additional Other
Common Stock Paid-in Comprehensive Accumulated
Shares Capital Income (Loss) Deficit Total
(dollars in millions)

817,767,81 $ 8 $ 7,75¢ % k1) $ (8,197) $ (47€)
- - — — 3 (3)
- - 15¢ - (14) 14E
817,767,81 8 7,91¢ (51) (8,209 (334)
216,917,83 2 90z — — 904
125,000,00 2 541 — — 54z
18,737,45 — 15 — — 15
— — 10t — — 10=
— — 88 — — 88
— — — — (766€) (766€)
— — — 47 — 47
1,178,423,10 12 9,56¢ (4 (8,975 60z
122,942,01 1 691 — — 692
22,558,51 — 8 — — 8
213,939,05 2 877 — — 87¢
— — 12¢ — — 12¢
- - - - (1,146 (1,146
— — — 10€ — 10¢€
1,537,862,68 15 11,26¢ 104 (10,12 1,26¢
32,131,24 — 21 — — 21
47,621,32 1 127 — — 12¢
— — 79 — — 79
— — — — (31€) (31€)
— — — (155) — (155)
1,617,61525 $ 16 $ 11,49° $ (51) $ (10,439 $ 1,021

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

For each of the years in the three-year period endeDecember 31, 2008

2008 2007 2006
(dollars in millions)

Net Loss $ (318 $ (1,14¢ $ (76€)
Other Comprehensive Income (Loss) Before Incomees:

Foreign currency translatic (63) 131 48

Unrealized holding gain (loss) on availe-for-sale investmer @) 7 1

Unrealized holding loss on interest rate sw (60) (37) —

Other, ne (25 7 (2
Other Comprehensive Income (Loss), Before Incomes3 (15%) 10¢ 47
Income Tax Related to Items of Other Comprehensiveme (Loss — — —
Other Comprehensive Income (Loss), Net of Income$ (155 10¢ 47
Comprehensive Los $ (4rd) $ (1,039 $ (719

SUPPLEMENTARY STOCKHOLDERS’ EQUITY (DEFICIT) INFORM ATION

Unrealized
Net Holding
Foreign Gain (Loss)
Currency on Investment
Translation and Interest
Adjustment Rate Swaps Other Total

(dollars in millions)
Accumulated Other Comprehensive Income (Lc

Balance at December 31, 2C $ 19 $ D 3 3 $ (52
Change 48 1 (2) 47
Balance at December 31, 2C 29 — (33 4
Change 131 (30) 7 10€
Balance at December 31, 2C 16C (30 (26) 104
Change (63) (67) (25) (15E)
Balance at December 31, 2C $ 97 % @1 $ (5) $ (61

See accompanying notes to consolidated finanassients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Organization and Summary of Significant Accounihg Policies
Description of Busines

The Company is a facilities based provider (thaaiprovider that owns or leases a substantialquodf the plant, property and
equipment necessary to provide its services) abadrange of integrated communications servicke.Jompany has created its
communications network generally by constructisgoiivn assets, but also through a combination aftfasing and leasing other companies
and facilities. The Company’s network is an advanagernational, facilities based communicatioesaork. The Company designed its
network to provide communications services, whigtply and take advantage of rapidly improving uhdeg optical, Internet Protocol,
computing and storage technologies.

The Company is also engaged in coal mining thratsgtwo 50% owned joint-venture surface mines, eaeh in Montana and
Wyoming.

Principles of Consolidation and Basis of Presermta

The consolidated financial statements include te®ants of Level 3 Communications, Inc. and subsids (the “Company” or
“Level 3") in which it has control, which are enpeises engaged in the communications and coal ginisinesses. Fifty-percent-owned
mining joint ventures are consolidated on a pra teatsis. All significant intercompany accounts &radsactions have been eliminated. The
accompanying financial statements have been prépaigccordance with accounting principles gengradicepted in the United States.

Level 3 acquired WilTel Communications Group, LL@VITel”) on December 23, 2005; Progress TelecomCL(“Progress
Telecom”) on March 20, 2006; ICG Communicationg, IilCG Communications”) on May 31, 2006; TelCoWrs. (“TelCove”) on July 24,
2006; Looking Glass Networks Holding Co., Inc. (lkong Glass”) on August 2, 2006; Broadwing Corpimrai“Broadwing”) on January 3,
2007; the Content Delivery Network services busin@€DN Business”) of SAVVIS, Inc. on January 280Z; and Servecast Limited
(“Servecast”) on July 11, 2007. As applicable, @mnpany also acquired these companies’ operatingjdiaries. The results of operations,
cash flows and financial position attributablehege acquisitions are included in the consolidfiteahcial statements from the respective
dates of their acquisition.

On September 7, 2006, Level 3 sold Software Spegthoc. (“Software Spectrum”), the Company’s softeveeseller business, to
Insight Enterprises, Inc. (“Insight EnterprisesThe results of operations, financial condition @adh flows for the Software Spectrum
business have been classified as discontinued topesan the consolidated financial statementsratated notes through its date of sale.

On June 5, 2008, Level 3 completed the sale &fyitsx advertising distribution business to DG Fasa@hel, Inc. Level 3 has
retained ownership of Vyvx’s core broadcast businggluding the Vyvx Services Broadcast Businessitent distribution capabilities. The
financial results of the Vyvx advertising distrilmrt business are included in the Compargonsolidated results of operations through the
of sale. See Note 2 for more details regardingithposition of the Vyvx advertising distributionginess. The disposal of the Vyvx
advertising distribution business did not meetdtiteria under Statement of Financial Accountingrisiards (“SFAS”) No. 144, “Accounting
for the Impairment or Disposal of Long-Lived AsSet'SFAS No. 144”) for presentation as discontinuggkrations since the business was
not considered an asset group.

Foreign Currency Translatio

Generally, local currencies of foreign subsidiages the functional currencies for financial repa@rtpurposes. Assets and liabilities
are translated into U.S. dollars at year-end exghaates. Revenue, expenses and cash flows astateghusing average exchange rates
prevailing during the year. Gains or losses resglffom currency translation are recorded as a corapt of accumulated other
comprehensive income (loss) in stockholders’ egfgigficit) and in the statements of comprehensigs.| A significant portion of the
Company’s foreign subsidiaries have either thei®riPound or the Euro as the functional currenoth lof which experienced significant
fluctuations against the U.S. dollar during 200802 and 2006. As a result, the Company has exmeriesignificant foreign currency
translation adjustments that are recognized asrgponent of accumulated other comprehensive incéoss)(in stockholders’ equity (deficit)
and in the statement of comprehensive loss in decme with SFAS No. 52 “Foreign Currency Translgtidhe Company considers its
investments in its foreign subsidiaries to be loexgn in nature.




Reclassification:
Certain immaterial reclassifications have been magwior years to conform to the current perigafesentation.
Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfiztttae reported amounts of assets and lialsliied disclosure of contingent assets
liabilities at the date of the financial statemesntsl the reported amounts of revenue and expensieg) dhe reporting period. The accounting
estimates that require management’s most signif@ad subjective judgments include revenue recmgnithe valuation and recognition of
stock-based compensation expense, the valuatimmgflived assets, goodwill and acquired indefitited intangible assets and the valua
of asset retirement obligations. In addition, tler@any has other accounting policies that invoktéreates such as the allowance for
doubtful accounts, revenue reserves, the deteribimaf the useful lives of long-lived assets, teeagnition of the fair value of assets
acquired and liabilities assumed in business coatinins, accruals for estimated tax and legal liésxl, valuation allowance for deferred tax
assets and cost of revenue disputes for commumisasiervices. Actual results may differ from thestmates under different assumptions or
conditions and such differences could be material.

Communications

Revenue for communications services is recognized monthly basis as these services are providegtban contractual amounts
expected to be collected. Management establish@saipate revenue reserves at the time serviceseadered based on an analysis of
historical credit activity to address, where sigm@ft, situations in which collection is not reaably assured as a result of credit risk, potential
billing disputes or other reasons.

Reciprocal compensation revenue is recognized w@hdanterconnection agreement is in place with agrotrrier, or if an agreeme
has expired, when the parties have agreed to esntiperating under the previous agreement unghvaagreement is negotiated and
executed; or at rates mandated by the FCC. Peaibdithe Company will receive payment for recipgbcompensation services in excess of
FCC rates and before an agreement is in place eTdrasunts are included in other current liabilibesthe consolidated balance sheet until a
final agreement has been reached and the necesgaitatory approvals have been received at whinbk the reciprocal compensation
revenue is recognized. These amounts were ingignifito the Company in 2008, 2007 and 2006.

For certain sale and long-term indefeasible rightse or IRU contracts involving private line, wéggths and dark fiber services,
the Company may receive up-front payments for sessto be delivered for a period of up to 20 ydarthese situations, the Company defers
the revenue and amortizes it on a straight-linésltasearnings over the term of the contract.

Termination revenue is recognized when a custonsepdtinues service prior to the end of the contpaciod, for which Level 3 he
previously received consideration and for whicheraye recognition was deferred. Termination revésagso recognized when customers
required to make termination penalty payments teel 8 to settle contractually committed purchaseamts that the customer no longer
expects to meet or when a customer and Level 3jmiage a contract under which Level 3 is no lomgaigated to provide services for
consideration previously received and for whicheraye recognition has been deferred.

The Company is obligated under dark fiber IRUs aifer capacity agreements to maintain its networfficient working order an
in accordance with industry standards. Customershligated for the term of the agreement to payHeir allocable share of the costs for
operating and maintaining the network. The Compaepgnizes this revenue monthly as services anedwo.

Level 3's customer contracts require the Companyéet certain service level commitments. If Levelogs not meet the required
service levels, it may be obligated to provide @sgdisually in the form of free service, for a ghgeriod of time. The original services that
resulted in the credits are not included in revesmug, to date, have not been material.

Cost of revenue for the communications businedsidies leased capacity, right-of-way costs, acckasyes, satellite transponder
lease costs and other third party costs directtjbatable to the network, but excludes depreciaind amortization and related impairment
expenses. Prior to the sale of the Vyvx advertisiistribution business, the Company included in mamications cost of revenue package
delivery costs and blank tape media costs assdopeth this business.




The Company recognizes the cost of network senasdbey are incurred in accordance with contracaguirements. The Compa
disputes incorrect billings from its suppliers etwork services. The most prevalent types of desputclude disputes for circuits that are not
disconnected by its supplier on a timely basisasaie bills with incorrect or inadequate informatiDepending on the type and complexity
of the issues involved, it may and often does takeeral quarters to resolve the disputes.

In determining the amount of the cost of netwonvise expenses and related accrued liabilitiegtiect in its financial statements,
the Company considers the adequacy of documentatidisconnect notices, compliance with prevailadogtractual requirements for
submitting these disconnect notices and disputésetprovider of the network services, and comgkawith its interconnection agreements
with these carriers. Judgment is required in egtigahe ultimate outcome of the dispute resoluponcess, as well as any other amounts that
may be incurred to conclude the negotiations dlesany litigation. Actual results may differ frotinese estimates under different assumptions
or conditions and such differences could be mdteria

Coal Mining

The Company sells coal primarily through long-temmtracts with public utilities. The long-term cratts for the delivery of coal
establish the price, volume, and quality requiretmefithe coal to be delivered. Revenue under thadeother contracts is generally
recognized when coal is shipped to the customer.

USF and Gross Receipts Taxes

Emerging Issues Task Force Issue (“EITF”) 06-03WHBaxes Collected from Customers and Remitted tee@onental Authorities
Should Be Presented in the Income Statement (Bh&rbss versus Net Presentation)” (“EITF 06-03vies guidance regarding the
accounting and financial statement presentatiocdaiain taxes assessed by a governmental authbhieylCompany adopted EITF Issue
No. 0€-03 on January 1, 2007. The scope of EITF No. @&faides any tax assessed by a governmental atythioat is directly imposed on a
revenueproducing transaction between a seller and a custamd may include, but is not limited to, sales®,walue added, Universal Sen
Fund (“USF”) contributions and some excise taxdse Task Force concluded that entities should ptekere taxes in the income statement
on either a gross or a net basis. The Companydsdd8F contributions on a gross basis in its catateld statements of operations, but
records sales, use, value added and excise tdlezbtbiits customers on a net basis in its constdéid statements of operations.
Communications revenue and cost of revenue ondhsatidated statements of operations includes WhEibutions totaling $65 million,
$63 million and $19 million for the years ended Beber 31, 2008, 2007 and 2006, respectively.

Advertising Cost

The Company expenses the cost of advertising asrent. Advertising expense is included as a compiooieselling, general and
administrative expenses in the accompanying catesteld statements of operations. Advertising expese$8 million, $16 million and
$8 million for the years ended December 31, 2008,/2and 2006, respectively.

Stock-Based Compensation

Beginning January 1, 2006, the Company adoptegrhésions of SFAS No. 123R, “Share-Based Paymgsf-AS No. 123R").
The Company recognizes the estimated fair valibesfe compensation costs, net of an estimatedttodeate, over the requisite service
period of the award, which is generally the optiesting term. The Company estimates forfeituresrhesed on its historical experience.

Income Taxe

The Company recognizes deferred tax assets arilitigsfor the expected tax consequences of teanyatifferences between the
tax bases of assets and liabilities and their tedaamounts using enacted tax rates in effectioyear the differences are expected to re\
The Company records a valuation allowance to rethueeleferred tax assets to the amount that is fikelg than not to be realized. The
Company recognizes interest and penalty expenseiatsd with uncertain tax positions as a compopéiricome tax expense in the
consolidated statements of operations.




Cash and Cash Equivalents

The Company classifies investments as cash equatgalfethey are readily convertible to cash andehariginal maturities of three
months or less at the time of acquisition. Cashaasth equivalents consist primarily of highly ligunvestments in government and
government agency securities and money market fissded or managed by financial institutions inlthéted States and Europe and
commercial paper depending on liquidity requireraeAs of December 31, 2008 and 2007, the carryaigevof cash and cash equivalents
approximates fair value due to the short periotinoé to maturity.

Derivative Financial Instrument

The Company uses derivative financial instrumepttisparily interest rate swaps, to hedge certaierggt rate exposures. The
Company has designated its interest rate swapragres as a cash flow hedge. The change in thedhie of the interest rate swap
agreements is reflected in other comprehensiveniecloss) due to the fact that the interest rat@psagreements are designated as an
effective cash flow hedge. The Company evaluateffectiveness of the hedge on a quarterly béikis.Company recognizes any ineffec
portion of the hedge in the consolidated statemeitperations. The Company does not use derivéitiamcial instruments for speculative
purposes.

The Company also has equity conversion rights @ssatwith debt instruments, which are not desigtha@s hedging instruments,
and were considered derivative instruments as oeBer 31, 2008. The Company recognizes the gailesges from changes in fair values
of these derivative instruments in other incom@ése) in the statements of operations. Gainsaaseé$ from these derivative instruments
were not material for any period presented.

Allowance for Doubtful Accoun

Trade accounts receivable are recorded at thedada@mount and can bear interest. The Companylisbian allowance for
doubtful accounts for accounts receivable amounatsrhay not be collectible. The Company determihesallowance for doubtful accounts
based on the aging of its accounts receivable bataand an analysis of its historical experiendeaof debt write-offs. The Company reviews
its allowance for doubtful accounts quarterly. Rast balances over 60 days and over a specified@naoe reviewed individually for
collectability. Accounts receivable balances aritem-off against the allowance for doubtful accsuafter all means of collection have been
exhausted and the potential for recovery is comstleemote. All of the Company’s allowance for difubaccounts relates to its
communications business. The Company recognized®bidexpense, net of recoveries, of approximaielgnillion in 2008, $11 million in
2007 and $1 million in 2006.

Property, Plant and Equipme

Property, plant and equipment are recorded at Bagireciation and amortization for the Companytperty, plant and equipment
are computed on straight-line and acceleratedc@dmin coal assets) methods based on the follouseful lives:

Facility and Leasehold Improvemel 10- 40 year
Network Infrastructure (including fiber and congt 12- 25 year
Operating Equipmer 4-7 year
Furniture, Fixtures, Office Equipment and Ot 2-7year

The Company capitalizes costs directly associatédexpansions and improvements of the Companyisngonications network,
customer installations, including employee relatests, and generally capitalizes costs associatbchetwork construction and provisioning
of services. The Company amortizes such costsavestimated useful life of three to seven years.

In addition, the Company continues to develop tessrsupport systems required for its businesseXteznal direct costs of
software, materials and services, and payroll ayqll related expenses for employees directly @ased with business support systems
projects are also capitalized. Upon the completioa project, the total cost of the business supp@tem is amortized over an estimated
useful life of three years.




Capitalized labor and related costs associated emthloyees and contract labor working on capitajgots were approximately
$83 million, $102 million and $72 million for theegirs ended December 31, 2008, 2007 and 2006, teghec

Leasehold improvements are depreciated over thrteshad their estimated useful lives or lease tetinag are reasonably assured.

The Company performs periodic internal reviewsedtednine depreciable lives of its property, plamd aquipment based on input
from global network services personnel, actual esagl the physical condition of the Company’s prigp@lant and equipment.

Asset Retirement Obligatio

The Company recognizes a liability for legal obtigas associated with the retirement of long-lieesdets that result from the
acquisition, construction, development and/or thienal operation of a long-lived asset in the peffalirred in accordance with SFAS
No. 143,*Accounting for Asset Retirement Obligations” (“SBANo. 143”). The fair value of the obligation is@lcapitalized as property,
plant and equipment and then amortized over thmattd remaining useful life of the associated tagsereases to the asset retirement
obligation liability due to the passage of time sreognized as accretion expense and includedmstliing, general and administrative
expenses for the Communications business and witiehof revenue for the Coal Mining business anG@ompany’s consolidated statements
of operations. Changes in the liability due to s@ms to future cash flows are recognized by irgingpor decreasing the liability with the
offset adjusting the carrying amount of the reldtedy-lived asset. To the extent that the downwaxisions exceed the carrying amount of
the related long-lived asset initially recorded whiee asset retirement obligation liability wasabsished, the Company records the remaining
adjustment as a reduction to depreciation expeéashe extent of historical depreciation of theatetl long-lived asset, and selling, general
and administrative expense.

The Company revised its estimates of the amoundgiaring of its original estimate of undiscounteashb flows related to certain
future asset retirement obligations in the foudlarger of 2008. As a result, the Company reducedsset retirement obligations liability by
$103 million with an offsetting reduction to properplant and equipment of $21 million, sellingngeal and administrative expenses of
$86 million, depreciation and amortization of $1illion and an increase to goodwill of $15 millicBee Note 5 for more details regarding the
Company’s asset retirement obligation activities.

Business Combinatior

All of the Company’s business combinations haventsounted for using the purchase method of a¢tmuand, accordingly, are
included in Level 3 results of operations as of the date of eachisiign. The Company allocates the purchase prides @acquisitions to th
tangible assets acquired, liabilities assumed atahgible assets acquired, including in-processaret & development (“IPR&D”), based on
their estimated fair values. The excess purchdse pver those fair values is recorded as goodWile excess of those fair values over the
purchase price is recorded as a reduction to limegtassets.

Goodwill and Acquired Indefinite-Lived Intangibledets

SFAS No. 142, “Goodwill and Other Intangible As8€tSFAS No. 142"), prohibits the amortization obgdwill and purchased
intangible assets with indefinite useful lives. T®@mpany reviews goodwill and purchased intangaisieets with indefinite lives for
impairment annually at the end of the fourth quaaited whenever events or changes in circumstandésaie the carrying value of an asset
may not be recoverable in accordance with SFASIM@. For goodwill, the Company performs a two-stepairment test. In the first step,
the Company compares the fair value of each reqpthit to its carrying value. The Company’s repgriunits are consistent with the
reportable segments identified in Note 14. The Camypestimates the fair value of its reporting ubdsed on a combination of quoted ma
price and income approaches. Under the quoted naiike approach, the Company estimates the fhilreviaased upon the market
capitalization of Level 3 using quoted market psicadds an estimated control premium, and thegrassghat fair market value to the
reporting units. Under the income approach, the @omw calculates the fair value of a reporting baised on the present value of estimated
future cash flows. If the fair value of the repogiunit exceeds the carrying value of the net assgtigned to that unit, goodwill is not
impaired and no further testing is performed. & darrying value of the net assets assigned teefhating unit exceeds the fair value of the
reporting unit, then a second step is performedth@dmplied fair value of the reporting unit's givaill is determined and compared to the
carrying value of the reporting unit's goodwill.tHe carrying value of a reporting unit’s goodveidceeds its implied fair value, then an
impairment loss equal to the difference is recorded




SFAS 142 also requires that the fair value of aeglindefinite-lived intangible assets be estimated compared to their carrying
value each year. The Company estimates the faievaf these intangible assets primarily utilizimgiacome approach. The Company
recognizes an impairment loss when the estimaieddhue of the indefinite-lived purchased intarlgibssets is less than the carrying value.

