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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the Quarterly Period Ended June 30, 2007

or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period to

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

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

(720) 888-1000
(Registrant’s telephone number,
including area code)
Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti8 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports), and (2)
has been subject to such filing requirements ferghst 90 days. Yésl NoO

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

Large accelerated fileX] Accelerated filed Non-accelerated fileO
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgje Act). YesO  No
The number of shares outstanding of each clagseassuer’'s common stock, as of August 3, 2007:

Common Stock: 1,534,248,798 shares
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions, except per share data) 2007 2006 2007 2006
Revenue
Communication: $ 103 $ 81¢ $ 2,072 $ 1,62
Coal mining 17 16 36 34
Total revenue 1,052 83t 2,10¢ 1,657
Costs and Expenses (exclusive of depreciation eradtezation shown separately belo
Cost of revenue
Communication: 437 38t 887 781
Coal mining 17 14 33 30
Total cost of revenue 454 39¢ 92C 811
Depreciation and amortizatic 247 164 46¢& 351
Selling, general and administrati 42¢ 283 86¢ 55¢
Restructuring and impairment charges 2 7 6 11
Total costs and expenses 1,131 858 2,262 1,73
Operating Loss (79) (18) (154) (75)
Other Income (Expense
Interest incom 12 16 33 25
Interest expens (13¢) (170 (309 (320
Loss on early extinguishment of debt, — (55) (427) (28)
Other, net 3 4 4 8
Total other expense (129) (20E) (699) (315)
Loss from Continuing Operations Before Income Taxes (202) (223) (847) (390
Income Tax Expense — (1) (2 —
Loss from Continuing Operations (202) (229 (849 (390
Income from Discontinued Operations — 23 — 21
Net Loss $ (200 (20 (849 % (369
Loss Per Share of Common Stock (Basic and Dilu
Loss from Continuing Operatiol $ (019% (0.25% (0.50)% (0.45
Income from Discontinued Operations — .02 — .02
Net Loss $ (019% (0.29)3% (0.59% (0.49

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(unaudited)
June 30, December 31

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

Cash and cash equivale $ 73¢ $ 1,681

Marketable securitie 68 23t

Restricted cash and securit 28 46

Receivables, less allowances of $17 and $17, résphc 45¢E 32€

Other 138 101
Total Current Assets 1,42: 2,38¢
Property, Plant and Equipment, | 6,72¢ 6,46¢
Restricted Cash and Securit 92 a0
Goodwill 1,29¢ 40¢
Other Intangibles, ne 81C 511
Other Assets, net 16C 12€
Total Assets $ 10,50¢ $ 9,994
Liabilities and Stockholde’ Equity
Current Liabilities:

Accounts payabl $ 401 $ 391

Current portion of lon-term debt 31 5

Accrued payroll and employee bene 82 92

Accrued interes 124 14z

Deferred revenu 171 14z

Other 174 15€
Total Current Liabilities 98¢ 92¢
Long-Term Debt, less current portis 6,82¢ 7,351
Deferred Revenu 772 758
Other Liabilities 592 581
Commitments and Contingenci
Stockholder Equity:

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

Common stock, $.01 par value, authorized 2,2500@@shares: 1,530,787,724 outstanding in 2007 al

1,178,423,105 outstanding in 20 15 12

Additional paic-in capital 10,94« 9,30t

Accumulated other comprehensive income (I 162 4

Accumulated deficit (9,78¢) (8,939
Total Stockholders’ Equity 1,33¢ 374
Total Liabilities and Stockholders’ Equity $ 10,50¢ $ 9,994

See accompanying notes to consolidated finanassients.




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

(unaudited)
Six Months Ended
June 30,
(dollars in millions) 2007 2006
Cash Flows from Operating Activitie
Net loss $ (849 $ (369
Income from discontinued operations — (21)
Loss from continuing operations (849) (390
Adjustments to reconcile loss from continuing opiers to net cash (used in) provided by operatitiyiéies of
continuing operations
Depreciation and amortizatic 46¢ 351
Gain on sale of property, plant and equipment ahdrasset (2 (4)
Non-cash compensation expense attributable to stockda 48 34
Loss on extinguishment of debt, i 427 28
Non-cash impairment expens 1 7
Amortization of debt issuance co: 8 7
Accreted interest on lorterm discount dek 15 20
Accrued interest on loi-term debt 9 52
Change in working capital items, net of amountsuaeql:
Receivable! (42 37
Other current asse (26) (15)
Payables (79 —
Deferred revenu 41 (29
Other current liabilitie: (68) (45)
Other 3 —
Net Cash (Used in) Provided by Operating Activitid€ontinuing Operation (64) 53
Cash Flows from Investing Activitie
Capital expenditure (325) (131)
Proceeds from sales and maturities of marketalolgriies 28¢ 5
Purchases of marketable securi — (98)
Decrease (increase) in restricted cash and sex3jnite: 13 (12
Proceeds from sale of property, plant and equipnasm other asse 2 2
Acquisitions, net of cash acquir (622) (82
Distributions from discontinued operations — 2
Net Cash Used in Investing Activiti (644) (319

(continued)

See accompanying notes to consolidated finanassients.