The Company conducted its goodwill and acquire@fimite-lived intangible assets impairment analysethe end of the fourth
quarters of 2008, 2007 and 2006 and concludedtthgbodwill and acquired indefinite-lived intantgtassets were not impaired in any of
those periods. As a result of the sale of the Vgaxertising distribution business in the secondtguaf 2008, the Company also performed
an impairment analysis of its indefinite-lived Vytrade name and concluded that there was no impairas of June 30, 2008.

Long-Lived Assets Including Finite-Lived Purchased hgfible Assets

The Company amortizes acquired intangible assetsfimite lives using the straight-line method otee estimated economic lives
of the assets, ranging from four to twelve years.

The Company evaluates long-lived assets, suchogey, plant and equipment and acquired intangiblets with finite lives, for
impairment whenever events or changes in circurastaimdicate the carrying value of an asset maypaaecoverable in accordance with
SFAS No. 144. The Company assesses the recovgraliithe assets based on the undiscounted futiste ftows the assets are expected to
generate and recognizes an impairment loss whanatetl undiscounted future cash flows expecteddalt from the use of the assets plus
net proceeds expected from disposition of the as#etny, are less than the carrying value ofassets. If an asset is deemed to be impaired,
the amount of the impairment loss represents thessxof the asset’s carrying value compared &stimated fair value.

The Company conducted a long-lived asset impairraealysis at the end of the fourth quarter of 2808 concluded that its long-
lived assets, including finite-lived acquired ingisle assets, were not impaired.

Concentration of Credit Risk

Financial instruments that potentially subject @@npany to concentrations of credit risk consigigipally of cash equivalents,
accounts receivable, restricted cash and secuaitidslerivatives. The Company maintains its casiivatents, restricted cash and securities
and derivatives with various financial institutiod$ese financial institutions are primarily lochia the United States and Europe and the
Company’s policy is to limit exposure with any danstitution. As part of its cash and risk managenpeacesses, the Company performs
periodic evaluations of the relative credit stagdifi the financial institutions. The Company als lestablished guidelines relative to
financial instrument credit ratings, diversificatiand maturities that seek to maintain safety anddity. The Company’s investment strategy
generally results in lower yields on investmentsreduces the risk to principal in the short temioipto these funds being used in the
Company’s business. The Company has not experiearechaterial losses on financial instruments lag¢lithancial institutions. The
Company utilizes interest rate swap contracts bt against the effects of interest rate flugtuest Such contracts involve the risk of non-
performance by the counterparty, which could reisust material loss.

The Company provides communications services tala vange of wholesale and enterprise customargjng from well capitalize
national carriers to small early stage companigberiJnited States and Europe. Credit risk witipeesto accounts receivable is generally
diversified due to the large number of entities pasing Level 3's customer base and their dispersicross many different industries and
geographical regions. The Company performs ongoiadit evaluations of its customers’ financial cibioth and generally requires no
collateral from its customers, although lettergrmefdit and deposits are required in certain lima@edumstances. The Company has from time
to time entered into agreements with value-addseéllers and other channel partners to reach corrsamgeenterprise markets for voice
services. The Company has policies and procedanglace to evaluate the financial condition of thessellers prior to initiating service to
final customer. The Company maintains an allowdocéeoubtful accounts based upon the expectedataldity of accounts receivable. Due
to the Company’s credit evaluation and collectioocpss, bad debt expenses have not been signjfifcamever, the Company is not able to
predict changes in the financial stability of itsstomers. Any material change in the financialustaif any one or a particular group of
customers may cause the Company to adjust its &stiof the recoverability of receivables and cdwdde a material adverse effect on the
Company’s results of operations. At December 30820ne customer with operations in North Americe Burope accounted for
approximately 12% of gross accounts receivable.\Fdues of accounts receivable approximate costtdihe short period of time to
collection.




A relatively small number of customers accountdaignificant percentage of the Company’s revemte.Company’s top ten
customers accounted for approximately 32%, 34%5&8%d of Level 3's communications revenue for thergeaded December 31, 2008,
2007 and 2006, respectively. Revenue attributabfeTi& T, Inc. and its subsidiaries, including SBCr@munications, Bell South
Communications and AT&T Mobility (formerly Cingul&¥ireless) accounted for approximately 12%, 15% 22/ of consolidated revenue
for the years ended December 31, 2008, 2007 angl, 288pectively. Revenue attributable to AT&T islided in the communications
business.

Recently Issued Accounting Pronouncem

In September 2006, the Financial Accounting Stashsl&oard (“FASB”) issued SFAS No. 157, “Fair VaMeasurements” (“SFAS
No. 157"), which defines fair value, establishes a framewfor measuring fair value in generally acceptedoainting principles, and expands
disclosures about fair value measurements. SFASBlbdoes not require any new fair value measurtsnbeuat provides guidance on how to
measure fair value by providing a fair value hiehgrused to classify the source of the informatifims statement was effective for financial
assets and liabilities, as well as for forancial assets and liabilities that are recoghiaedisclosed at fair value on a recurring basidiscal
years beginning after November 15, 2007 and intpeniods within that fiscal year. FASB Staff Pasiti“FSP”) FAS 157-2, “Effective Date
of FASB Statement No. 157" (“FSP 157-2") defers dfffective date of SFAS No. 157 to fiscal yearsibeigg after November 15, 2008, and
interim periods within those fiscal years, for nfamancial assets and liabilities that are not retgoed or disclosed at fair value on a recurring
basis. SFAS No. 157 did not have a material effiache Company’s consolidated results of operatiwrfgiancial condition in 2008. The
Company does not expect that the adoption of tmairgng portions of SFAS No. 157 to have a mateidct on the Company’s
consolidated results of operations and financiaitpm.

In December 2007, the FASB issued SFAS No. 141igeeh2007), “Business Combinations” (“SFAS No. 14]Rhich replaces
SFAS No. 141, “Business Combinations” (“SFAS Nol1)4SFAS No 141R retains the underlying concepts of SR&. 141 in that an enti
is required to recognize the assets acquired abdilies assumed at their fair value on the adjarsdate. SFAS No. 141R will change the
accounting treatment for certain specific acqusitielated items to require: (1) expensing acqarsitelated costs as incurred; (2) expensing
changes in deferred tax asset valuation allowaaedsncome tax uncertainties after the acquisitiate; (3) valuing noncontrolling interests
at fair value at the acquisition date; (4) gengrakpensing restructuring costs associated withcguired business; (5) capitalizing in-process
research; and development assets acquired ande@@uring acquirer shares issued in consideratioa fusiness combination at fair value
the acquisition date opposed to the announceméat 8RAS No. 141R also includes a substantial numbeew disclosure requirements.
SFAS No. 141R is to be applied prospectively tarmss combinations for which the acquisition daten or after January 1, 2009. The ef
of adopting SFAS No. 141R on the Company’s conatdid results of operations and financial conditidihbe largely dependent on the size
and nature of business combinations completed Bteember 31, 2008.

In December 2007, the FASB issued SFAS No. 160ntdatrolling Interests in Consolidated Financiat8ments” (“SFAS
No. 16("). SFAS No. 160 requires noncontrolling interegtsgviously referred to as minority interests, éotieated as a separate component
of equity, not as a liability or other item outsidiepermanent equity and applies to the accourfingoncontrolling interests and transactions
with noncontrolling interest holders in consolidhafaancial statements. SFAS 160 also establistsetodure requirements that clearly
identify and distinguish between the interestshefparent and the interests of the noncontrollimgers. This statement is effective for the
Company beginning January 1, 2009. The Company nioesurrently expect the adoption of SFAS No. fibBave a material effect on its
consolidated results of operations and financiaamn.

In March 2008, the FASB issued Statement No. 1Bisclosures about Derivative Instruments and Hegldiativities an
amendment of FASB Statement No. 133" (“SFAS No."L63FAS 161 applies to all derivative instrumeatsl related hedged items
accounted for under SFAS No. 133, “Accounting fariRative Instruments and Hedging Activities” (“S6Mo0. 133"). SFAS No. 161
requires entities to provide greater transparebhopghow and why an entity uses derivative instnutsichow derivative instruments and
related hedged items are accounted for under SFAS 38 and its related interpretations, and howetve instruments and related hedged
items affect an entity’s financial position, resutf operations and cash flows. This statemerftésteve for the Company beginning
January 1, 2009. The Company does not expect thigtiad of SFAS No. 161 to have a material effectterconsolidated results of operatis
and financial condition.

In November 2008, the FASB ratified EITF Issue R8-7, “Accounting for Defensive Intangible Asset§EITF 08-7"). EITF 08-7
applies to defensive intangible assets, which eggieed intangible assets that the acquirer doestend to actively use but intends to hold
to prevent its competitors from obtaining accesthém. As these assets are




separately identifiable, EITF 08-7 requires an a&tom entity to account for defensive intangiblseis as a separate unit of accounting.
Defensive intangible assets must be recognizegiratdlue in accordance with SFAS No. 141R and SR&S157. EITF 08-7 is effective for
defensive intangible assets acquired in fiscalg/baginning on or after December 15, 2008, andheilhdopted by the Company in the first
quarter of 2009. The effect of adopting EITF 08r7tlee Company’s consolidated results of operatisfinancial condition will be largely
dependent on the size and nature of business catidyis completed after December 31, 2008.

(2) Vyvx Advertising Distribution Business Dispositon

On June 5, 2008, Level 3 completed the sale dfyitsx advertising distribution business to DG Fasa@hel, Inc. and received gross
proceeds at closing of approximately $129 milliorcash. Net proceeds from the sale approximated #iition after deducting transaction-
related costs.

Operating results and cash flows from the Vyvx atilsiag distribution business are presented iniooirig operations for all perioc
presented through the date of sale. The dispoghkdfyvx advertising distribution business did naet the criteria under SFAS No. 144,
“Accounting for the Impairment or Disposal of Lohgred Assets” (“SFAS No. 144”) for presentationdiscontinued operations since the
business was not considered an asset group.

Level 3 recognized a gain on the sale of the Vydweatising distribution business of $96 million2008. The gain is presented in
consolidated statements of operations as “Gainate & Business Groups.”

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

Other Current Asse $ 1
Property, Plant and Equipment, | 3
Other Intangibles, ne 22
Accounts Payabl 1)

$ 25

Revenue attributable to the Vyvx advertising disttion business totaled $15 million in 2008, $3@iom in 2007 and $35 million in
2006. The financial results, assets and liabilitiehe Vyvx advertising distribution business arguded in the Communications operating
segment through the date of sale.

(3) Loss Per Share

The Company computes basic net loss per shareviirdj net loss for the period by the weighted agernumber of shares of
common stock outstanding during the period. Dilutetlloss per share is computed by dividing net fosthe period by the weighted aver
number of shares of common stock outstanding duhiageriod and including the dilutive effect ohwmon stock that would be issued
assuming conversion or exercise of outstanding exitke notes, stock options, stock based compiamsatvards and other dilutive securit
No such items were included in the computationilofied loss per share in 2008, 2007 or 2006 becthes€ompany incurred a loss fr
continuing operations in each of these periodsthaeffect of inclusion would have been anti-ditati

The effect of approximately 489 million, 315 mili@and 481 million shares issuable pursuant to #neus series of convertible
notes outstanding at December 31, 2008, 2007 ab@l, 28spectively, have not been included in themaation of diluted loss per share
because their inclusion would have been diftitive to the computation. In addition, the effe€ the approximately 57 million, 55 million a
54 million stock options, outperform stock optiorestricted stock units and warrants outstandirigesiember 31, 2008, 2007 and 2006,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusiould have been anti-dilutive to the
computation.




(4) Property, Plant and Equipment

The components of the Company’s property, plantendpment as of December 31, 2008 and 2007 da@dlaws (in millions):

Accumulated Book
Cost Depreciation Value

December 31, 200:
Land $ 16 % — 3 16¢
Land Improvement 68 (35) 33
Facility and Leasehold Improvemen

Communication: 1,85¢ (682) 1,174

Coal Mining 151 (150 1
Network Infrastructurt 5,56¢ (1,967%) 3,601
Operating Equipmen

Communication: 3,73¢ (2,61%) 1,12:

Coal Mining 72 (65) 7
Furniture, Fixtures and Office Equipme 13¢ (221) 18
Other 24 (22) 2
Constructiorin-Progres: 31 — 31

$ 11,81¢ $ (5,657 $ 6,15¢

December 31, 200
Land $ 174 % —  $ 174
Land Improvement 60 (32 28
Facility and Leasehold Improvemen

Communication: 1,85¢€ (58¢9) 1,267

Coal Mining 15z (157) 2
Network Infrastructurt 5,591 (2,70%) 3,88¢
Operating Equipmen

Communication: 3,45¢ (2,267) 1,18¢

Coal Mining 72 (64) 8
Furniture, Fixtures and Office Equipme 141 117 24
Other 27 (29 3
Constructiorin-Progres: 89 — 89

$ 1161t $ (4,949 % 6,66¢

Land primarily represents owned assets of the comications business, including land improvementgit@hbzed business support
systems and network construction costs that habeen placed in service have been classified astreaction-in-progress.

Depreciation expense was $832 million in 2008, $8®8on in 2007 and $652 million in 2006.

In 2006, Level 3 determined that the period it etpé to use its existing fiber and certain equiptweas longer than the remaining
useful lives as originally estimated. As a resthié, Company extended the depreciable lives okitiag fiber from 7 years to 12 years, its
existing transmission equipment from 5 years t@&ry and its existing IP equipment from 3 yearsyears. These changes in estimate were
accounted for prospectively, in accordance with SFo. 154, and reduced depreciation expense, lossdontinuing operations and net |
by approximately $80 million, or $0.08 per share,the year ended December 31, 2006.

(5) Asset Retirement Obligations

The Company’s asset retirement obligations consiltgal requirements to remove certain of its reninfrastructure at the
expiration of the underlying right-of-way (“ROWtgrm, restoration requirements for leased fac#liied reclamation requirements in the «
mining business to remediate previously mined pitigse The Company recognizes its estimate ofdivevhlue of its asset retirement
obligations in the period incurred in other longatdiabilities. The fair value of the asset retimmobligation is also capitalized as property,
plant and equipment and then amortized over thmatgd remaining useful life of the associated tasse




As a result of indicators suggesting that the estth cash flows underlying the Company’s ROW astgement obligations were
too high, the Company revised its assessment oprbieer 31, 2008. Network infrastructure relocatimmscated that the Company is not
being required to physically remove its undergronativork infrastructure at rates consistent with @ompany’s previous estimates. Other
internal and external information corroborated ¢hiesver rates. As a result, on December 31, 20@BCobmpany revised its probability
assessment related to its requirement to physioathove its underground network infrastructurehatend of the underlying ROW terms,
which caused a significant reduction to the relai@sh flows that the Company believes will be regflito settle its ROW asset retirement
obligations. The Company reduced its asset retintimigligation liability accordingly as of Decemlft, 2008.

As part of the ROW asset retirement obligation ¢feain estimate, the Company determined that ceofails asset retirement
obligations for acquired entities should have bigigher at the acquisition date. As a result, thenfany increased goodwill by approximat
$15 million as of December 31, 2008.

The Company also determined that its estimatesstbration costs for its leased facility asseteaient obligations were too high
based on current costs to restore. As a resulbemember 31, 2008, the Company reduced its estinoétine cash flows that it believes will
be required to settle its leased facility asseétertent obligations at the end of the respectiasdeterms, which resulted in a reduction to the
Company’s asset retirement obligation liability.

In the fourth quarter of 2008, the Company was desia long-term coal contract, which will extend life of one of the Company’
coal mining operations. As a result of the incréagbe estimated life of one of the Company’s aoaling operations, the Company revised
the timing of its cash flows to remediate the mingite causing a reduction in its asset retirernbhgation liability in the fourth quarter of
2008.

As a result of the aforementioned revisions ingbtimated amount and timing of cash flows for asstizement obligations, the
Company reduced its asset retirement obligatidililiy by $103 million with an offsetting reductiao property, plant and equipment of
$21 million, selling, general and administrativeperses of $86 million, depreciation and amortizatb$11 million and an increase to
goodwill of $15 million. The Company reduced prdgeplant and equipment to the extent of the cagyamount of the related long-lived
asset initially recorded when the asset retirerobhigation liability was established. The remainargount of the reduction to the asset
retirement obligation was recorded as a reductiatepreciation expense, to the extent of histodeglreciation of the related lofiged asse!
and selling, general and administrative expense.

Approximately $71 million and $61 million of restted cash and securities were legally restrictesktthe the Company’s coal
mining reclamation liabilities at December 31, 2@0fl 2007, respectively, and are recorded in norent) restricted cash and securities on
the consolidated balance sheets.

The following table provides asset retirement addiign activity for the years ended December 31828%d 2007 (in millions):

December 31

2008 2007
Asset retirement obligation at Januar $ 231 §$ 202
Liabilities incurred 2 12
Accretion expens 25 21
Liabilities settlec 4 (4)
Revision in estimated cash flo (103%) —
Asset retirement obligation at December $ 151  $ 231

(6) Goodwill

The changes in the carrying amount of goodwill dgithe year ended December 31, 2008 are as fo(lovwsillions):

Coal
Communications Mining
Segment Segment Total
Balance as of December 31, 2( $ 1,421 % — $ 1421
Gooduwill adjustment 12 — 12
Effect of foreign currency rate chan (1) — (1)

Balance as of December 31, 2( $ 1,43: $ — $ 143




The goodwill adjustments primarily relate to agstirement obligation revisions. The Company redige estimate of the amount of
its original estimate of undiscounted cash flowatesl to certain ROW asset retirement obligatidridexcember 31, 2008. As part of the R(
asset retirement obligation change in estimateCtmpany determined that certain of its assetenai@nt obligations for acquired entities
should have been higher at the acquisition data Aesult, the Company increased goodwill by apprately $15 million as of December :
2008.

(7) Acquired Intangible Assets

Identifiable acquisition-related intangible assetf December 31, 2008 and December 31, 2007 agehalows (in millions):

Gross
Carrying Accumulated
Amount Amortization Net
December 31, 200!
Finite-Lived Intangible Asset:
Customer Contracts and Relationst $ 74 3 (325 % 41¢
Patents and Developed Technolc 141 (52 89
884 (377) 507
Indefinite-Lived Intangible Assets
Vyvx Trade Name 32 — 32
Wireless License 20 — 20
$ 93€ $ (377) $ 55¢
December 31, 2007
Finite-Lived Intangible Asset:
Customer Contracts and Relationst $ 77z % (248) $ 524
Patents and Developed Technolc 141 (37) 104
91z (285) 62¢
Indefinite-Lived Intangible Asset:
Vyvx Trade Name 32 — 32
Wireless License 20 — 20
$ 965 % (285 $ 68C

Acquired finite-lived intangible asset amortizatiexpense was $99 million in 2008, $104 million 802 and $78 million 2006.

During 2007, the Company changed the estimatediliseds of certain of its customer-related intdrlgiassets that were established
in periods prior to 2007, which resulted in a mereéase in amortization expense of approximatelsniiéon for the year ended December 31,
2007, or less than a $0.01 per basic and dilutatesh

The weighted average useful lives of the Compaagtpiired finite-lived intangible assets was 7.6rydar customer contracts and
relationships and 9.0 years for patents and deedlogchnology.

As of December 31, 2008, estimated amortizatioreegp for the Company’s finite-lived acquisiticalated intangible assets over
next five years and thereafter is as follows (iflionis):

2009 $ 93
2010 92
2011 91
2012 69
2013 51
Thereaftel 111

$ 507




(8) Restructuring and Impairment Charges

Changing economic and business conditions as waltganizational structure optimization efforts éd@aused the Company to
initiate various workforce reductions resultingrnoluntary employee terminations. The Companydiss initiated multiple workforce
reductions resulting from the integration of acqdicompanies. Restructuring charges totaled $2Bmih 2008, $11 million in 2007 and
$5 million in 2006.

During the fourth quarter of 2008, the Companyiatétd a workforce reduction of approximately 40(péayees, or 7% of the
Company'’s total employee base, and incurred augsiting charge of $12 million, all of which reldt® the communications business. The
workforce reductions relate to multiple levels witthe organization and across multiple locationthiw North America. The terms of the
workforce reduction, including the involuntary témation benefits to be received by affected empdsyevere communicated by the Comg.
in the fourth quarter of 2008. The Company expertonclude this workforce reduction in the firsiagter of 2009. As of December 31,
2008, none of the $12 million of involuntary termiion benefits was paid and are recorded in acquagbll and employee benefits on the
consolidated balance sheets.

All of the activities related to the Company’s priestructurings were completed as of Decembe2G08.

Impairment charges classified within restructuramgl impairment charges on the consolidated statsnoéoperations totaled zerc
2008, $1 million in 2007 and $8 million in 2006.2006, the Company recognized $4 million of nonkdaspairment charges as a result of
the decision to terminate projects for certain ga@ervices and certain information technology tsjen the Communications business which
had been previously capitalized. These projectddemtifiable costs which the Company was ablesfmasate for impairment. The costs
incurred for these projects, including capitalizaigor, were impaired as the carrying value of th@sgects were no longer expected to
provide future benefit to the Company. In additidre Company recognized $4 million of non-cash impant charges primarily related to
excess land of the communications business helsdlerin Germany in 2006. This charge resulted filtvendifference between the recorded
carrying value and the estimated market value @fahd. During the third quarter of 2007, the Conypclassified the excess land in
Germany as property, plant and equipment due téatttehe land had not been sold and was no longielg actively marketed for sale.

The Company also has accrued contract terminatiets ©f $49 million as of December 31, 2008, failfiy lease costs, primarily i
North America, that the Company continues to ingiihout economic benefit. Accrued contract termimatosts are recorded in ott
liabilities (current and non-current) in the condated balance sheets. The Company expects tchpapajority of these costs through 2018.
The Company incurred charges of approximately $illlomin 2008 as the Company ceased using additiéacilities and as a result of
revisions to the estimated cash flows for certatility subleases. The Company did not incur arghstharges in 2007 or 2006. The
Company records charges for contract terminatiatscwithin selling, general and administrative exges in the consolidated statements of
operations.

(9) Fair Value

SFAS No. 157 defines fair value as the price thatlal be received from selling an asset or paidandfer a liability in an orderly
transaction between market participants at the mmeasent date. When determining the fair value messents for assets and liabilities
required to be recorded at fair value, the Compamsiders the principal or most advantageous mankehich it would transact and
considers assumptions that market participants dvesé when pricing the asset or liability, suclin&grent risk, transfer restrictions, and risk
of nonperformance.

Fair Value Hierarchy

SFAS No. 157 establishes a fair value hierarchyribguires an entity to maximize the use of obdglevanputs and minimize the use
of unobservable inputs when measuring fair valuénancial instrument’s categorization within trerfvalue hierarchy is based upon the
lowest level of input that is significant to therfaalue measurement. SFAS No. 157 establishes tbakeels of inputs that may be used to
measure fair value:

Level 1—Quoted prices in active markets for identical &sse liabilities. As of December 31, 2008, the Gamy did not have any
Level 1 assets or liabilities that are measurddiatralue on a recurring basis.

Level 2—Observable inputs other than Level 1 prices sgofumted prices for similar assets or liabilitiggpted prices in markets
with insufficient volume or infrequent transactigisss active markets); or model-derived valuationshich all significant inputs are
observable or can be derived principally from araborated by observable market data for substgntiee full term of the assets or
liabilities. Level 2 liabilities that are measuradfair value on a recurring basis include the Canys interest rate swap agreements and othel
derivative contracts.




The interest rate swaps are priced using discowrash flow techniques that use observable marketsn such as LIBOR-based
yield curves, forward rates, and credit ratingse €mbedded derivative contracts are priced usimgtéthat are observable in the mar
such as the Company’s current and historical spoices, risk-free interest rates, credit ratingd atiher contractual terms of certain of the
Company’s convertible debt.

Level 3—Unobservable inputs to the valuation methodoldwgt aire significant to the measurement of fair @atiassets or
liabilities. The Company does not have any SFASING. Level 3 assets or liabilities that are measatdair value on a recurring basis.

Assets and Liabilities Measured at Fair Value oRecurring Basit

Assets and liabilities measured at fair value oacarring basis consisted of the following typesnstruments as of December 31,
2008 (in millions):

Significant Other
Observable
Inputs (Level 2)
Interest Rate Swap Liabilities (included in othen-current liabilities) $ 97
Embedded Derivative Contracts (included in other-current liabilities) 13
Total Liabilities Measured at Fair Val $ 1K

(10) Financial Instruments
Available for Sale Investmer
The Company did not have any material availablesfde investments as of December 31, 2008.

At December 31, 2007, marketable securities tageh® million consisted of an investment in the casnrstock of Infinera
Corporation (“Infinera”). The fair value of the Inéra investment as of December 31, 2007 was $miFor the year ended December 31,
2007, an unrealized gain of $7 million was recordedhe investment in Infinera and is included tineo comprehensive income (loss).

In 2007, the Company sold approximately 80% oinit&estment in Infinera, received proceeds of $4ligni and recognized a gain
on the sale of $37 million. In 2008, the Companlig sbe remainder of its investment in Infinera,e@wed proceeds of approximately
$4 million and recognized a gain on the sale ofrtiion.

The cost of the equity securities used in computirggunrealized and realized gains is determinesplegific identification. Fair
values are estimated based on quoted market fioicse securities.

The Company recognized gains of $2 million from $hée of marketable equity securities in 2006.
Restricted Cash and Securiti

Restricted cash and securities consists primafigash and investments that serve to collateraligstanding letters of credit, long-
term debt and certain performance and operatinigativns of the Company, as well as cash and invests restricted to fund certain
reclamation liabilities of the Company. Restrictedh and securities are recorded in other asseteiit or non-current) in the consolidated
balance sheets depending on the duration of ttectem and the purpose for which the restrictedists.

The cost and fair value of restricted cash andrgesitotaled $130 million at December 31, 2008 §427 million at December 31,
2007.

Cash Flow Hedges

The Company has floating rate long-term debt (sete N1). These obligations expose the Companyriahifity in interest
payments due to changes in interest rates. Iféat@ates increase, interest expense increasegefely, if interest rates decrease, interest
expense also decreases. On March 13, 2007, LéviebBcing Inc., the Company’s wholly owned subsigi@ntered into two interest rate
swap agreements to hedge the interest payments biflin notional




amount of floating rate debt. The two interest sat@p agreements are with different counterpaatiebare for $500 million each. The
transactions were effective beginning April 13, 2@Mhd mature on January 13, 2014. Under the tefthe& dnterest rate swap transactions,
the Company receives interest payments based limgrtiree month LIBOR terms and pays intereshatfixed rate of 4.93% under one
arrangement and 4.92% under the other. The Comipanhgesignated the interest rate swap agreemeatsash flow hedge on the interest
payments for $1 billion of floating rate debt. TBiempany evaluates the effectiveness of the hedgequarterly basis. The Company
measures effectiveness by offsetting the chantfeeirariable portion of the interest rate swap wie changes in interest expense paid due
to fluctuations in the LIBOR-based interest ratee TTompany recognizes any ineffective portion eftiedge in the consolidated statements
of operations. Hedge ineffectiveness for the Comiisarash flow hedges was not material in any pepiasented.

The fair value of the interest rate swap agreemeatsa liability of $97 million as of December 2008 and a liability of
$37 million as of December 31, 2007. Unrealizedéssof $60 million in 2008 and $37 million in 200&re recorded on the interest rate s
agreements and are included in other compreheirgigene (loss). The change in the fair value ofititerest rate swap agreements is
reflected in other comprehensive income (loss)tdube fact that the interest rate swap agreensetdesignated as an effective cash flow
hedge of $1 billion notional amount of the Comparfjoating rate debt.

(11) Long-Term Debt

As of December 31, 2008 and 2007, long-term delstagafollows (in millions):

(dollars in millions) 2008 2007
Senior Secured Term Loan due 2( $ 1400 $ 1,40(C
Senior Notes due 2008 (11.0' — 20
Senior Euro Notes due 2008 (10.75 — 5
Senior Notes due 2010 (11.5' 13 13
Fair value adjustment on Senior Notes due 2 — @
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2011 (9.459% asecEber 31, 200¢ 6 6
Issue discount on Senior Notes due 2 — —
Senior Notes due 2013 (12.25 55C 55C
Issue discount on Senior Notes due 2 (2 2
Senior Notes due 2014 (9.25! 1,25(C 1,25(C
Issue premium on Senior Notes due 2 9 10
Floating Rate Senior Notes due 2015 (6.845% asecEBber 31, 200¢ 30C 30C
Senior Notes due 2017 (8.75' 70C 70C
Convertible Senior Notes due 2010 (2.87¢ 192 374
Convertible Senior Notes due 2011 (5.2t 33C 34k
Debt discount on 5.25% Convertible Senior Notes 2l (89) (11%)
Convertible Senior Notes due 2011 (10.( 22¢ 27¢
Convertible Senior Notes due 2012 (3.5 32¢ 33t
Debt discount on 3.5% Convertible Senior Notes 22 (69) (86)
Convertible Senior Notes due 2013 (15.( 40C —
Convertible Senior Discount Notes due 2013 (9. 29t 29t
Convertible Subordinated Notes due 2009 (6. 181 362
Convertible Subordinated Notes due 2010 (6. 30¢ 514
Debt discount due to embedded derivative cont 4) —
Commercial Mortgage due 2010 (6.86 69 69
Capital lease 35 41
6,431 6,662
Less current portio (18€) (32
$ 6,245  $ 6,631

The estimated fair value of the Company’s long-teeht, including the conversion features of itstdsfuances subject to FASB
Staff Position (“FSP”) No. APB 14-1 “Accounting f@onvertible Debt Instruments That May Be Settle@ash upon Conversion (Including
Partial Cash Settlement)” (“FSP APB 14-1"), appmated $4.0 billion at December 31, 2008 and $al®biat December 31, 2007. The fair
values of the Company’s long-term debt were esgahasing the December 31, 2008 and December 3%, &@rage of the bid and ask
trading quotes. The Commercial Mortgage does @aoletr The fair value of this instrument is assunoegpproximate its carrying value as of
December 31, 2008 and December 31, 2007. The 9%eRilsle Senior Discount Notes due 2013, the 10%wedible Senior Notes due
2011, and the 15% Convertible




Senior Notes due 2013 are not traded in an actasixen The fair value of these notes were calcdlateng a Black-Scholes valuation model
to value the equity portion of the security and keawyields on other Level 3 traded debt of simdaaracteristics and discounted cash flows to
value the debt portion of the security. The 11.586i8& Notes due 2010, Floating Rate Notes due 20tilthe 10.75% Senior Notes due 2011
are not actively traded debt instruments. The edg@ohfair value of these debt instruments was ddrising market yields on other Level 3
traded debt of similar characteristics and discedittash flows.

2008 Debt Issuances

In December 2008, the Company issued $400 millggregate principal amount of its 15% ConvertibleiSeNotes due 2013 and
received gross proceeds of $400 million. Accruedumpaid debt issuance costs are expected to bexapyately $3 million. The proceeds
from this issuance were primarily used to repureh@tgough tender offers, a portion of the Compa®@s Convertible Subordinated Notes
due 2009, 6% Convertible Subordinated Notes du® 208 2.875% Convertible Senior Notes due 2010aS#sailed description of the
notes below.

2008 Debt Repurchases

In September 2008, in various transactions, the gamy repurchased $39 million aggregate principaamhof its 6% Convertible
Subordinated Notes due 2009 at discounts to timeipal amount and recognized a net gain on extgtgment of debt of $1 million.
Unamortized debt issuance costs totaled less thamilion and accrued interest paid at the timeepiurchase totaled less than $1 million.

In September 2008, the Company repurchased $3@®mabgregate principal amount of its 6% ConveetiBubordinated Notes due
2010 at a discount to the principal amount andgeized a net gain on extinguishment of debt of ##an. Unamortized debt issuance costs
totaled less than $1 million and accrued interag gt the time of repurchase totaled $1 million.

In December 2008, in connection with the issuarice@15% Convertible Senior Notes due 2013, then@any repurchased using
$336 million in cash, through tender offers $460iom aggregate principal amount of various issokfts convertible debt securities at
discounts to par and recognized a gain on the guishment of debt of approximately $122 million.€Tgain consisted of a $124 million cash
gain, which was partially offset by $2 million imamortized debt issuance costs. Accrued interédtgtdhe time of repurchase totaled
$7 million.

The December 2008 debt repurchases consisted &dltbeing:

*  $163 million of 2.875% Convertible Senior Notes @4 0;

e  $173 million of 6% Convertible Subordinated Notee @010; and

*  $124 million of 6% Convertible Subordinated Notes @009.
2008 Debt for Equity Exchanges

On multiple dates in October 2008, the Companyredtato exchange agreements with holders of varnissues of its convertible
debt and issued approximately 48 million shardsevkel 3 common stock in exchange for approxima$dl§8 million aggregate principal
amount of its convertible debt securities. The sbaf the Company’s common stock are exempt fr@istration pursuant to Section 3(a)
(9) under the Securities Act of 1933, as amendbeds@ transactions were considered to be induceckcsions in accordance with SFAS
No. 84“Induced Conversions of Convertible Debt—An Amenditnagf APB Opinion No. 26” (“SFAS No. 84") and asesult, the Company
recorded a non-cash loss in the fourth quarte0682n the exchange of the $108 million aggregeteipal amount of convertible debt
securities of approximately $36 million, consistiofgb35 million of debt conversion expense, net $ihdnillion of previously capitalized de
issuance costs. The loss was recorded in gain) @ossxtinguishment of debt in the consolidatetest@nts of operations.

The fourth quarter 2008 exchange transactions statsdf the following:

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




* %47 million of 10% Convertible Senior Notes due 201

*  $19 million of 2.875% Convertible Senior Notes QG4.0;

*  $15 million of 5.25% Convertible Senior Notes did 2; and

* %9 million of 3.5% Convertible Senior Notes due 201
2008 Debt Repayments

During March 2008, Level 3 Communications, Inc.aiepthe remaining $20 million of outstanding 11%i8e Notes due 2008 and
$6 million (€4 million) of outstanding 10.75% SenBuro Notes due 2008. The Company also made t#gatse and commercial mortgage
payments of approximately $6 million in 2008.

2007 Debt for Equity Exchanges

In January 2007, in two separate transactions, ILl&eempleted the exchange of $605 million in agagte principal amount of its
10% Convertible Senior Notes due 2011 for a totdl9y million shares of Level 3's common stock. Hmares of the Company’s common
stock are exempt from registration pursuant toi6e@&(a)(9) under the Securities Act of 1933, agaded. The Company recognized a
$177 million loss on extinguishment of debt for thehanges. Included in the loss was approxim&ttlmillion of unamortized debt issuar
costs.

2007 Redemptions and Repurchases

In March 2007, the Company redeemed using casérttiee $722 million of outstanding principal amouwffithe following debt
issuances and recognized a loss on extinguishnfieletbd totaling $54 million on the redemption tracsons.

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

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

* Redeemed $138 million (€104 million) of outstandirig25% Senior Euro Notes due 2010 at a price ¢qu101.875 per
€1,000 of principal amount and recognized a $3%aniloss on extinguishment of debt consisting 38 million cash loss and
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of redemption totédsd than $1 million (less
than €1 million).

In March 2007, the respective issuers repurchasid) €ash, through tender offers, $941 millionhaf butstanding principal amou
of the following debt issuances and recognizedsa tm extinguishment of debt totaling $186 millanthe repurchase transactions.

e Repurchased $144 million of its outstanding Flapftate Senior Notes due 2011 at a price equal,@8®Iper $1,000 principal
amount of the notes, which included $1,050 asehder offer consideration and $30 as a consent @alyrand recognized an
$18 million loss on extinguishment of debt consigtof a $12 million cash loss and $6 million in omatized debt issuance cc
and unamortized discount. Accrued interest patti@time of repurchase totaled $8 million.

*  Repurchased $59 million of its outstanding 11% &eNiotes due 2008 at a price equal to $1,054.28p&00 principal amou
of the notes, which included $1,024.28 as the teaffer consideration and $30 as a consent payraadtyecognized a
$3 million loss on extinguishment of debt consigtaf a $3 million cash loss and less than $1 mmiliiounamortized debt
issuance costs. Accrued interest paid at the tinnepurchase totaled $3 million.




*  Repurchased $677 million of its outstanding 11.56i& Notes due 2010 at a price equal to $1,115¢261,000 principal
amount of the notes, which included $1,085.26 adehder offer consideration and $30 as a consgmhent, and recognized a
$141 million loss on extinguishment of debt consisbf a $78 million cash loss and $63 million imamortized debt issuance
costs and unamortized discount. Accrued interestaiathe time of repurchase totaled $3 million.

*  Repurchased $61 million (€46 million) of its outsling 10.75% Senior Euro Notes due 2008 at a paeel to €1,061.45 per
€1,000 of principal amount of the notes, which utield €1,031.45 as the tender offer consideratidr€&0 as a consent
payment, and recognized a $24 million loss on gxtishment of debt consisting of a $24 million cass and less than
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of repurchase totdBenhillion (€2 million).

In connection with the tender offers completedchia first quarter of 2007, Level 3 and Level 3 Fitiag, Inc. (“Level 3 Financing”),
a wholly owned subsidiary of the Company, obtaicedsents to certain proposed amendments to theatdspindentures governing the
notes that are subject to the tender offer trafmactescribed above to eliminate substantiallpfalhe covenants, amend certain repurchase
rights, certain discharge rights and certain evehtiefault and related provisions contained irsthimdentures.

On February 23, 2007, Level 3 Financing completedresent solicitation with respect to certain anmeeaqts to the indenture
governing Level 3 Financing’s outstanding 12.25%i8&eNotes due 2013 that allowed for the incurreofcdebt based upon a multiple of
cash flow available for fixed charges on a “pratfiaf’ basis giving effect to any acquisition, mergeconsolidation completed prior to
February 1, 2007. Additional debt as permitted witde amended indenture was incurred in March 200Zonnection with the consent
solicitation, the Company paid consent fees togadipproximately $2 million which were capitalizesladditional debt issuance costs and will
be amortized over the remaining life of the reladetit issuances using the effective interest method

2007 Debt Refinancings

In March 2007, Level 3 Financing refinanced itsisesecured credit agreement and received net pdscef $1.382 billion. The
proceeds from this transaction were used to repaygxisting $730 million Senior Secured Term Loaa 8011 and other debt. The effect of
this transaction was to increase the amount obseseicured debt from $730 million to $1.4 billisaduce the interest rate on that debt from
the London Interbank Offering Rate (“LIBOR”) plu208% to LIBOR plus 2.25% and extend the final miégudrom 2011 to 2014. The
Company recognized a $10 million loss on this taatien related to unamortized debt issuance cBsts.a detailed description of the Senior
Secured Term Loan due 2014 below.

Senior Secured Term Loan due 2014

On March 13, 2007, Level 3, as guarantor, Leveinauicing, as borrower, Merrill Lynch Capital Corption, as administrative age
and collateral agent, and certain other agentsartdin lenders entered into a Credit Agreementsyant to which the lenders extended a
$1.4 billion senior secured term loan (“Senior Sedurerm Loan due 2014") to Level 3 Financing. Téren loan matures on March 13, 2014
and has an interest rate of LIBOR plus an appleairrgin of 2.25% per annum and is payable in aagie end of each LIBOR period
elected in arrears, beginning July 13, 2007, predithat in the case of a six month interest pefigdrim interest payments are required ai
end of the first three months. The borrower haffiteon of electing one, two, three or six montBOR at the end of each interest rate pe
and may elect different options with respect tdedént portions of the affected borrowing. The iatt rate on $1.0 billion of the Senior
Secured Term Loan due 2014 resets quarterly andW8&6 as of December 31, 2008. The interest ratt@nemaining $400 million of the
Senior Secured Term Loan due 2014 currently ig rasathly and was 7.0% as of December 31, 200&fA%cember 31, 2007, the interest
rate on the entire $1.4 billion of the Senior Seduferm Loan due 2014 was 7.49%

Level 3 Financing’s obligations under this termi@ae, subject to certain exceptions, secured tigineassets of the Company and
certain of the Company’s material domestic subsiekahat are engaged in the telecommunicationméss. The Company and these
subsidiaries have also guaranteed the obligatibhswel 3 Financing under the Senior Secured TeaarLdue 2014. During the second
quarter of 2007, Level 3 Communications, LLC arschiiaterial domestic subsidiaries obtained all neltgovernmental authorizations and
consents required in order for them to pledge tedftheir assets and guarantee the Senior Sedimed Loan due 2014. The guarantee was
entered into by Level 3 Communications, LLC andmnesterial domestic subsidiaries on June 28, 2007.




The Senior Secured Term Loan due 2014 includeainaregative covenants which restrict the abilitth@ Company, Level 3
Financing and any restricted subsidiary to engageitain activities. The Senior Secured Term Lea@ 2014 also contains certain events of
default. It does not require the Company or LevEIr&ancing to maintain specific financial ratiosather financial metrics.

Level 3 used a portion of the original net proceaftisr transaction costs to repay Level 3 Finarisi$g30 million Senior Secured
Term Loan due 2011 under that certain credit agez¢miated June 27, 2006. In addition, Level 3 aspdrtion of the net proceeds to fund
purchase of certain of its existing debt securities

Debt issuance costs of $18 million were capitaliaed are being amortized to interest expense beeterm of the Senior Secured
Term Loan due 2014 using the effective intereshimdtAs a result of amortization, the capitalizetttdssuance costs have been reduced to
$14 million at December 31, 2008.

11.5% Senior Notes Due 2010

In January 2006, Level 3 Communications, Inc. idst@92 million aggregate principal amount of its5P4 Senior Notes due 2010.
The fair value of the 11.5% Senior Notes due 2046 approximately $73 million less than the face amhof the debt. The accretion of the
$73 million discount is being reflected as intemgtense in using the effective interest metho@. Th5% Senior Notes due 2010 were
recorded at their fair value on the transactiomr datd accrete to their face value at maturity.

The 11.5% Senior Notes are senior unsecured olgigabf the Company, ranking equal in right of payitto all other senior
unsecured obligations of the Company. The 11.5%o08&tes due 2010 mature on March 1, 2010, and ib&arest at a rate per annum e
to 11.5%. Interest on the notes is payable on Marahd September 1 of each year, beginning on Béetel, 2006. The Company may
redeem some or all of the 11.5% Senior Notes daé€ 20any time on or after March 1, 2009, at 100%heir principal amount plus accrued
interest.

In March 2007, the Company repurchased $677 mibibits outstanding 11.5% Senior Notes due 20I®mice equal to $1,115.26
per $1,000 principal amount of the notes, whichuded $1,085.26 as the tender offer considerath$80 as a consent payment, and
recognized a $141 million loss on extinguishmerdetft consisting of a $78 million cash loss and $@8on in unamortized debt issuance
costs and unamortized discount. Accrued interastatathe time of repurchase totaled $3 million.ckecember 31, 2008, a total of
$13 million aggregate principal amount remains @aunging.

Debt issuance costs of $11 million were originaliyitalized and were being amortized to interepeasge over the term of the 11.
Senior Notes due 2010. As a result of amortizadioth debt repurchases, the capitalized debt isswanste have been reduced to less than
$1 million at December 31, 2008.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing received $48Bioni of net proceeds from a private placementrirfig of $500 million
aggregate principal amount of its 10.75% SenioreNatue 2011 (“10.75% Senior Notes”). As of Decen®igr2008, a total of $497 million
aggregate principal amount of the 10.75% Senioeblbad been redeemed. Interest on the notes aetriies5% per year and is payable in
arrears on April 15 and October 15 each year ih.CEsese notes are guaranteed by Level 3 Commionsat LC and Level 3
Communications, Inc. (See Note 16).

The 10.75% Senior Notes are subject to redemptitimezoption of Level 3 Financing, in whole or iarp at any time or from time to
time, plus accrued and unpaid interest thereohaadédemption date, if redeemed during the twelgaths beginning October 15, of the ye
indicated below:

Redemption
Year Price
2008 102.681%
2009 and thereaftt 100.00(%

On December 27, 2006, Level 3 Financing enteradarupplemental Indenture, which modified theinabindenture dated as of
October 1, 2003 (“10.75% Note Indenture”), amongdle3, as Guarantor, Level 3 Financing, as issuel, The Bank of New York, as
Trustee, relating to the 10.75% Notes. PursuatitdcSupplemental Indenture, the 10.75% Note Indentias amended to eliminate
substantially all of the covenants, certain repasehrights and certain events of default and mlatevisions contained in the 10.75% Note
Indenture.




The 10.75% Senior Notes are senior, unsecuredatiaits of Level 3 Financing, rankinmri passuwith all existing and future
senior unsecured indebtedness of Level 3 Financing.

Debt issuance costs of $14 million were originaiitalized and are being amortized to intereseprgp over the term of the 10.7!
Senior Notes. As a result of amortization and relpases, the capitalized debt issuance costs haverbéuced to less than $1 million at
December 31, 2008.

Floating Rate Senior Notes due 2(

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, as borrower,redtéto an indenture with
the Bank of New York, as trustee, and issued $18ibmaggregate principal amount of floating raenior notes due 2011 (“Floating Rate
Senior Notes due 2011") in a private offering. Aftensaction costs, the Company received net poscassociated with this offering of
$142 million.

In March 2007, the Company repurchased $144 mithioits outstanding Floating Rate Senior Notes 20kl at a price equal to
$1,080 per $1,000 principal amount of the notesciwincluded $1,050 as the tender offer considenagind $30 as a consent payment, and
recognized an $18 million loss on extinguishmerdetft consisting of a $12 million cash loss anarfiéon in unamortized debt issuance
costs and unamortized discount. Accrued interestatathe time of repurchase totaled $8 million.

The Floating Rate Senior Notes due 2011 rank eéquéaiht of payment with all other senior unsecuoédigations of Level 3
Financing and have an initial interest rate eqoidhé six month London Interbank Offered Rate (“OIB”), plus 6.375%, which will be reset
semiannually. Interest on the notes is payable on Matchnd September 15 of each year, beginning ote®éer 15, 2006. The interest 1
was 9.46% at December 31, 2008. The Floating RetéoENotes due 2011 were priced at 96.782% ofpdrwill mature on March 15, 20:
The discount, after the debt repurchase is less$tamillion and is reflected as a reduction inggerm debt and is being amortized as inte
expense over the term of the Floating Rate SenidedNdue 2011 using the effective interest metiibdse notes are guaranteed by Level 3
Communications, Inc. and Level 3 CommunicationsCL(See Note 16).

The Floating Rate Senior Notes due 2011 are sutgeeddemption at the option of Level 3 Financingvhole or in part, at any time
or from time to time, on or after March 15, 2008ta redemption prices (expressed as a percenfagmoipal amount) set forth below, plus
accrued and unpaid interest thereon to the redemptte, if redeemed during the twelve months beggnMarch 15, of the years indicated
below:

Redemption
Year Price
2008 102.(%
2009 101.(%
2010 100.(%

Debt issuance costs of $3 million were capitaliaad are being amortized over the term of the Rigd®ate Senior Notes due 2011
using the effective interest method. As a resulirabrtization and the debt repurchase, the cage@lilebt issuance costs have been redus
less than $1 million at December 31, 2008.

12.25% Senior Notes due 2013

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, as borrower,redtento an indenture with
the Bank of New York, as trustee, and issued $2Bbmaggregate principal amount of 12.25% semiotes due 2013 (“12.25% Senior
Notes due 207") in a private offering.

On April 6, 2006, the Company issued $300 milliggieegate principal amount of 12.25% Senior Notes2{) 3 in a private
offering. These notes, together with the $250 onillaggregate principal amount of 12.25% Senior $ldtee 2013 issued on March 14, 2006,
are treated under the same indenture as a singgs s¢ notes. The Company received net procee#538 million associated with the
12.25% Senior Notes due 2013.

The 12.25% Senior Notes due 2013 are senior unsg@loligations of Level 3 Financing, ranking equalight of payment with all
other senior unsecured obligations of Level 3 Fimragp These notes are guaranteed by Level 3 Conuations, Inc. and Level 3
Communications, LLC (See Note 16). The notes watume on March 15, 2013. Interest on the notesuascat 12.25% per year and is
payable on March 15 and September 15 of each pegmning on




September 15, 2006. The $250 million of 12.25% &eNbtes due 2013 issued on March 14, 2006 weoeg@at 96.618% of par. The
$300 million of 12.25% Senior Notes due 2013 issored\pril 6, 2006 were priced at 102% of par. Tésulting net discount for the two
issuances of approximately $2 million is reflecteda reduction in long-term debt and is being amettas interest expense over the
remaining term of the 12.25% Senior Notes due 26139 the effective interest method.

The 12.25% Senior Notes due 2013 are subject emmption at the option of Level 3 Financing in whotdn part, at any time or
from time to time, on or after March 15, 2010 at thdemption prices (expressed as a percentageoipal amount) set forth below, plus
accrued and unpaid interest thereon to the redempste, if redeemed during the twelve months beggnMarch 15, of the years indicated
below:

Redemption
Year Price
2010 106.12%
2011 103.06%
2012 100.00(%

The 12.25% Senior Notes due 2013 contain certaiar@ants, which among other things, limit additicinalebtedness, dividend
payments, certain investments and transactionsaffitrates.

Debt issuance costs of approximately $11 milliomeangapitalized and are being amortized over tha tdrthe 12.25% Senior Notes
due 2013. As a result of amortization, the calidebt issuance costs have been reduced to $ldhrat December 31, 2008.

9.25% Senior Notes Due 2014

On October 30, 2006, Level 3 Communications, las.guarantor and Level 3 Financing, Inc. as borroreeeived $588 million of
net proceeds after transaction costs, from a mrigfering of $600 million aggregate principal amoof its 9.25% Senior Notes due 2014
(“9.25% Senior Notes Due 2014"). On December 1862Qevel 3 Communications, Inc., as guarantorlaaal 3 Financing, Inc. as
borrower, received $661 million of net proceedsratfitansaction costs and accrued interest, focanskoffering of $650 million aggregate
principal amount of 9.25% Senior Notes due 2014semotes together with the $600 million aggrepateipal amount of 9.25% Senior
Notes due 2014 issued on October 30, 2006 weredssnder the same indenture and will be treatedsaisgle series of notes. The Comp
received total net proceeds of $1.239 billion (egaig prepaid interest).

The 9.25% Senior Notes due 2014 are senior unsttoligyations of Level 3 Financing, ranking equaftight of payment with all
other senior unsecured obligations of Level 3 Fimagn These notes are guaranteed by Level 3 Conuations, Inc. (See Note 16). The ne
will mature on November 1, 2014. Interest on tH#5% Senior Notes Due 2014 accrues at 9.25% intpegstear and is payable semi-
annually in cash on May 1 and November 1 beginMag 1, 2007. The $600 million of 9.25% Senior Nadee 2014 issued on October 30,
2006 were priced at par. The $650 million of 9.25étior Notes due 2014 issued on December 13, 2866 pviced at 101.75% of par plus
accrued interest from October 30, 2006, represgtimeffective yield of 8.86% to the purchasertheke senior notes. The resulting prem
of the two issuances of approximately $11 millisméflected as an increase to long-term debt ahdiigy amortized as a reduction to interest
expense over the remaining term of the 9.25% Sébes due 2014 using the effective interest metAsdf December 31, 2008, the
premium remaining was approximately $9 million.

The 9.25% Senior Notes Due 2014 are subject tampten at the option of Level 3 Financing in wholein part, at any time or
from time to time, on or after November 1, 201&hat redemption prices (expressed as a percentgg@aoipal amount) set forth below, plus
accrued and unpaid interest thereon to the redemgtte, if redeemed during the twelve months beginNovember 1, of the years
indicated below:

Redemption
Year Price
2010 104.62%
2011 102.31%

2012 100.00(%




At any time or from time to time on or prior to Newmber 1, 2009, Level 3 Financing may redeem upp% 8f the original aggregate
principal amount of the 9.25% Senior Notes Due 2&14d redemption price equal to 109.25% of theqgipad amount of those notes so
redeemed, plus accrued and unpaid interest théifeamy) to the redemption date (subject to thétrigf holders of record on the relevant
record date to receive interest due on the relanéatest payment date), with the net cash proceedsibuted to the capital of Level 3
Financing of one or more private placements togrey®ther than affiliates of Level 3 or underwritfgublic offerings of common stock of
Level 3 resulting, in each case, in gross proceéds least $100 million in the aggregate; providealwvever, that at least 65% of the original
aggregate principal amount of the 9.25% Senior $iBtge 2014 would remain outstanding immediatelgraftving effect to such redemptic
Any such redemption shall be made within 90 daysuch private placement or public offering uponless than 30 nor more than 60 days’
prior notice.

The 9.25% Senior Notes due 2014 contain certaiemants, which among other things, limit additionalebtedness, dividend
payments, certain investments and transactionsaffitfates.

Debt issuance costs of approximately $23 milliomeneapitalized and are being amortized over tha t&rthe 9.25% senior Notes
Due 2014. As a result of amortization, the capitadidebt issuance costs have been reduced to $iirat December 31, 2008.

Floating Rate Senior Notes Due 2015 and 8.75% $é&otes Due 201

On February 14, 2007, Level 3 Financing receive82®@illion of net proceeds after transaction cdstsn a private offering of
$700 million aggregate principal amount of its 8¥Senior Notes due 2017 (the “8.75% Senior Notast) $300 million aggregate principal
amount of its Floating Rate Senior Notes due 2@1& ‘2015 Floating Rate Senior Notes”). The 8.7584i8r Notes and the 2015 Floating
Rate Senior Notes are senior unsecured obligatibhevel 3 Financing, ranking equal in right of pagnt with all other senior unsecured
obligations of Level 3 Financing. Level 3 Communioas, Inc. and Level 3 Communications, LLC havamgnteed the 8.75% Senior Notes
and the 2015 Floating Rate Senior Notes (See Nejtdriterest on the 8.75% Senior Notes accrues’&®8 interest per year and is payable
semi-annually in cash on February 15th and Augbst theginning August 15, 2007. The principal amafrthe 8.75% Senior Notes will be
due on February 15, 2017. Interest on the 201%iRp&ate Senior Notes accrues at LIBOR plus 3.pg¥@annum, reset semi-annually. The
interest rate was 6.85% at December 31, 2008 .dsit@n the 2015 Floating Rate Senior notes is paysmi-annually in cash on
February 15th and August 15th beginning Augus208,7. The principal amount of the 2015 FloatingeR&¢nior Notes will be due on
February 15, 2015.

At any time prior to February 15, 2012, Level 3dfining may redeem all or a part of the 8.75% SeWates upon not less than 30
nor more than 60 days’ prior notice, at a redenmppince equal to 100% of the principal amount & 8175% Senior Notes so redeemed plus
the 8.75% Applicable Premium as of, and accruedusipaid interest thereon (if any) to, the redemptiate (subject to the right of holders of
record on the relevant record date to receiveéstetue on the relevant interest payment date).

With respect to the 8.75% Senor Notes, “8.75% Amwfilie Premium” means on any redemption date, thatgr of (1) 1.0% of the
principal amount of such 8.75% Senior Notes andh@)excess, if any, of (a) the present value et sedemption date of (i) 104.375% of the
principal amount of such 8.75% Senior Notes plisali required interest payments due on such 8.B&¥ior Notes through February 15,
2012 (excluding accrued but unpaid interest tar¢itiemption date), computed using a discount rataldéqg the Treasury Rate (as defined in
the indenture governing the 8.75% Senior Notes)f asich redemption date plus 50 basis points, ethe principal amount of such 8.75%
Senior Notes.

The 8.75% Senior Notes are subject to redemptidimeabption of Level 3 Financing in whole or in pat any time or from time to
time, on or after February 15, 2012 at the redemnptrices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption daredéemed during the twelve months beginning Febriay of the years indicated below:

Redemption
Year Price
2012 104.37:%
2013 102.91°%
2014 101.45¢%

2015 100.00(%




At any time or from time to time on or prior to Fahbry 15, 2010, Level 3 Financing may redeem ugbi of the original aggregate
principal amount of the 8.75% Senior Notes at &mggtion price equal to 108.75% of the principal antmf the 8.75% Senior Notes so
redeemed, plus accrued and unpaid interest théifeamy) to the redemption date (subject to thétrigf holders of record on the relevant
record date to receive interest due on the relanéatest payment date), with the net cash proceedsibuted to the capital of Level 3
Financing of one or more private placements togrey®ther than affiliates of Level 3 or underwritfgublic offerings of common stock of
Level 3 resulting, in each case, in gross proceéds least $100 million in the aggregate; providealwvever, that at least 65% of the original
aggregate principal amount of the 8.75% Senior lateuld remain outstanding immediately after givaffiect to such redemption. Any such
redemption shall be made within 90 days of suchgpei placement or public offering upon not les®tB@ nor more than 60 days’ prior
notice.

At any time prior to February 15, 2009, Level 3dfining may redeem all or a part of the FloatingeRa&nior Notes, upon not less
than 30 nor more than 60 days’ prior notice, ademption price equal to 100% of the principal amiai the Floating Rate Senior Notes so
redeemed plus the Applicable Premium as of, antuadcand unpaid interest thereon (if any) to, #tiemption date (subject to the right of
holders of record on the relevant record datedeive interest due on the relevant interest payuats).

With respect to the Floating Rate Senior Notes,gliigable Premium” means, on any redemption dategtieater of (1) 1.0% of the
principal amount of such Floating Rate Senior Nates (2) the excess, if any, of (a) the presentevat such redemption date of (i) the
redemption price of 102% of the principal amounswéh Floating Rate Senior Notes, plus (ii) alluieed interest payments due on such
Floating Rate Senior Notes through February 1592@&cluding accrued but unpaid interest to thengotion date), such interest payments
to be determined in accordance with the indentokeming the Floating Rate Senior Notes assumiagltlBOR in effect on the date of the
applicable redemption notice would be the applieddBOR in effect through February 15, 2009, coreputising a discount rate equal to the
Treasury Rate (as defined in the indenture govgrtfie Floating Rate Senior Notes) as of such retiemgate plus 50 basis points, over
(b) the principal amount of such Floating Rate Sehiotes.

The Floating Rate Senior Notes are subject to retiemat the option of Level 3 Financing in wholeim part, at any time or from
time to time, on or after February 15, 2009 atrdgemption prices (expressed as a percentagenaipal amount) set forth below, plus
accrued and unpaid interest thereon to the redemgtte, if redeemed during the twelve months beginFebruary 15, of the years indice
below:

Redemption
Year Price
2009 102.(%
2010 101.(%
2011 100.(%

At any time or from time to time on or prior to Fahry 15, 2009, Level 3 Financing may redeem upbls of the original aggregate
principal amount of the Floating Rate Senior Nata redemption price equal to 100.0% of the pp@icamount of the Floating Rate Senior
Notes so redeemed, plus a premium equal to theesiteate on the Floating Rate Senior Notes aggican the date that notice of t
redemption is given, plus accrued and unpaid istéhereon (if any) to the redemption date (suliigthe right of holders of record on the
relevant record date to receive interest due omellevant interest payment date), with the net gmsheeds contributed to the capital of
Level 3 Financing of one or more private placemémisersons other than affiliates of Level 3 oremditten public offerings of common
stock of Level 3 resulting, in each case, in gmreeeeds of at least $100 million in the aggregatevided, however, that at least 65% of the
original aggregate principal amount of the FloatRate Senior Notes would remain outstanding immeljiafter giving effect to such
redemption. Any such redemption shall be made wi8ii days of such private placement or public affeupon not less than 30 nor more
than 60 days’ prior notice.

The 8.75% Senior Notes and the 2015 Floating Ratéo8 Notes contain certain covenants, which amaghgr things, limit
additional indebtedness, dividend payments, ceitai@stments and transactions with affiliates.

Debt issuance costs of approximately $16 milliomeneapitalized and are being amortized over tha terthe 8.75% Senior Notes
due 2017. As a result of amortization, the ca&lidebt issuance costs have been reduced to apptely $15 million at December 31,
2008.




Debt issuance costs of approximately $6 millioneveapitalized and are being amortized over the tdrthe Floating Rate Senior
Notes due 2015. As a result of amortization, th@tabzed debt issuance costs have been reducagptmximately $5 million at December
2008.

2.875% Convertible Senior Notes due 2010

In July 2003, Level 3 Communications, Inc. compdettee offering of $374 million aggregate principahount of its 2.875%
Convertible Senior Notes due 2010 (“2.875% ConftztSenior Notes”) in an underwritten public offeyipursuant to the Company’s shelf
registration statement. Interest on the notes ascati2.875% per year and is payable semi-anninadisrears in cash on January 15 and
July 15, beginning January 15, 2004. The 2.875%vExible Senior Notes are senior, unsecured oliigatof Level 3 Communications, In
rankingpari passuwith all existing and future senior unsecured débe 2.875% Convertible Senior Notes contain lichitevenants, which
restrict additional liens on assets of the Company.

On multiple dates in October 2008, the Company detagd the exchange of $19 million in aggregategpial amount of its 2.875%
Convertible Senior Notes for a total of 7 milliomases of Level 3's common stock. The shares oCthvmpany’s common stock issued
pursuant to these exchanges were exempt from r&iipst pursuant to Section 3(a)(9) under the SaearAct of 1933, as amended. These
transactions were considered to be induced corrersin accordance with SFAS No. 84 and as a rakeliCompany recorded a noash los
in the fourth quarter of 2008 on the exchange ef2l875% Convertible Senior Notes of $8 millionnsisting of approximately $8 million of
debt conversion expense and less than $1 milligmedfiously capitalized debt issuance costs. The Weas recorded in gain (loss) on
extinguishment of debt in the consolidated statémehoperations.

In December 2008, the Company repurchased usingy §illon in cash, through tender offers, $163 roill aggregate principal
amount of its 2.875% Convertible Senior Notes ptiee equal to $620 per $1,000 principal amournthefnotes and recognized a gain on the
extinguishment of debt of approximately $61 millidihe gain consisted of a $62 million cash gainicivhvas partially offset by $1 million i
unamortized debt issuance costs. Accrued inteeddtai the time of repurchase totaled $2 milliohe Hain was recorded in gain (loss) on
extinguishment of debt in the consolidated statémehoperations.

The remaining 2.875% Convertible Senior Notes aresertible into shares of the Company’s commonkssi@ conversion rate of
$7.18 per share, subject to certain adjustmentangttime and from time to time, the Company, sibjption, may redeem for cash all or a
portion of the notes. The Company may exercisedpion only if the current market price for Lex8 common stock for at least 20 trading
days within any 30 consecutive trading day perixekeds prices ranging from 160% of the conversiarepn July 15, 2008 decreasing to
150% of the conversion price on or after July 12 The Company would also be obligated to payhtiders of the redeemed notes a cash
amount equal to the present value of all remaisiigeduled interest payments.

Debt issuance costs of $13 million were originakyitalized and are being amortized to interesersp over the term of the 2.87!
Convertible Senior Notes. As a result of amortmatiexchanges and repurchases the capitalizedsselince costs have been reduced to
approximately $2 million at December 31, 2008.

5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communications, lommleted the offering of $345 million aggregatenpippal amount of its 5.25%
Convertible Senior Notes due 2011 (“5.25% Convétidenior Notes”) in a private offering. Interestthe notes accrues at 5.25% per year
and is payable semi-annually in arrears in casbume 15 and December 15, beginning June 15, 20@55.25% Convertible Senior Notes
are senior, unsecured obligations of Level 3 Comioations, Inc., rankingari passuwith all existing and future senior unsecured d#bt
Level 3 Communications, Inc. The 5.25% Convert®édmior Notes contain limited covenants which resadditional liens on assets of the
Company.

In October 2008, the Company completed the excheh@&5 million in aggregate principal amount &f 25% Convertible Senior
Notes, of which $11 million represented the camgyialue, net of discount, for a total of 5 millishares of Level’s common stock. The
shares of the Company’s common stock issued putrsmidimis exchange were exempt from registratiorspant to Section 3(a)(9) under the
Securities Act of 1933, as amended. This transaet@s considered to be an induced conversion iordaace with SFAS No. 84. The
Company recorded a net non-cash gain in the faréinter of 2008 on the exchange of the 5.25% CaitleiSenior Notes of $2 million, of
which $5 million represented the excess of thevalue of the liability component extinguished oitsrcarrying value. This amount was
partially offset by $3 million of induced conversiexpense and less than $1 million of




previously capitalized debt issuance costs. The gais recorded in gain (loss) on extinguishmertedit in the consolidated statements of
operations.

The remaining 5.25% Convertible Senior Notes aresedible, at the option of the holders, into skasEthe Company’s common
stock at a conversion rate of $3.98 per shareestily certain adjustments. Upon conversion, the@zmy will have the right to deliver cash
in lieu of shares of its common stock, or a comtiameof cash and shares of common stock. In additiolders of the 5.25% Convertible
Senior Notes will have the right to require the @amy to repurchase the notes upon the occurrergeldnge in control, as defined, at a
price of 100% of the principal amount plus accrirgdrest and a make whole premium. As of DecemlgeP308, the make whole premium
privileges on the 5.25% Convertible Senior Notes lapsed.

On or after December 15, 2008, Level 3, at itsamptmay redeem for cash all or a portion of thesoThe 5.25% Convertible Ser
Notes are subject to redemption at the option @EL8, 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, 20085 pkecrued and unpaid interest thereon to the retilemgate, if redeemed during the twelve
months beginning December 15, of the years indich&ow:

Redemption
Year Price
2008 102.25(%
2009 101.500%
2010 and thereaftt 100.75%

Debt issuance costs of $6 million were originatpitalized and are being amortized to interest egp®ver the term of the 5.25%
Convertible Senior Notes. As a result of amort@atnd exchanges, the remaining unamortized delmirice costs were $2 million at
December 31, 2008. The Company also incurred $omibf issuance costs associated with the fame@alf the conversion feature in the
5.25% Convertible Senior Notes, which were recomked reduction to additional paid-in capital ia tonsolidated balance sheets.

10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Inc. recav&377 million of net proceeds, after giving effexbffering expenses, from an
offering of $880 million aggregate principal amowifits 10% Convertible Senior Notes due 2011 (“10&avertible Senior Notes”) to
institutional investors. Interest on the notes aesrat 10% per year and will be payable senmually on May 1 and November 1 beginning
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Lev@®munications, Inc., rankir
pari passuwith all existing and future unsecured unsubordidatebt of Level 3 Communications, Inc. The 10% \@otible Senior Notes
contain limited covenants which restrict additioliahs on assets of the Company.

In January 2007, in two separate transactions, ILl&eempleted the exchange of $605 million in aggte principal amount of its
10% Convertible Senior Notes due 2011 for a totdl9y million shares of Level 3's common stock. Hiares of the Company’s common
stock issued pursuant to these announced exchangesempt from registration pursuant to Secti@)(9§ under the Securities Act of 1933,
as amended. The Company recognized a $177 mibgsdn extinguishment of debt for the exchangedudied in the loss was approxima
$1 million of unamortized debt issuance costs.

In October 2008, the Company completed the exchah§é7 million in aggregate principal amount af 0% Convertible Senior
Notes for a total of 22 million shares of Lev’'s common stock. The shares of the Compamgmmon stock issued pursuant to this exch
was exempt from registration pursuant to Secti@)(8] under the Securities Act of 1933, as amenidleis. transaction was considered to be
an induced conversion in accordance with SFAS Mar@l as a result, the Company recorded a nonlassin the fourth quarter of 2008 on
the exchange of the 10% Convertible Senior Notekl8fmillion, consisting of approximately $15 nalti of debt conversion expense and
than $1 million of previously capitalized debt iasge costs. The loss was recorded in gain (losektimguishment of debt in the consolide
statements of operations.

The remaining 10% Convertible Senior Notes are edihie by holders at any time and from time todimto shares of Level 3
common stock at a conversion price of $3.60 peresfrubject to adjustment in certain events). Thegjuivalent to a conversion rate of
approximately 277.77 shares per $1,000 principawarhof notes. In addition, holders of the 10% Gartible Senior Notes will have the ric
to require the Company to repurchase the notes thioaccurrence of




a change in control, as defined, at a price of 100%e principal amount of the notes plus accrinéetest and a make whole premium.

On or after May 1, 2009, Level 3, at its option,ymadeem for cash all or a portion of the notee T@% Convertible Senior Notes
are subject to redemption at the option of Levéh3yhole or in part, at any time or from time bmé¢, on not more than sixty nor less than
thirty days’ notice, on or after May 1, 2009, phccrued and unpaid interest thereon to the redempgtte, if redeemed during the twelve
months beginning May 1, of the years indicated Welo

Redemption
Year Price
2009 103.33(%
2010 and thereaftt 101.67%

Debt issuance costs of $3 million were originaliyitalized and are being amortized to interest egp®ver the term of the 10%
Convertible Senior Notes. As a result of amort@atnd exchanges, the capitalized debt issuante ltage been reduced to less than
$1 million at December 31, 2008.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, Inc. rexk$326 million of net proceeds, after giving effo offering expenses, fron
public offering of $335 million aggregate princigahount of its 3.5% Convertible Senior Notes du#2(3.5% Convertible Senior Notes”).
The 3.5% Convertible Senior Notes were priced 804.0f the principal amount. The notes are seniseauared obligations of the Company,
ranking equal in right of payment with all the Ccenp’s existing and future unsubordinated indebtedridss.3.5% Convertible Senior Not
will mature on June 15, 2012. Interest on the nt@ayable semi-annually in arrears on June 15ewdmber 15 of each year, beginning on
December 15, 2006. The 3.5% Convertible Senior flotatain limited covenants which restrict addisibliens on assets of the Company.

In October 2008, the Company completed the exchah§@ million in aggregate principal amount of 3&% Convertible Senior
Notes, of which $7 million represented the carryiadue, net of discount, for a total of 3 milliohases of Level's common stock. The
shares of the Company’s common stock issued pursoidinis exchange was exempt from registratiorspant to Section 3(a)(9) under the
Securities Act of 1933, as amended. This transaetias considered to be an induced conversion iordaace with SFAS No. 84. The
Company recorded a net non-cash gain in the fau#nter of 2008 on the exchange of the 3.5% Coiter$enior Notes of $1 million, of
which $3 million represented the excess of thevialue of the liability component extinguished oitsrcarrying value. This amount was
partially offset by $2 million of induced conversiexpense and less than $1 million of previouspiteéized debt issuance costs. The gain
was recorded in gain (loss) on extinguishment of dethe consolidated statements of operations.

The remaining 3.5% Convertible Senior Notes willdoavertible by holders at any time before thee&loEbusiness on June 15, 2!
into shares of Level 3's common stock at a coneerprice of $5.46 per share (subject to adjustrimecértain events). This is equivalent to a
conversion rate of approximately 183.1502 share®nfmon stock per $1,000 principal amount of thestes. Upon conversion, the
Company will have the right to deliver cash in lEfushares of its common stock, or a combinatiooash and shares of common stock. In
addition, holders of the 3.5% Convertible Seniotésawill have the right to require the Companyedpurchase the notes upon the occurrence
of a change in control, as defined, at a price0@R4 of the principal amount of the notes plus aednmterest. In addition, if a holder elects to
convert its notes in connection with certain chanigecontrol, Level 3 could be required to pay &enahole premium by increasing the
number of shares deliverable upon conversion ohites.

The 3.5% Convertible Senior Notes are subjectdemgtion at the option of Level 3, in whole or grfp at any time or from time to
time, on not more than 60 nor less than 30 dayst@oon or after June 15, 2010, plus accrued apaid interest thereon (if any) to the
redemption date, if redeemed during the twelve mobeginning June 15, of the years indicated below:

Redemption
Year Price
2010 101.1%

2011 100.5&%




Debt issuance costs of $6 million were originaliyitalized and are being amortized to interest egp®ver the term of the 3.5%
Convertible Senior Notes. As a result of amortmatnd exchanges, the remaining unamortized deldige costs were $4 million at
December 31, 2008. The Company also incurred $iBomibf issuance costs associated with the faine@alf the conversion feature in the
3.5% Convertible Senior Notes, which were recoraed reduction to additional paid-in capital in teasolidated balance sheets.

15% Convertible Senior Notes Due 2013

On December 24, 2008 the Company received groseeds of $373.8 million and on December 31, 2068tbmpany received
gross proceeds of $26.2 million from the issuarfdes&400 million 15% Convertible Senior Notes @43 (“15% Convertible Senior
Note¢"). Accrued but unpaid debt issuance costs are@ggddo be approximately $3 million and are beimpgized to interest expense over
the term of the 15% Convertible Senior Notes. Tioe@eds from this issuance were primarily use@pairchase, through tender offers, a
portion of the Company’s 6% Convertible Subordiddimtes due 2009, 6% Convertible Subordinated Naties2010 and 2.875%
Convertible Senior Notes due 2010. The 15% Corersenior Notes were priced at 100% of the priacmount. The 15% Convertible
Senior Notes are unsecured and unsubordinatedatiblig and will rank equally with all the Compangidsting and future unsecured and
unsubordinated indebtedness. The 15% ConvertitlmBRotes will mature on January 15, 2013. Inteossthe notes will accrue from the
date of original issuance at a rate of 15% per gedrwill be payable on January 15 and July 15acheear, beginning on January 15, 2009.
The 15% Convertible Senior Notes contain limitedestants which restrict additional liens on asséte@ Company.

The 15% Convertible Senior Notes are convertiblédiglers into shares of the Company’s common sabekn initial conversion
price of $1.80 per share (which is equivalent tmaversion rate of 555.5556 shares of common gieck1,000 principal amount of the 15%
Convertible Senior Notes), subject to adjustmemtnugertain events, at any time before the clodmusiness on January 15, 2013. If at any
time following the date of original issuance of tti&% Convertible Senior Notes and prior to theelokbusiness on January 15, 2013 the
closing per share sale price of the Company’s comstock exceeds 222.2% of the conversion price itheffect for at least 20 trading days
within any 30 consecutive trading day period, tB&1Convertible Senior Notes will automatically cenvinto shares of Level 3 common
stock, plus accrued and unpaid interest (if anylpt excluding the automatic conversion date, tidiate will be designated by the Company
following such automatic conversion event.

Holders of the 15% Convertible Senior Notes mayiregthe Company to repurchase all or any pareif ihotes upon the
occurrence of a designated event at a price equdQ% of the principal amount of the notes, pkraed and unpaid interest to, but
excluding, the repurchase date, if any.

In addition, if a holder elects to convert its 18¥nvertible Senior Notes in connection with cerigianges in control, the Company
could be required to pay a make-whole premium byeiasing the number of shares deliverable uponesgion of such notes. Any make
whole premium will have the effect of increasing tiumber of shares due to holders of the 15% C&hie2Eenior Notes upon conversion.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 Communications, Inc. iss$295 million aggregate principal amount at m&yust 9% Convertible Senior
Discount Notes due 2013. Interest on the 9% CoillerSenior Discount Notes accretes at a rate op8#%@nnum, compounded
semiannually, to an aggregate principal amoun285$million by October 15, 2007. Cash interestritlaccrue on the 9% Convertible
Senior Discount Notes prior to October 15, 2007m@eencing October 15, 2007, interest on the 9% Quible Senior Discount Notes
accrues at the rate of 9% per annum and is payabkesh semiannually in arrears. Accreted intesgpense of $20 million for the year ended
December 31, 2007 on the 9% Convertible SeniorddistNotes due 2013 was added to long-term debt.

The 9% Convertible Senior Discount Notes are cdiblerinto shares of the Company’s common stock @nversion rate of $9.99
per share, subject to certain adjustments. Onter @fctober 15, 2008, the Company, at its opticaly nedeem for cash all or a portion of the
notes. The Company may exercise this option ortlyefcurrent market price for at least 20 tradiagsdwithin any 30 consecutive trading ¢
period exceeds 140% of the conversion price onl@&etd5, 2008. This amount will be decreased to 1388#120% on October 15, 2008 and
2010, respectively, if the initial holders sell grer than 33.33% of the notes. The Company isaitigated to pay the holders of the
redeemed notes a cash amount equal to the predastof all remaining scheduled interest payments.




The 9% Convertible Senior Discount Notes are sulgeconversion into common stock at the optiothefholder, in whole or in
part, at any time or from time to time at a coni@rsate of 100.09 shares per $1,000 of face valdke debt plus accrued and unpaid interest
thereon to the conversion date.

These notes are senior unsecured obligations d&ll3Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatios, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company received $798 mitifogproceeds, after transaction costs, from agrioff) of $823 million
aggregate principal amount of its 6% Convertible@dinated Notes Due 2009 (“Subordinated Notes 200%e Subordinated Notes 2009
are unsecured and subordinated to all existingfande senior indebtedness of the Company. Inteneshe Subordinated Notes 2009 accrues
at 6% per year and is payable each year in cashtanch 15 and September 15. The principal amoutti@Subordinated Notes 2009 will be
due on September 15, 2009.

In September 2008, in various transactions, the gamy repurchased $39 million aggregate principalwarhof its Subordinated
Notes 2009 at discounts to the principal amountraodgnized a net gain on extinguishment of del#tlafillion. Unamortized debt issuar
costs totaled less than $1 million and accruedestepaid at the time of repurchase totaled lems $#1 million.

In October 2008, the Company completed the exchah@&8 million in aggregate principal amount af 8ubordinated Notes 2009
for a total of 10 million shares of Level 3's commstock. The shares of the Company’s common ststled pursuant to these exchanges
were exempt from registration pursuant to Secti@)(9) under the Securities Act of 1933, as amendlkdse transactions were considered to
be induced conversions in accordance with SFAS8Ma@nd as a result, the Company recorded acash-loss in the fourth quarter of 200¢
the exchange of the Subordinated Notes 2009 ohdillibn, consisting of approximately $14 million débt conversion expense and less than
$1 million of previously capitalized debt issuamosts. The loss was recorded in gain (loss) omguishment of debt in the consolidated
statements of operations.

In December 2008, the Company repurchased using &illlion in cash, through tender offers, $124 roillaggregate principal
amount of Subordinated Notes 2009 at a price aqus®20 per $1,000 principal amount of the notesracognized a gain on the
extinguishment of debt of approximately $9 millidrhe gain consisted of a $10 million cash gain,ovhiras partially offset by $1 million in
unamortized debt issuance costs. Accrued inteeddtai the time of repurchase totaled $2 milliohe Hain was recorded in gain (loss) on
extinguishment of debt in the consolidated statémehoperations.

The remaining Subordinated Notes 2009 may be ctedénto shares of common stock of the Companyatiane prior to maturity
unless previously redeemed, repurchased or the @ayripas caused the conversion rights to expire c@heersion rate is 15.3401 shares per
each $1,000 principal amount of Subordinated N2@&9, subject to adjustment in certain circumstan®m or after September 15, 2002, the
Company, at its option, may cause the conversigitsito expire. The Company may exercise this optidy if the current market price
exceeds approximately $91.27 (which represents 14i0%e conversion price) for 20 trading days witany period of 30 consecutive trad
days including the last day of that period.

Debt issuance costs of $25 million were originakyitalized and are being amortized to interesersp over the term of the
Subordinated Notes 2009. As a result of amortinatxchanges and repurchases the capitalizedsiglatrice costs have been reduced to
$1 million at December 31, 2008.

6% Convertible Subordinated Notes due 2010

In February 2000, Level 3 Communications, Inc. neeg $836 million of net proceeds, after transactosts, from a public offering
of $863 million aggregate principal amount of i% €onvertible Subordinated Notes due 2010 (“Sulmateid Notes 2010"). The
Subordinated Notes 2010 are unsecured and subteditaall existing and future senior indebtedrddsbe Company. Interest on the
Subordinated Notes 2010 accrues at 6% per yeaisgayable semannually in cash on March 15 and September 15 hagjirSeptember 1
2000. The principal amount of the Subordinated K@@10 will be due on March 15, 2010.

In December 2008, in connection with the issuaridee@$400 million of 15% Convertible Senior Notkse 2013, the Company
repurchased using $121 million in cash, througk¢emffers, $173 million aggregate principal amowint




Subordinated Notes 2010 at a price equal to $708$H600 principal amount of the notes and recaghi gain on the extinguishment of ¢
of approximately $51 million. The gain consistechd$52 million cash gain, which was partially offeg $1 million in unamortized debt
issuance costs. Accrued interest paid at the timepurchase totaled $3 million. The gain was rdedrin gain (loss) on extinguishment of
debt in the consolidated statements of operations.

In September 2008, the Company repurchased $3@mibgregate principal amount of Subordinated Bl@@10 at a discount to
principal amount and recognized a net gain on gutshment of debt of $2 million. Unamortized dedstiance costs totaled less than
$1 million and accrued interest paid at the timeeplurchase totaled $1 million.

The remaining Subordinated Notes 2010 may be ctewénto shares of common stock of Level 3 Commatioas, Inc. at any time
prior to the close of business on the businessrdeediately preceding maturity, unless previousigeemed, repurchased or Level 3
Communications, Inc. has caused the conversiotsrighexpire. The conversion rate is 7.416 shagegach $1,000 principal amount of
Subordinated Notes 2010, subject to adjustmergitain events.

On or after March 18, 2003, the Company, at itsoopimay cause the conversion rights to expire. Chmpany may exercise this
option only if the current market price exceedsrapimately $188.78 (which represents 140% of theveesion price) for at least 20 trading
days within any period of 30 consecutive tradingsjéncluding the last trading day of that period.

Debt issuance costs of $27 million were originakyitalized and are being amortized to interesersp over the term of the
Subordinated Notes. As a result of amortization delat repurchases, the capitalized debt issuarste bave been reduced to $1 million at
December 31, 2008.

Commercial Mortgage

In the third quarter of 2005, the HQ Realty, Irecwholly owned subsidiary of the Company, completedfinancing of the mortga
on the Company’s corporate headquarters. On Septe2ih 2005, HQ Realty, Inc. entered into a $70ionilloan at an initial fixed rate of
6.86% through 2010, the anticipated repayment aatefined in the loan agreement (“Commercial Mag&j). The term of the Commercial
Mortgage may be extended to a final maturity ddt®aober 1, 2015 at the election of HQ Realty, Iithe term is extended, after 2010
through maturity in 2015, the interest rate wiljusd to the greater of 9.86% or the five year U.fRasury rate plus 300 basis points. HQ
Realty, Inc. received $66 million of net proceeftsraransaction costs and has deposited $1 miilliomrestricted cash accounts as of
December 31, 2008, for future facility improvemeaitsl property taxes. HQ Realty, Inc. was requioethake interest only payments in the
first year and began making monthly principal pagtaén the second year based on a 30-year amaotizathedule.

Debt issuance costs of $1 million were capitaliaad are being amortized as interest expense ogeetin of the Commercial
Mortgage. As a result of amortization, the capitadi debt issuance costs have been reduced tdéas$ million at December 31, 2008.

The assets of HQ Realty, Inc. are not availabkatesfy any third party obligations other than #ho$ HQ Realty, Inc. In addition,
the assets of the Company and its subsidiaries tthe HQ Realty, Inc. are not available to sattbfy obligations of HQ Realty, Inc.

Capital Leases

The Company leases certain dark fiber facilitied metro fiber under noncancelable IRU agreemeiatsaie accounted for as cap
leases. All of these capital leases were assumdigeb§ompany through its previous acquisitionseridt rates on capital leases approximate
8% on average as of December 31, 2008. Depreciakipense related to assets under capital leageduded in depreciation and
amortization expense.

Covenant Compliance

At December 31, 2008 and 2007, the Company wasrimptiance with the covenants on all outstanding ds=uances.




Long-Term Debt Maturities:

Aggregate future maturities of lortgrm debt and capital leases (excluding debt distsopremiums and fair value adjustments) v
as follows as of December 31, 2008 (in millions):

2009 $ 18€
2010 582
2011 56¢
2012 32¢
2013 1,247
Thereaftel 3,677

$ 6,58¢

(12) Employee Benefit Plans

The Company records non-cash compensation expengs butperform stock appreciation rights thaefers to as Outperform
Stock Options (“OSQ"), restricted stock units ahdres, 401(k) matching contributions and discretig01(k) contributions. Total nocast
compensation expense related to these equity awasli$78 million in 2008, $122 million in 2007 a®&4 million in 2006. Included in
discontinued operations for 2006 is non-cash comsgém of $2 million.

The following table summarizes non-cash compensatigpense and capitalized non-cash compensatia@atdr of the three years
ended December 31, 2008 (in millions):

2008 2007 2006

0SsO $ 13 % 3B 3 38
Restricted Stoc 36 42 20
401(k) Match Expens 30 30 18
401 (k) Discretionary Grant Ple — 16 12
79 123 88

Capitalized Noncash Compensat (1) (1) (2
78 122 86

Discontinued Operatior — — 2
$ 78 $ 122 $ 84

OSO units and restricted stock units and sharegrarged under the Company’s 1995 Stock Plan, &nded, which term extends
through September 25, 2010. The Compari@95 Stock Plan, as amended, provides for aatetbvesting of stock awards upon retireme
an employee meets certain age and years of seado@rements and certain other requirements. USE&S No. 123R, if an employee meets
the age and years of service requirements undexcitederated vesting provision, the award wouléxypensed at grant or expensed over the
period from the grant date to the date the employeets the requirements, even if the employee tieaatually retired. The Company
recognized non-cash compensation expense for emgdirat met the age and years of service requitsrfez accelerated vesting at
retirement of $7 million in 2008, $11 million in @0 and zero in 2006.

Outperform Stock Options

During the second quarter of 2006, the October 20@bJanuary 2006 grants of Outperform Stock Otio®O”) units were
revalued using May 15, 2006 as the grant datheas had not been stockholder approval of thosedsnaior to that date, which was
deemed necessary for determination of the graetfdathose awards under SFAS No. 123R, and rekintan additional $6 million in non-
cash compensation expense.

The Company’s OSO program was designed so th&dhgany’s stockholders would receive a market netur their investment
before OSO holders receive any return on theioogtiThe Company believes that the OSO progransttliraligns management’s and
stockholders’ interests by basing stock option &aln the Company’s ability to outperform the maitkegeneral, as measured by the
Standard & Poor’s (“S&P”) 500 Index. Participamsiie OSO program do not realize any value fromrdsvanless the Company’s common
stock price outperforms the S&P 500 Index durtmg life of the grant. When the stock price gaigrisater than the corresponding gain on
the S&P 500° Index (or less




than the corresponding loss on the S&P 800 Indegrants awarded before September 30, 2005),ahe veceived for awards under the
0OSO plan is based on a formula involving a muktiptielated to the level by which the Company’s camrstock outperforms the S&P 580
Index. To the extent that Level 3's common stogtperforms the S&P 500 Index, the value of OSOautuita holder may exceed the value of

nonqualified stock options.

The initial strike price, as determined on the gegr to the OSO grant date, is adjusted over {jthe “Adjusted Strike Price”), until
the exercise date. The adjustment is an amount &gjttee percentage appreciation or depreciatichénvalue of the S&P 500 Index from
the date of grant to the date of exercise. Theevafithe OSO increases for increasing levels gberfibrmance. OSO units have a multiplier
range from zero to four depending upon the perfoeaf Level 3 common stock relative to the S&P 80@dex as shown in the following

table.

Then the Pre-multiplier Gain Is Multiplied by

If Level 3 Stock Outperforms the S&P 500° Index by: a Success Multiplier of:

0% or Less 0.00

More than 0% but Less than 11 Outperformance percentage multiplied*/ 11
11% or More 4.00

The Pre-multiplier gain is the Level 3 common stpcice minus the Adjusted Strike Price on the dditexercise.

Upon exercise of an OSO, the Company shall detivgray to the grantee the difference between tlireMrrket Value of a share of
Level 3 common stock as of the day prior to theeige date, less the Adjusted Strike Price (theetEise Consideration”). The Exercise
Consideration may be paid in cash, Level 3 comnmocksor any combination of cash or Level 3 commimtls at the Company’s discretion.
The number of shares of Level 3 common stock tddlwered by the Company to the grantee is detexchby dividing the Exercise
Consideration to be paid in Level 3 common stockheyFair Market Value of a share of Level 3 comratatk as of the date prior to the
exercise date. Fair Market Value is defined in@80 agreement, but is currently the closing preseghare of Level 3 common stock on the
NASDAQ exchange. Exercise of the OSO units doesatpiire any cash outlay by the employ

Prior to March 31, 2007, OSO awards vested overa2zg/and had a 4-year life. Fifty percent of tharals vested at the end of the
first year after grant, with the remaining 50% eesbver the second year (12.5% per quarter). Asopar comprehensive review of its long-
term compensation program completed in the firstrgur of 2007, beginning with awards made on arafpril 1, 2007, OSO units are
awarded monthly to employees in mid-management kv higher positions, have a three year lifet ¥89% and fully settle on the third
anniversary of the date of the award and are vahgenf the first day of each month. Recipients haveiscretion on the timing to exercise
OSO units granted on or after April 1, 2007, thhes éxpected life of all such OSO units is threeyea

As of December 31, 2008, there was $20 millionredmortized compensation expense related to gr&»®l units. The weighted
average period over which this cost will be recegdiis 1.94 years.

The fair value of the OSO units granted is cal@daty applying a modified Black-Scholes model wifita assumptions identified
below. The Company utilized a modified Black-Sclsaleodel due to the additional variables requireckioulate the effect of the success
multiplier of the OSO program. The Company beliethed given the relative short life of the optiarsd the other variables used in the mc
the modified Black-Scholes model provides a reaslenastimate of the fair value of the OSO unitthattime of grant.

Year Ended December 31

2008 2007 2006
S&P 500 Expected Dividend Yield Re 2.0(% 1.7¢% 1.7¢%
Expected Life 3 year 3 year 3.4 year
S&P 500 Expected Volatility Ra 13% 12% 12%
Level 3 Common Stock Expected Volatility Ri 56% 55% 55%
Expected S&P 500 Correlation Fac .32 .28 .28
Calculated Theoretical Valu 147% 14€% 15%%
Estimated Forfeiture Ra 11.81% 11.8t% 10.1%%

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




The expected life data was stratified based orldesferesponsibility within the Company. The thet@mal value used in 2006 was
determined using the weighted average exercisevimtfar these groups of employees. As describev@brecipients have no discretion on
the timing to exercise OSO units granted on or &fwil 1, 2007, thus the expected life of all sU@BO units is three years. Volatility
assumptions were derived using historical dataelbas current market data.

The fair value for OSO units awarded to particigahiring the years ended December 31, 2008, 20D2@06 was approximately

$18 million, $32 million and $50 million, respeagiy.

Transactions involving OSO units awarded are suriz@diin the table below. The Option Price Per lentified in the table below
represents the initial strike price, as determioedhe day prior to the OSO grant date for thos@tgt

Weighted
Weighted Average
Initial Average Aggregate Remaining
Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)
Balance December 31, 20 14,245,97 $2.03- $6.6¢ $ 332 $ 9.3 2.34 year
Options grante: 8,092,91! 2.87-5.3¢ 4.4¢
Options cancelle (1,101,849 2.03- 6.6¢ 3.71
Options expiret (3,010,36) 2.03- 6.6¢ 3.62
Options exercise (2,941,18)) 2.03-4.4¢ 2.97
Balance December 31, 20 15,285,49 $2.03- $6.6¢ 3.9¢ 82.7 2.54 year
Options grante: 4,818,06! 3.03- 6.1C 5.2¢
Options cancelle (631,609 2.03- 6.6¢ 5.0¢
Options expiret (1,767,68) 2.03- 6.6¢ 5.37
Options exercise (1,999,71) 2.03- 5.3¢ 2.87
Balance December 31, 20 15,704,55 $2.03- $6.1( 4.27 2.4 2.04 year
Options grante: 4,592,80! 0.94- 3.4¢ 2.7C
Options cancelle (1,552,071 1.05- 6.1(C 4.6t
Options expiret (2,228,54) 2.03- 6.1C 3.97
Options exercise (709,48)) 2.03- 3.3¢ 2.4z
Balance December 31, 20 15,807,26 $0.94- $6.1( 3 39C $ — 1.56 year
Options exercisable‘vester):
December 31, 200 7,903,201 $2.03- $6.6¢ $ 3.4¢
December 31, 200 9,821,82 $2.03-$5.7C $ 3.7z
December 31, 200 7,962,06! $2.03-$5.3¢ $ 3.9t $ — 1.11 year
OSO units Outstanding OSO units Exercisable
at December 31, 2008 at December 31, 2008
Weighted Weighed Weighted
Average Average Average
Number Remaining Initial Number Initial
Range of Exercise Prices Qutstanding Life (years) Strike Price Exercisable Strike Price
$0.94- $1.05 741,33! 287 $ 1.0C — 3 —
2.03- 3.04 5,203,04. 1.4¢ 2.5¢ 2,836,84 2.47
3.36- 4.65 4,216,08! 1.5¢ 3.8t 2,200,79: 4.0¢
5.18-6.10 5,646,80. 1.4t 5.5: 2,924,42 5.2¢
15,807,26 1.5¢ $ 3.9¢ 7,962,060 ¢ 3.9t

In the table above, the weighted average initiéestprice represents the values used to calcthat¢heoretical value of OSO units
on the grant date and the intrinsic value represtaa value of OSO units that have outperformedste 500° Index as of December 31,
2008.

The total realized value of OSO units exercised $&million, $19 million and $20 million for the ges ended December 31, 2008,
2007 and 2006, respectively. The Company issuerbajpately 466,000, 3.2 million and 3.8 million ska of Level 3 common stock upon
the exercise of OSO units for the years ended Dbee®il, 2008, 2007 and 2006, respectively. The murobshares of Level 3 stock issued
upon exercise of an OSO unit varies based uporethtve




performance of Level 3's stock price and the S&B $0ndex between the initial grant date and exerdate of the OSO unit.

As of December 31, 2008, based on the Level 3 camstuxk price and post-multiplier values, the Conypaas not obligated to
issue any shares for vested and exercisable O3®asthe Company’s common stock price did noterfipm the S&P 500 Index.

Restricted Stock and Uni

Restricted stock units and shares are grantecetoettipients at no cost. Restrictions on transfsé over one to four year periods.
The fair value of restricted stock units and shanearded totaled $43 million, $68 million and $2iflion, for the years ended December 31,
2008, 2007 and 2006, respectively. The fair vafuth@se awards was calculated using the valuesoE&vel 3 common stock on the grant
date and are being amortized over the periods inhthe restrictions lapse. As of December 31, 20@@mortized compensation cost rele
to nonvested restricted stock and restricted stimis was $34 million and the weighted averagegeeoiver which this cost will be recogniz
is 2.66 years.

The changes in restricted stock and restricteckstaits are shown in the following table:

Weighted Average

Grant Date

Number Fair Value
Nonvested at December 31, 2( 23,376,84 $ 2.0¢
Stock and units grante 5,874,76! 4.6t
Lapse of restriction (7,225,74.) 2.13
Stock and units forfeite (2,575,13) 2.4F
Nonvested at December 31, 2( 19,450,72 2.7¢
Stock and units grante 11,992,52: 5.67
Lapse of restriction (6,997,94) 2.71
Stock and units forfeite (2,173,98) 4.2C
Nonvested at December 31, 2( 22,271,31 4.2C
Stock and units grante 17,627,90 2.4%
Lapse of restriction (9,701,47) 3.57
Stock and units forfeite (4,063,94) 4.0¢
Nonvested at December 31, 2( 26,133,79 $ 3.2¢

The total fair value of restricted stock and reséd stock units whose restrictions lapsed in #esy ended December 31, 2008, 2007
and 2006 was $35 million, $19 million and $15 roiflj respectively.

Warrants

As of December 31, 2008, there were approximatglg million warrants outstanding ranging in exezqgisice from $4.00 to $29.C
all of which were fully vested and for which compation expense had been fully recognized in theaatated statements of operations.
weighted average exercise price of these warraass$w.22 as of December 31, 2008.

In connection with the acquisition of Broadwingpagximately 4 million previously issued Broadwingtrants were converted into
warrants to purchase approximately 5 million shafdsevel 3 common stock at a weighted averageotseprice of $5.76 per share of
Level 3 common stock. In 2007, approximately 3 imllof the Broadwing warrants were exercised tapase approximately 4 million sha
of Level 3 common stock and resulted in proceedegdCompany totaling approximately $23 million. éisDecember 31, 2007 and 2008,
warrants to purchase approximately 1 million shafdsevel 3 common stock remained outstanding. Waghted average exercise price of
these warrants was $5.38 as of December 31, 2008.

401(k) Plan
The Company and its subsidiaries offer their giealiemployees the opportunity to participate irefiréd contribution retirement

plan qualifying under the provisions of Section @) bf the Internal Revenue Code (“401(k) Plan"ack employee is eligible to contribute,
on a tax deferred basis, a portion of annual egengenerally not to exceed $15,500




in 2008. The Company matches 100% of employee ibomitvns up to 7% of eligible earnings or applieakggulatory limits. Effective
March 6, 2009, the Company is reducing its matchO@% of employee contributions up to 3% of eligibharnings or applicable regulatory
limits.

The Company’s matching contributions are made Wéthel 3 common stock based on the closing stoaeprn each pay date. The
Company’s matching contributions are made througtsun the Level 3 Stock Fund, which representahaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetldéoel 3 to make employer matching and other doutions to employees through the
Level 3 401(k) plan. Employees are not able to pase units in the Level 3 Stock Fund. Employeeshbleto diversify the Company’s
matching contribution as soon as it is made, ef/#hrey are not fully vested. The Company’s matctangtributions will vest ratably over the
first three years of service or over such shorégiog until the employee has completed three yefssrvice at such time the employee is
100% vested in all Company matching contributiansluding future contributions. The Company madé# Plan matching contributions
of $30 million, $30 million and $18 million for thgears ended December 31, 2008, 2007 and 200&atésgly. The Company’s matching
contributions are recorded as non-cash compensatidincluded in selling, general and administeatixpenses.

The Company made a discretionary contribution €o4®1(k) plan in Level 3 common stock for the yearded December 31, 2007
and 2006 equal to three percent of eligible empsyearnings each year. The 2007 and 2006 depuesitsmade into the employees’ 401
(k) accounts during the first quarter of the sulbesq year. Level 3 recorded an expense of $16anilli 2007 and $11 million in 2006 for the
discretionary contribution. The Company did not makdiscretionary contribution to the 401(k) planthe year ended December 31, 2008.

(13) Income Taxes

An analysis of the income tax benefit (provisiottjibutable to loss from continuing operations lvefmcome taxes for each of the
years in the three year period ended December(®B llows:

2008 2007 2006
(dollars in millions)
Current:
United States feder. $ 1 $ —  $ —
State @ 3 —
Foreign — 2 (2)
(6) (1) 2
Deferred, net of changes in valuation allowan
United States feder. — — —
State — 23 —
Foreign — — —
Income tax benefit (provisior $ © % 22§ (2

The United States and foreign components of inclass) from continuing operations before incomestafollows:

2008 2007 2006
(dollars in millions)
United State: $ (21¢) $ (1,04¢) $ (732)
Foreign (96) (120 (78)

$ (B1) § 1,169 $ (810)




A reconciliation of the actual income tax bengfitqvision) and the tax computed by applying the.fe8eral rate (35%) to the loss
from continuing operations before income taxesefich of the three years ended December 31, 20i08véol

2008 2007 2006
(dollars in millions)
Computed tax benefit at statutory r $ 10¢ $ 40¢ % 284
State income tax bene 9 39 26
Stock option plan exercis: 4 8 3
Disallowance of losses on extinguishments of ( (15) (62 ©)]
Other, ne 3 9 —
Change in valuation allowan: (102) (369) (312
Income tax benefit (provisior $ 6 % 22§ (2

The components of the net deferred tax assetslifies) as of December 31, 2008 and 2007 werebgvs:

2008 2007
(dollars in millions)

Deferred Tax Asset:

Fixed assets and intangible as $ 171 % 59
Accrued payroll and related benel 80 41
State tax credit carry forwar 23 23
Investment in securitie — 25
Investment in joint venture 82 94
Unutilized tax net operating loss carry forwa 1,79C 3,69(
Accrued liabilities and deferred rever — 11
Other assets or liabilitie — 6
Total Deferred Tax Asse 2,14¢ 3,94¢
Deferred Tax Liabilities
Accrued liabilities and deferred rever (69) —
Convertible deb (60) (77)
Total Deferred Tax Liabilitie (129 (77)
Net Deferred Tax Assets before valuation allowe 2,017 3,872
Valuation Allowance (1,999 (3,849
Net Nor-Current Deferred Tax Asset after Valuation Allowa $ 23§ 23

As of December 31, 2008, the Company had net apgrhitss carry forwards of approximately $4.7 bitlifor federal income tax
purposes. Under the rules prescribed by U.S. lat&®evenue Code (“IRC”) Section 382 and applicabtpulations, if certain transactions
occur with respect to an entity’s capital stock tlesult in a cumulative ownership shift of morarntb0 percentage points by 5-percent
stockholders over a testing period, annual lindtadiare imposed with respect to the entity’s abibtutilize its net operating loss carry
forwards and certain current deductions againsttaxgble income the entity achieves in future mirid@he Company had entered into
transactions over the testing period resultinggnificant cumulative shifts in the ownership of @apital stock which alone would not have
resulted in an ownership change under IRC Seci@ HBowever, when the Company’s actions are couplddthe trading activity in the
Company’s common stock throughout 2008 by thirdypararket participants, the Company believes th&008 the Company experienced a
cumulative ownership change of more than 50 peagenpoints by 5-percent stockholders during théicaige testing period. Prior to the
ownership change, the Company had net operatisgcsy forwards of $9.7 billion. The Company bedie that the limitation of its net
operating loss carry forwards will not have a nteam effect on its consolidated results of operetiand financial position. Additional
transactions could cause the Company to incur seguent 50 percentage point ownership change leydept stockholders and, if the
Company triggers the above-noted IRC imposed liioita, could further limit it from fully utilizinghe remaining net operating loss carry
forwards and certain current deductions to redoceme taxes.

The ultimate realization of deferred tax assetiejgendent upon the generation of future taxablenmecduring the periods in which
those temporary differences become deductible.Jdrapany considers the scheduled reversal of deféaweliabilities, projected future
taxable income and tax planning strategies in ngaltiirs assessment. A valuation allowance




has been recorded against deferred tax assel® &ompany has concluded that under relevant atogustandards it is not more likely than
not that the deferred tax assets are realizable.

The valuation allowance for deferred tax assetsapasoximately $2.0 billion as of December 31, 2808 approximately
$3.9 billion as of December 31, 2007. The net ckanghe valuation allowance for the year endedebder 31, 2008 was approximately
$1.9 billion. A significant portion of the changevaluation allowance is attributable to the IRCt®m 382 limitation. This limitation reduc
the deferred tax asset for unutilized net operdiisg carry forwards and associated valuation alme, by approximately $2.1 billion during
2008. This reduction in valuation allowance wadgiplly offset by the valuation allowance recorded &dditional deferred tax assets, for the
portion of the 2008 net operating losses not stiljethe IRC Section 382 limitation, and other apesin deferred tax assets.

The U.S. federal tax loss carry forwards expiretigh 2028 and are subject to examination by thawéxorities until three years
after the carry forwards are utilized. The U.S efied tax loss carry forwards expire as follows @l in millions):

Expiring December 31 Amount

2024 $ 536
2025 1,17¢
2026 987
2027 1,53¢
2028 438

The Company has approximately $95 million of tasslearry forwards for controlled foreign corpora@at December 31, 2008, the
majority of which have no expiration period. In #&@uh, the Company has approximately $128 millidrstate tax loss carry forwards with
various expiration periods through 2028.

The majority of the Company’s foreign assets anerajions are owned by entities that have electée tmeated for U.S. tax
purposes as unincorporated branches of a U.S.ngptaimpany and, as a result, the taxable inconmserand other tax attributes of such
entities are included in the Company’s U.S. fedeaaisolidated income tax return. However, the Camigeas some foreign subsidiaries that
have not so elected and therefore are treated.fortax purposes as controlled foreign corporatidvith respect to such controlled foreign
corporations, as of December 31, 2008, the Compasyno plans to repatriate undistributed earnifigsich controlled foreign corporations
as any earnings are deemed necessary to fund gngaonepean operations and planned expansion. Uihdittd earnings of such controlled
foreign corporations that are permanently invesied for which no deferred taxes have been provadedmmaterial as of December 31, 2
and 2007.

The Company adopted the provisions of FIN No. 48amuary 1, 2007. The adoption of FIN No. 48 ditaftect the Company’s
liability for uncertain tax positions. The Compasyiability for uncertain tax positions totaled $ifilion at December 31, 2008 and
$18 million at December 31, 2007. These amountsiatdude the related accrued interest and pesatsociated with the uncertain tax
positions if applicable. The Company does not ekfgiexliability for uncertain tax positions will ahge significantly during the twelve
months ended December 31, 2009; however, actuabelsan the liability for uncertain tax positiorsutd be different than currently
expected. A rollforward of the liability for uncarh tax positions follows:

(dollars in millions) Amount

Balance as of December 31, 2( $ 18
Gross increas—tax positions prior to 200 3
Gross increas—during 200¢ 1
Gross decreas—tax positions prior to 200 (6)

Balance as of December 31, 2( $ 16

The Company, or at least one of its subsidiarites income tax returns in the U.S. federal jugtdn and various states and foreign
jurisdictions. With few exceptions, the Companwydslonger subject to U.S. federal, state and laahor-U.S. income tax examinations by
tax authorities for years before 2003. The InteRelenue Service and state and local taxing atig®reserve the right to audit any period
where net operating loss carry forwards are avigildburing the third quarter of 2008, the Compang the Internal Revenue Service settled
an income tax audit for years 1999 through 200ddidition to 1996 interest issues resulting in amdfof $1 million to the Company. In
addition, the Internal Revenue Service




completed an examination of certain adjustmenteédCompanys U.S. income tax returns for 2002 resulting framalfresolution of the 19¢
through 2001 audit. The Company is currently uraetit by taxing authorities in the United Kingdoar fax years 2002 through 2004 and in
France for tax years 2005 through 2006.

The Company recognizes accrued interest and pesadtiated to uncertain tax positions in incomeetgpense in its consolidated
statements of operations. The Company’s liabilityifncertain tax positions includes approximatel® $illion of accrued interest and
penalties at December 31, 2008.

(14) Segment Information

SFAS No. 131 “Disclosures about Segments of anrgrnise and Related Information” defines operatiegmnsents as components of
an enterprise for which separate financial infoiorats available and which is evaluated regulaghtiee Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Opesatiments are managed separately
and represent separate strategic business unitsfteadifferent products and serve different neisk The Company’s current reportable
segments include: communications and coal miniag ($ote 1). Other primarily includes corporate &saad overhead not attributable to a
specific segment. In the third quarter of 2006,@loenpany exited the information services business i@sult of the sale of Software
Spectrum.

Adjusted EBITDA, as defined by the Company, isinebme (loss) from the consolidated statementgefations before (1) gain
(loss) from discontinued operations, (2) incomeegaxX3) total other income (expense), (4) non-gagairment charges included within
restructuring and impairment charges, (5) deprieciand amortization and (6) non-cash stock comgu@rs expense included within selling,
general and administrative expenses on the comd¢eticstatements of operations.

Adjusted EBITDA is not a measurement under GAAP @iy not be used in the same way by other compavii@sagement
believes that Adjusted EBITDA is an important pafrthe Companyg internal reporting and is a key measure useddyagement to evalue
profitability and operating performance of the Camyp and to make resource allocation decisions. lglamant believes such measurement is
especially important in a capital-intensive indystuch as telecommunications. Management alsoAdjested EBITDA to compare the
Company'’s performance to that of its competitord Emeliminate certain non-cash and non-operatams in order to consistently measure
from period to period its ability to fund capitadgenditures, fund growth, service debt and detegrbionuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedathsenmn-cash nature
of these items. Adjusted EBITDA also excludes ies¢income, interest expense, income taxes andgas) on extinguishment of debt
because these items are associated with the Corspaapitalization and tax structures. Adjusted EBN also excludes depreciation and
amortization expense because these camt expenses reflect the effect of capital investmwhich management believes should be eval
through cash flow measures. Adjusted EBITDA exchutiee gain on sale of business groups and net imth@me (expense) because these
items are not related to the primary operationthefCompany.

There are limitations to using non-GAAP financiaasures, including the difficulty associated witmparing companies that use
similar performance measures whose calculationsdifter from the Company’s calculations. Additiolyalthis financial measure does not
include certain significant items such as intemesbme, interest expense, income taxes, depregiatid amortization, non-cash impairment
charges, non-cash stock compensation expense(lgssh on early extinguishment of debt, the gairsale of business groups and net other
income (expense). Adjusted EBITDA should not besitered a substitute for other measures of finhpeidormance reported in accordance
with GAAP.

The data presented in the following tables includé&smation for the years ended December 31, 22087 and 2006 for all
statement of operations and cash flow informati@sented, and as of December 31, 2008 and 20Gi foeilance sheet information
presented. Information related to the acquiredrassies is included from their respective acquisitiates. Revenue and the related expenses
are attributed to countries based on where serdiceprovided.




Segment information for the Company’s Communicatiand Coal Mining businesses is summarized asafsl{@ millions):

Year Ended
December 31,
2008 2007 2006
Revenue from external custome
Communication: $ 4,22¢ $ 4,19¢ $ 3,311
Coal Mining 75 70 67
$ 4301 $ 4.26¢ $ 3,37¢
Adjusted EBITDA
Communication: $ 1,03¢ $ 82: % 677
Coal Mining $ 5 % 5 8 8
Other $ 4 % 4 3 (3)
Capital expenditures
Communication: $ 44¢ $ 631 $ 391
Coal Mining 3 2 1
$ 44¢  $ 63 $ 392
Depreciation and amortizatior
Communication: $ 92¢ $ 93t % 72¢
Coal Mining 2 7 1
$ 931 $ 94 $ 73C
Total assets
Communication: $ 9,50t $ 10,127 $ 9,84:
Coal Mining 121 11& 127
Other 8 11 18
$ 9,63¢ $ 10,24¢ % 9,981
The following is a summary of geographical inforioat(in millions):
Year Ended
December 31,
2008 2007 2006
Revenue from external custome
North America $ 3,97t $ 4011 $ 3,18¢
Europe 32€ 25¢ 19C
$ 4301 $ 4.26¢ % 3,37¢
Long-lived assets
North America $ 6,24z $ 6,787 $ 6,441
Europe 71€ 81¢ 747
$ 6,96( $ 7,605 $ 7,18¢

The majority of North American revenue consistservices delivered within the United States. Théonitg of European revenue
consists of services delivered within the Uniteddgdom, France and Germany. Revenue from transaceaniices is allocated to Europe.

The Company includes all non-current assets, exXoefgoodwill, in its long-lived assets.
Communications revenue consists of:
1) Core Communications Services, which includes Cartwidrk Services and Wholesale Voice Services;

e Core Network Services includes revenue from trarisgpad infrastructure, IP and data services, lacdl enterprise
voice services and Level 3 Vyvx broadcast services.

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




2) Other Communications Services includes revenue framaged modem and its related reciprocal compenssgrvices
and SBC Contract Services, which includes reverara the SBC Master Services Agreement, which waaioed in the
acquisition of WilTel.

Core Other
Communications Communications
Services Services Total
(in millions)
Communications Revenue
2008
North America $ 3,632 % 36€ $ 3,90(
Europe 32€ — 32¢€
$ 3,86( $ 36€ $ 4,22¢
2007
North America $ 3,366 $ 57t $ 3,941
Europe 25¢€ 2 25¢
$ 3,622 $ 577 $ 4,19¢
2006
North America $ 1,787 $ 1,332 % 3,121
Europe 18€ 4 19C
$ 1,97 $ 1,33¢ $ 3,311

The following information provides a reconciliatiohNet Income (Loss) to Adjusted EBITDA by repdifeasegment, as defined by
the Company, for the years ended December 31, 2008, and 2006 (in millions):

2008
Coal
Communications Mining Other
Net Income (Loss $ (322 $ 3 % 1
Income Tax Provision (Benefi 4 — 2
Total Other (Income) Expen: 35C — @)
Depreciation and Amortization Exper 92¢ 2 —
Non-Cash Compensation Exper 78 — —
Adjusted EBITDA $ 103¢ §$ 5% &)
2007
Coal
Communications Mining Other
Net Income (Loss $ (1,145 $ 3 $ 2
Income Tax Provision (Benefi a7 1 (6)
Total Other (Income) Expen: 927 — —
Non-Cash Impairment Char 1 — —
Depreciation and Amortization Exper 93t 7 —
Non-Cash Compensation Exper 122 — —
Adjusted EBITDA $ 828 § 5 8 4
2006
Discontinued
Coal Information
Communications Mining Other Services
Net Income (Loss $ (822) $ 7% 3 3 46
Income from Discontinued Operatio — — — (46)
Income Tax Provision (Benefi 4 — () —
Total Other (Income) Expen: 674 — (4) —
Non-Cash Impairment Char 8 — — —
Depreciation and Amortization Exper 72¢ 1 — —
Non-Cash Compensation Exper 84 — — —
Adjusted EBITDA $ 677 $ 8 $ @ $ —




(15) Commitments, Contingencies and Other Items —

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as defendarBairer, et. al. v. Level 3
Communications, LLC, et gla purported class action covering 22 statesq fih state court in Madison County, lllinois. ulyd2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed inth8. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog State of Idaho. In September 2002,
Level 3 Communications, LLC and Williams Communicas, LLC were named as defendantSinith et. al. v. Sprint Communications
Company, L.P., et a).a purported nationwide class action filed in theted States District Court for the Northern Dicttof lllinois. In
April 2005, the Smith plaintiffs filed a Fourth Améed Complaint which did not include Level 3 or Ndiins Communications, Inc. as a pa
thus ending both companies’ involvement in the 8roétise. On February 17, 2005, Level 3 CommunicstiobhC and Williams
Communications, LLC were named as defendankdaBaniel, et. al., v. Qwest Communications Corpioratet al., a purported class action
covering 10 states filed in the United States Qis€ourt for the Northern District of lllinois. Abf these actions involve the companies’ right
to install its fiber optic cable network in easeitseaind right-of-ways crossing the plaintiffahd. In general, the companies obtained the r
to construct their networks from railroads, utdtj and others, and have installed their netwddgyahe rights-of-way so granted. Plaintiffs
in the purported class actions assert that theyharewners of lands over which the companies'rfdygic cable networks pass, and that the
railroads, utilities, and others who granted thepanies the right to construct and maintain thetworks did not have the legal authority to
do so. The complaints seek damages on theoriesspfass, unjust enrichment and slander of titlepaogerty, as well as punitive damages.
The companies have also received, and may in thesfueceive, claims and demands related to rightsay issues similar to the issues in
these cases that may be based on similar or ditféggal theories.

The Company and its subsidiaries have negotiafgd@osed nationwide class settlement affectinggmersvho own or owned land
next to or near railroad rights of way. The Unifdtes District Court for the District of Massaaits inKingsborough v. Sprint
Communications Co. L.Pas granted preliminary approval of the proposéiteseent which, if finally approved, will resolvdl af the
pending actions. The proposed settlement will gtexiash payments to class members based on véaaiass that include:

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

The proposed settlement will also provide the Camgand its subsidiaries with a permanent telecomeoations easement, which gives them
certain rights over the railroad right of way.

It is still too early for the Company to reach aclision as to the ultimate outcome of the propasgtiement of these actions.
However, management believes that the Companytsusdibsidiaries have substantial defenses to #imglasserted in all of these actions
(and any similar claims which may be named in titarg), and intends to defend them vigorouslysagsfactory form of settlement is not
ultimately approved. Additionally, management badie that any resulting liabilities for these actipbeyond amounts reserved, will not
materially affect the Company’s financial conditionfuture results of operations, but could affettire cash flows.

In February 2009, Level 3 Communications, Inc.taiarof its current officers and a former officeen® named as defendants in
purported class action lawsuits filed in the Uniftdtes District Court for the District of Colorgdehich have been consolidatediase
Level 3 Communications, Inc. Securities Litigati@ivil Case No. 0-cv-00200-PAB-CBS)The Plaintiffs in each complaint allege, in
general, that throughout the purported class perideebruary 8, 2007 to October 23, 2007, the didats failed to disclose material adverse
facts about the Company’s business and operatgpesifically, defendants failed to disclose or aadé the following: (1) that the Compaay’
efforts to integrate the numerous acquired compan&re not going well; (2) that, specifically, tBempany was experiencing an increase in
service activation times, which was negatively ictpay the Company’s service installation intervatsl the rate of its revenue grow(B)
that the Company was also experiencing challengés service management processes that wereingsinittonger response times to resolve
customer’s network service issues; (4) that stapart by the Company to remedy the problems wergvadting and actually, further
complicating the issues and making them worseth@) as a result of the above, the Company didhawe¢ adequate provisioning capability
to convert its increasing sales, or signed ordets,revenue generating service; (6) that the Compacked adequate internal controls; and
(7) that, as a result of the above, the statenreatie by the defendants during the purported clessglacked a reasonable basis. The
complaints seek damages based on purported viatatibSection 10(b) of the Securities Exchangeohdi934, Securities and Exchange
Commission Rule 10b-5 promulgated thereunder actid®e20(a) of the Securities Exchange Act of 1934.




It is too early for the Company to reach a condoss to the ultimate outcome of these actions. d¥ew management believes that
the Company has substantial defenses to the cisseted in all of these actions (and any simi&ms which may be named in the future),
and intends to defend these actions vigorously.

The Company and its subsidiaries are parties toyrotirer legal proceedings. Management believesatimaresulting liabilities for
these legal proceedings, beyond amounts resenikaoivmaterially affect the Company'’s financialradition or future results of operations,
but could affect future cash flows.

Letters of Credi

It is customary in Level 3's industries to use was financial instruments in the normal courseusibess. These instruments include
letters of credit. Letters of credit are conditiboemmitments issued on behalf of Level 3 in acao® with specified terms and conditions.
As of December 31, 2008 and 2007, Level 3 had andsing letters of credit of approximately $30 roifliand $36 million, respectively, whi
are collateralized by cash, which is reflectedf@donsolidated balance sheet as restricted cashCdmpany does not believe it is
practicable to estimate the fair value of the tstt&f credit and does not believe exposure toiboBkely nor material.

Operating Leases

The Company is leasing rights-of-way, facilitieglanther assets under various operating leases whiglddition to rental payments,
may require payments for insurance, maintenancgepty taxes and other executory costs relateldetdetase. Certain leases provide for
adjustments in lease cost based upon adjustmewgsious price indexes and increases in the laddiananagement costs.

The right-of-way agreements have various expiratiates through 2060. Payments under these righvagfagreements were
$112 million in 2008, $106 million in 2007 and $#llion in 2006.

The Company has obligations under non-cancelal®#eatipng leases for certain colocation and offiaglitées, including lease
obligations for which facility related restructugicharges have been recorded. The lease agreemagetsarious expiration dates through
2099. Rent expense, including common area maintenamder non-cancelable lease agreements wasdilli@® in 2008, $190 million in
2007 and $132 million in 2006.

For those leases involving communications colocadind right-of-way agreements, the Company antiegptnat it will renew these
leases under option provisions contained in thedegreements given the significant cost to redotet Company’s network and other
facilities.

Future minimum payments for the next five yearsarmetwork and related right-of-way agreementsrantcancelable operating
leases for facilities consist of the following dD@cember 31, 2008 (in millions):

Right-of-Way
Agreements Facilities Total
2009 $ 110 $ 153 $ 263
2010 91 138 229
2011 83 121 204
2012 80 112 192
2013 78 97 175
Thereafte 733 261 994
Total $ 1,178 $ 882 $ 2,057

Certain right of way agreements include provisifardncreases in payments in future periods basethe rate of inflation as
measured by various price indexes. The Companydiaiscluded estimates for these increases indéyteriods in the amounts included
above.




Certain non-cancelable right of way agreementsigeofor automatic renewal on a periodic basis. Raymdue under these
agreements with automatic renewal options have bfuded in the table above for a period of 17rgdeom January 1, 2009, which
approximates the economic remaining useful lifethef Company’s conduit. In addition, certain othight of way agreements are cancellable
or can be terminated under certain conditions ByGbmpany. The Company includes the payments wuér cancelable right of way
agreements in the table above for a period of 1 fyemn January 1, 2009, if the Company does nosictan it likely that it will cancel the rigl
of way agreement within the next year.

(16) Condensed Consolidating Financial Information
As discussed in Note 11, Level 3 Financing hassidsenior notes as described below:

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

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

* In April 2006, Level 3 Financing issued an addiib$300 million of 12.25% Senior Notes due 2013.

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

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

The notes discussed above are unsecured obligatidrevel 3 Financing; however, they are also jgiaind severally and fully and
unconditionally guaranteed on an unsecured seaisis by Level 3 Communications, Inc. and Level 3nBwnications, LLC.

In addition, Level 3 Financing’s 12.25% Senior Notiele 2013, Floating Rate Senior Notes due 201D &% Senior Notes due
2014 are jointly and severally and fully and undtodally guaranteed by Broadwing Financial Sersidac., a wholly owned subsidiary of
Level 3 Communications, Inc. As a result of thim@ntee, the Company has included Broadwing FiaaSearvices, Inc. in the condensed
consolidating financial information below for therpds subsequent to the acquisition of Broadwimganuary 3, 2007.

In conjunction with the registration of the 10.73nior Notes, Floating Rate Senior Notes due 202.25% Senior Notes due 20
9.25% Senior Notes due 2014, 8.75% Senior Note2@WLié and Floating Rate Senior Notes due 2015dbenapanying condensed
consolidating financial information has been predaaind presented pursuant to SEC Regulation S-& RaD “Financial statements of
guarantors and affiliates whose securities coliditaz an issue registered or being registered.”dferating activities of the separate legal
entities included in the Company’s consolidatedificial statements are interdependent. The accorimgaogndensed consolidating financial
information presents the results of operationgrfaial position and cash flows of each legal eratitg, on an aggregate basis, the other non-
guarantor subsidiaries based on amounts incurretitly entities, and are not intended to presenibeating results of those legal entities
a stand-alone basis.

Level 3 Communications, LLC leases equipment amthicefacilities from other wholly owned subsidisiof Level 3
Communications, Inc. These transactions are elitethia the consolidated results of the Company.

The Condensed Consolidating Balance Sheet as afbleer 31, 2007 has been reclassified within thelL&Winancing Inc. entity
and Other Subsidiaries, to reflect the transfewbeh entities of the $37 million interest rate swability and to reclassify the liability from
Other Assets, net to Other Liabilities. These cleandjd not have any effect on the Level 3 Const#ui®alance Sheet as of December 31,
2007 or affect the financial results for the yeadexd December 31, 2007.




Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati'
Restructuring and Impairment Char¢
Total Costs and Expens
Operating Income (Los!
Other Income (Expense
Interest Income
Interest Expens
Interest Income (Expense) Affiliates,
Equity in Net Earnings (Losses) of Subsidia
Other Income (Expense), r
Other Income (Expens:
Income (Loss) from Operatiol
Income Tax Benefit (Expens

Net Income (Loss

Condensed Consolidating Statements of Operations

For the year ended December 31, 2008

Broadwing
Level 3 Level 3 Level 3 Financial
Communications, Financing, Communications, Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
$ — 3 — $ 1,72C $ — 2,79t $ (219 $ 4,301
— — 684 — 1,32¢ (203) 1,80¢
— — 362 — 56¢ — 931
1 — 1,24: 272 1y 1,50¢
— — 25 — — — 25
1 — 2,31« — 2,16¢ (214) 4,27(
@ — (594) — 62€ — 31
— 1 1C — 4 — 15
(197 (369) = @) (8 — (570)
787 1,10¢ (1,957 — 61 — —
(99¢) (1,739 527 — — 2,20¢ —
85 — 7 — 12C — 212
(317) (99¢) (1,407) 2 177 2,204 (349
(319) (999) (2,007 @) 802 2,20< (3129
= = (©) = @) = (6
(318) $ (99¢) $ (2,006) $ 2 $ 80z $ 2,20 $ (318)




Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati'
Restructuring and Impairment Char¢
Total Costs and Expens
Operating Income (Los!
Other Income (Expense
Interest Income
Interest Expens
Interest Income (Expense) Affiliates,
Equity in Net Earnings (Losses) of Subsidia
Other Income (Expens:
Other Income (Expens:
Income (Loss) from Operatiol
Income Tax Benefi

Net Income (Loss

Condensed Consolidating Statements of Operations

For the year ended December 31, 2007

Broadwing
Level 3 Level 3 Level 3 Financial
Communications, Financing, Communications, Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
$ — 3 — $ 1,43¢ $ 27 $ 2,99¢ $ (191) $ 4,26¢
— — 552 — 1,43¢ (154) 1,83
— — 34t — 597 — 942
3 — 1,251 27 47¢ 37 1,72¢
— — 12 — — — 12
3 — 2,161 27 2,51( (192) 4,51(
6) — (722) — 484 — (241)
2 1 43 — 8 — 54
(239 (365) @ (€ (8 — (60¢)
781 97€ (1,81¢) — 61 — —
(1,329 (1,939 444 — — 2,81¢ —
(369) (29 7 — 13 — (372)
(1,149 (1,35) (1,325) (1) 74 2,81¢ (927)
(1,14¢) (1,357) (2,047 (1) 55¢ 2,81¢ (1,16%)
— 22 — — — — 22
(1,146) $ (1,329 $ (2,047 $ @ $ 55¢ $ 2,81¢ $ (1,14€)




Condensed Consolidating Statements of Operations
For the year ended December 31, 2006

Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati'
Restructuring and Impairment Charg
Total Costs and Expens
Operating Income (Los!
Other Income (Expense
Interest Income
Interest Expens
Interest Income (Expense) Affiliates,
Equity in Net Earnings (Losses) of Subsidia
Other Income (Expens:
Other Income (Expens:
Income (Loss) from Continuing Operations Beforeoime Taxe:
Income Tax (Expense) Bene
Income (Loss) from Continuing Operatic
Income from Discontinued Operatio

Net Income (Loss

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — 3 — 1,30¢ $ 2,27C $ (19¢) $ 3,37¢
— — 52E 1,17¢ (187) 1,517
— — 35¢ 372 — 73C
6 — 81€ 44& 9) 1,25¢
— — 9 4 — 13
6 — 1,70¢ 2,00( (196) 3,51¢
(6) — (404) 27C — (1240C)
16 1 40 7 — 64
(459 (207) — (9 — (670)
86C 66€ (1,572) 46 — —
(1,209 (1,567) 141 — 2,62¢ —
27 (108) 7 10 — (64)
(760) (1,209 (1,389 54 2,62¢ (670)
(76€) (1,209) (1,78¢) 324 2,62¢ (810C)
— — — (@) — @)
(76€) (1,209 (1,78¢) 322 2,62¢ (812
— — — 46 — 46
$ (76€) $ (1,209) $ (1,78¢) $ 36€ $ 2,62¢ $ (76€)




Condensed Consolidating Balance Sheets
December 31, 2008

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

Assets

Current Assets

Cash and cash equivale $ 67 $ 10 $ 55 — 3 13€ $ — 3 76€

Restricted cash and securit — — 1 — 2 — 3

Accounts Receivable, n — — 73 — 317 — 39C

Due from (to) affiliates 11,14¢ 9,30¢ (22,127) 17 1,651 — —

Other 4 9 3€ — 32 — 81
Total Current Asset 11,21¢ 9,32t (21,45 17 2,13¢ — 1,242
Property, Plant and Equipment, | — — 3,15( — 3,00¢ — 6,15¢
Restricted Cash and Securit 18 — 25 — 84 — 127
Goodwill and Other Intangibles, n — — 54C — 1,451 — 1,991
Investment in Subsidiarie (8,043 (13,047) 3,48¢ — — 17,60( —
Other Assets, n¢ 9 76 15 — 15 — ALl
Total Asset: $ 3,20 $ (3,640 $ (14,249 $ 17 $ 6,697 $ 17,600 $ 9,63¢
Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:

Accounts payabl $ 33 — $ 147 $ — $ 215 $ — $ 365

Current portion of lon-term debt 181 — 1 1 3 — 18€

Accrued payroll and employee bene — — 97 — 8 — 10t

Accrued interes 24 93 — — — — 117

Current portion of deferred reven — — 9€ — 72 — 16€

Other — 1 59 — 51 — 111
Total Current Liabilities 20¢ 94 40C 1 34¢ — 1,052
Long-Term Debt, less current portit 1,93( 4,21¢ 7 1¢ 73 — 6,24F
Deferred Revenue, less current port — — 63C — 89 — 71¢
Other Liabilities 44 97 284 — 172 — 597
Stockholder Equity (Deficit) 1,021 (8,047) (15,56 [©)] 6,014 17,60( 1,021

Total Liabilities and Stockholde Equity (Deficity ~ $ 3,20t $ (3.640 $ (14,249 $ 17 3 6,69 $ 17,600 $ 9,63¢




Condensed Consolidating Balance Sheets

December 31, 2007

Broadwing
Level 3 Level 3 Level 3 Financial
Communications, Financing, Communications, Services, Other
Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets
Cash and cash equivalel $ — $ 27 % 58¢ $ — 3 99 $ — $ 714
Marketable securitie 8 — — — 1 — 9
Restricted cash and securit — — 7 — 3 — 10
Accounts receivable, n — — 80 — 324 — 404
Due from (to) affiliates 10,57¢ 8,54¢ (20,899 20 1,752 — —
Other 5 8 32 — 41 — 86
Total Current Asset 10,58¢ 8,58¢ (20,190 20 2,221 — 1,22¢
Property, Plant and Equipment, | — — 3,25¢ — 3,41: — 6,66¢
Restricted Cash and Securit 18 — 24 — 75 — 117
Goodwill and Other Intangibles, 1 — — 151 — 1,95( — 2,101
Investment in Subsidiarie (6,95)) (12,270 4,481 — — 13,74( —
Other Assets, ne 13 84 17 — 25 — 13¢
Total Assets $ 3,66 $ (2,602 % (12,269 $ 20 % 7,68 $ 13,74( $ 10,24¢
Liabilities and Stockholders’
Equity (Deficit)
Current Liabilities:
Accounts payabl $ — $ — $ 17C $ — $ 22€ $ — $ 39€
Current portion of long-term
debt 25 — — 1 6 — 32
Accrued payroll and employee
benefits — — 88 — 9 — 97
Accrued interes 33 95 — — — 12¢€
Deferred revenu — — 91 84 — 17&
Other — — 47 — 97 — 144
Total Current Liabilities 58 95 39¢ 1 422 — 972
Long-Term Debt, less current
portion 2,31( 4,217 — 20 84 — 6,631
Deferred Revenu — — 644 — 11¢ — 763
Other Liabilities 34 37 20¢ — 33¢ — 617
Stockholder Equity (Deficit) 1,26¢ (6,957) (13,509 (1) 6,721 13,74( 1,26¢
Total Liabilities and Stockholders
Equity (Deficit) 3,666 $ (2,602 % (12,267 $ 20 $ 7,68 $ 13,74( $ 10,24¢




Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2008

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

(dollars in millions)

Net Cash Provided by (Used i

Operating Activities $ (149 $ B7)$ (159 $ 1% 1,09 $ — $ 41z
Cash Flows from Investing

Activities:
Capital expenditure — — (160) — (28¢9) — (449
Proceeds from sale of business

group, ne — — — — 124 — 124
(Increase) decrease in restrictet

cash and securities, r — — 3 — (8 — (5)

Proceeds from sale of property,
plant and equipment and other

assets — — 1 — 2 — 3
Other — — 2 — 4 — 6
Net Cash Used in Investir
Activities — — (159 — (167) — (321)
Cash Flows from Financing
Activities:
Long-term debt borrowing 40C — — — — — 40C
Payments on and repurchases 1
long-term debt (437) — — (@D} 4 — (43€)
Increase (decrease) due from
affiliates, net 245 36C 282 2 (889 — —
Other 2 — — — — — 2
Net Cash Provided by (Used i
Financing Activities 21€ 36C 282 1 (893) — (34)
Effect of Exchange Rates on Cast
and Cash Equivalen — — (2) — (2 — (4)
Net Change in Cash and Cz
Equivalents 67 ()] (33 — 37 — 54
Cash and Cash Equivalents at
Beginning of Periot — 27 58¢ — 99 — 714

Cash and Cash Equivalents at En
Period $ 67 $ 10 $ 55t $ — $ 13€ $ — $ 76¢




Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2007

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

(dollars in millions)

Net Cash Provided by (Used i

Operating Activities $ (229 $ (306) $ (14€) $ 15 3% 927 $ — $ 231
Cash Flows from Investing

Activities:
Proceeds from sale and maturit

of marketable securitie 28C — — — 53 — 338
Decrease in restricted cash and

securities, ne — — 1 — 11 — 12
Capital expenditure — — (271) — (362) — (639
Acquisitions, net of cash acquired

and investment — — (893) — 217 — (67€)
Proceeds from sale of

discontinued operatior — 2 — — — — 2

Proceeds from sale of property,
plant and equipment and other
assets — — 2 — 3 — 5
Net Cash Provided by (Used i
Investing Activities 28C 2 (1,167 — (78) — (961)
Cash Flows from Financing
Activities:
Long-term debt borrowings, net
issuance cos! — 2,34¢ — — — 2,34¢
Payments on and repurchases of
long-term debt, including
current portion and refinancing

costs (1,619 (887) — (1) (117 — (2,619
Proceeds from warrants and stc
based equity plar 26 — — — — 26
Increase (decrease) due from
affiliates, net 1,527 (1,139 30C 16 (704) — —
Net Cash Provided by (Used i
Financing Activities (66) 323 30C 15 (81%) — (243
Effect of Exchange Rates on Cash
and Cash Equivalen — — 3 — 3 — 6
Net Change in Cash and C:
Equivalents (15) 15 (1,009 — 37 — (967)
Cash and Cash Equivalents at
Beginning of the Yea 15 12 1,592 — 62 — 1,681

Cash and Cash Equivalents at En
the Year $ — $ 27 $ 58¢ $ — 3 99 $ — $ 714




Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2006

Net Cash Provided by (Used in) Operat
Activities of Continuing Operatior
Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie
Purchases of marketable securi
Decrease (increase) in restricted cash
securities
Capital expenditure
Investments and acquisitio
Proceeds from sale of discontinued
operations, net of cash sc
Advances from discontinued operatior
net

Proceeds from sale of property, plant and

equipment and other ass
Net Cash Provided by (Used in) Invest
Activities
Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cos!
Payments on long-term debt, including
current portion (net of restricted ca:
Equity offering
Increase (decrease) due from affiliates,
net
Net Cash Provided by (Used in) Financ
Activities
Net Cash Used in Discontinued Operati
Effect of Exchange Rates on Cash and (
Equivalents
Net Change in Cash and Cash Equival
Cash and Cash Equivalents at Beginning
Year (includes cash of discontinued
operations

Cash and Cash Equivalents at End of

Level 3

Level 3 Level 3

Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ (380 $ (189 $ 62 $ 72z $ — 3 221
17¢% 5 10C — — 28C
— — (98) — — (98)
1 2 (10) (14) — (21)
— — (16€) (22€) — (392)
- - (761) 12 - (749)
— — — 307 — 307
— — — 18 — 18
— — 6 1 — 7
17€ 7 (929) 98 — (64€)
32€ 1,93( — — — 2,25¢€
(517 (59€) — (1) — (1,110
54z — 54z
(174) (1,159 2,17( (842) — —
182 18C 2,17( (843 — 1,68¢
— — — (43) — (43)
— — 14 4 — 10
(22) 4 1,317 (70) — 1,22¢
37 8 27¢% 132 — 452
$ 15 $ 12 $ 1592 62 $ — $ 1,681




(17) Convertible Debt That May be Settled in Cash pon Conversion

On May 9, 2008, the FASB issued FSP APB114vhich requires issuers of a certain type of estilble debt to separately account
the debt and equity components of the convertibli th a way that reflects the issuer’s borrowiatg rat the date of issuance for similar debt
instruments without the conversion feature. FSP ARR applies to certain of the Company’s convétiebt. FSP APB 14-1 was effective
for the Company beginning on January 1, 2009 asdban applied retrospectively to all periods preskin the Company’s consolidated
financial statements. Although the adoption of A$B 14-1 does not affect the Company’s actual pasiture cash flows, the Company
expects to incur additional non-cash interest expes a result of FSP APB 14-1 of approximately@#son for the year ended
December 31, 2009, $49 million for the year endeddnber 31, 2010, $55 million for the year endeddbéer 31, 2011 and $10 million for
the year ended December 31, 2012, notwithstandigglabt repurchases, modifications, extinguishmentonversion of its convertible debt
subject to FSP APB 14-1 prior to maturity.

The following table illustrates the retrospectivieet of adopting FSP APB 14-1 to the consolidagtsdement of operations for each
of the years in the three-year period ended DeceBthe2008 (in millions, except per share data):

2008 2007 2006
As As Adjusted for As As Adjusted for As As Adjusted for
Originally Retrospective Originally Retrospective Originally Retrospective
Reported Application Reported Application Reported Application
Interest expens $ 534 $ 57C $ 577 $ 60¢ $ 64¢ $ 67C
Gain (loss) on early extinguishment
debt, ne $ 81 $ 83 $ (427 $ (427 $ (83 $ (83)
Loss from Continuing Operatiol $ (290) $ 31y $ (1119 $ (1,149 $ 790 $ (812
Net Loss $ (290 $ (31 $ (1,119 $ (1,146 $ (744 $ (766)
Basic and Diluted Loss Per Shal
Loss from Continuing Operatiol $ (0.19 $ 0.20) $ 0.79) $ (0.7¢) $ 0.79 $ (0.81)
Net Loss $ (019 $ (020 $ (079 $ (076 $ (079 $ (0.76)

The following table illustrates the retrospectivieet of adopting FSP APB 14-1 to the consoliddiathnce sheets as of
December 31, 2008 and December 31, 2007 (in md)ion

2008 2007
As As Adjusted for As As Adjusted for
Originally Retrospective Originally Retrospective
Reported Application Reported Application
Other Assets (current portion of debt
issuance cost: $ 83 $ 81 $ 88 $ 86
Other Assets (non current portion of debt
issuance cost: $ 117 % 115 $ 14z % 13¢
Long-Term Debt, less current portit $ 6,392 $ 6,24t % 6,832 $ 6,631
Additional paic-in capital $ 11,25« $ 11,498 % 11,00¢ $ 11,26¢
Accumulated defici $ (10,349 $ (10,439 $ (10,059 $ (10,12

FSP APB 14-1 is only applicable to the Comparty25% Convertible Senior Notes due 2011 and ®%vertible Senior Notes d
2012, as the Company has the right to deliver galbu of shares of its common stock, or a comtiameof cash and shares of common st
upon conversion for each of these issuances. ¥®Convertible Senior Notes are convertible, ataption of the holders, into
approximately 82.8 million shares of the Compammgsmon stock as of December 31, 2008, at a comrerate of $3.98 per share, subject
to certain adjustments. The 3.5% Convertible SeNaies are convertible, at the option of the hadeto approximately 59.7 million shares
of the Company’s common stock as of December 308 2&t a conversion price of $5.46 per share, stijecertain adjustments.

The Company recognized total interest expense mfoapmately $67 million in 2008, $63 million in 20&nd $48 million in 2006
related to both the contractual interest couponaandrtization of the discount on the liability coomgnt of the Compang’5.25% Convertibl
Senior Notes and 3.5% Convertible Senior Notes.éffextive interest rate on the liability componefhthe Company’s 5.25% Convertible
Senior Notes is approximately 17%. The effectiveri@st rate on the liability component of the Cony®3.5% Convertible Senior Notes is
approximately 11%. The Company is amortizing




the discount on the liability component of its 32&onvertible Senior Notes and 3.5% Convertiblei@ddotes over the remaining term of
each issuance.

The carrying amount of the equity component, pgatamount of the liability component, unamortiziabt discount related to the
liability component and net carrying amount of lladility component of the Company’s convertibldtisubject to FSP APB 14-1 as of
December 31, 2008 and December 31, 2007 werelas/fofin millions):

December 31, December 31,
2008 2007
Carrying amount of equity compone $ 241 % 264
Principal amount of liability compone $ 65€ $ 68C
Unamortized discount related to liability compon (15§) (207)
Net carrying amount of liability compone $ 49t $ 47¢
(18) Unaudited Quarterly Financial Data
Three Months Ended
March 31, June 30, September 30 December 31
2008 2007 2008 2007 2008 2007 2008 2007
(dollars in millions except per share data
Revenue $ 1,092 $ 1,05¢ $ 1,09C $ 1,052 $ 1,07C $ 1,061 $ 1,04¢ $ 1,10(
Operating Income (Los! (52 (75) ©)] (79 4 (58) 82 (29
Net Income (Loss (290) (6549) (42 (210 (229) (182) 43 (200
Earnings (Loss) per Shai
Basic $ (0.12) $ (045 % (0.09) % (0.19 $ (0.0¢§) $ (0.19) $ 0.0 $ (0.0¢)
Diluted $ 0.12) $ (0.45) $ 0.09) % (0.19 $ (0.0 $ 0.19) % (0.09) $ (0.0¢

Earnings (loss) per share for each quarter is ceadpusing the weighted- average number of sharessamaling during that quarter,
while earnings (loss) per share for the year ismated using the weighted-average number of sharssamding during the year. Thus, the
sum of the earnings (loss) per share for eacheofdtrr quarters may not equal the earnings (losskipare for the year.

In the second quarter of 2008, the Company conpkite sale of its Vyvx advertising distribution mess to DG FastChannel, Inc.
and a recognized a gain of $96 million.

In the fourth quarter of 2008, the Company recogghia $12 million restructuring charge, $36 millmfrinduced debt conversion
expenses attributable to the exchange of certaineo€ompany’s convertible debt securities, andia gn the early extinguishment of debt of
$125 million as a result of certain debt repurcka3de Company also revised its estimates of theuats and timing of its original estimate
of undiscounted cash flows related to certain Riagset retirement obligations and reduced selijegeral and administrative expenses by
$86 million and depreciation and amortization by $dillion.

In the first quarter of 2007, the Company purcha&Beghdwing and the CDN Business. The Company @&sognized a $427 million
net loss on the extinguishment of various debtimséents in several transactions.

In the third quarter of 2007, the Company purch&edecast Limited.
In the fourth quarter of 2007, the Company recogghia $37 million gain related to the partial sdléinvestment in Infinera stock

and recognized a tax benefit of $23 million relaiedertain changes in state income tax law thatgmily occurred in the second quarter of
2007.