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

(unaudited)
Six Months Ended
June 30,

(dollars in millions) 2007 2006
Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c $ 2,352 $ 1,007

Proceeds from warrants and st-based compensation pla 24 —

Equity offering — 543

Payments and repurchases of long-term debt (2,615 (109
Net Cash (Used in) Provided by Financing Activit (239 1,44¢
Discontinued Operation

Net cash provided by discontinued operating adts — 20

Net cash used in investing activiti — (5)

Net effect of exchange rates on cash and cashagquie — (1)
Net Cash Provided by Discontinued Operati — 14
Effect of Exchange Rates on Cash and Cash Equigalen 5 7
Net Change in Cash and Cash Equival (942) 1,20€
Cash and Cash Equivalents at Beginning of Pe

Cash attributable to continuing operati 1,681 37¢

Cash attributable to discontinued operations — 73
Cash and Cash Equivalents at End of Pel

Cash attributable to continuing operations $ 73¢ $ 1,571

Cash attributable to discontinued operations $ — % 87
Supplemental Disclosure of Cash Flow Informati

Cash interest pai $ 28¢ $ 241

Income taxes pai 1 2
Noncash Investing and Financing Activitir

Common stock issued for acquisitic $ 69z $ 197

Equity issued to retire de 87¢ —

Long-Term debt retired by conversion to eqt 702 —

Amendment and restatement of $730 million creditlits — 73C

Long-Term debt issued in exchange transac — 61¢

Long-Term debt retired in exchange transac — 692

See accompanying notes to consolidated finanassients.




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

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 12 3 9,30t $ 4 $ (8,939 $ 374
Common Stock

Acquisitions 1 691 — — 692

Exercise of warrants and optio — 24 — — 24

Stock plan grant — 33 — — 33

401(k) plan — 14 — — 14

Debt conversion to equit 2 877 — — 87¢
Net Loss — — — (849) (849)
Other Comprehensive Income — — 167 — 167
Balances at June 30, 2007 $ 15 $ 10,94« $ 163 $ (9,789 $ 1,33¢

See accompanying notes to consolidated financassients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Loss

(unaudited)

(dollars in millions)

Three Months Ended
June 30,

Six Months Ended

June 30,

2007

2006 2007

2006

Net Loss
Other Comprehensive Income (Loss) Before 1
Foreign currency translation income and adjustrf@mnbsses included in net lo
Unrealized appreciation of availa-for-sale investmer
Unrealized appreciation of interest rate s\
Other
Other Comprehensive Income Before Income
Income Tax Benefit Related to Items of Other Corhpresive Income

Other Comprehensive Income, Net of Income Taxes

Comprehensive Loss

(202 $ (201) $

(849 $ (369

12 23 76 30
58 — 58 —
27 — 28 —
— ©) 5 €)
97 18 167 27
97 18 167 27

(105 $ (189 $

(682 $ (342

Supplementary Stockholders’ Equity Information

(unaudited)
Unrealized
Net Foreign Appreciation of
Currency Investment and
Translation Interest Rate
(dollars in millions) Adjustment Swap Other Total
Accumulated Other Comprehensive Income (Lc
Balance at December 31, 2C $ 29 $ — $ (33 3 4
Change 76 86 5 167
Balance at June 30, 2007 $ 105 ¢ 86 $ (28) $ 165

See accompanying notes to consolidated finanassients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies

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

The Company acquired Progress Telecom, LLC (“Pexgjileelecom”) on March 20, 2006; ICG Communicatiéns, (“ICG
Communications”) on May 31, 2006; TelCove, Inc.€lTove”) on July 24, 2006; Looking Glass Networkslding Co., Inc. (“Looking
Glass”) on August 2, 2006; Broadwing CorporatioBr@fadwing”) on January 3, 2007; and the ContentMeg} Network services business
(“CDN Business”) of SAVVIS, Inc. on January 23, Z00The results of operations, cash flows and fir@mosition attributable to these
acquisitions are included in the consolidated foialrstatements from the respective dates of juisition (See Note 2).

On September 7, 2006, Level 3 sold Software Spagthoc. (“Software Spectrum”), the Company’s softeveeseller business, to Insight
Enterprises, Inc. (“Insight Enterprises”). Thisslmess comprised the remaining operations of L&\seinformation services segment in 20
The results of operations and cash flows for thiéw@me Spectrum business have been classifiedsasmtinued operations in the consolid:
financial statements for all periods presentedhis teport (See Note 3).

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

The Company’s accounting policies and certain otlezlosures are set forth in the notes to theaateted financial statements contained in
the Company’s Form 10-K for the year ended DecerBheR006. These financial statements should &e ireconjunction with the
Company’s audited consolidated financial statemantsnotes thereto. The preparation of the cames@d financial statements in conformity
with accounting principles generally accepted m thmited States requires management to make essraatl assumptions that affect the
reported amount of assets and liabilities, disasid contingent assets and liabilities and themga amount of revenue and expenses during
the reported period. Actual results could diffemfi these estimates.

The results of operations for the three and sixtimoended June 30, 2007 are not necessarily indioatt the results expected for the full
year.

Recently | ssued Accounting Pronouncements

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

In June 2006, the FASB issued Interpretation No:'ABcounting for Uncertainty in Income Taxes—Aurtdrpretation of FASB Statement
No. 10¢" (“FIN No. 48"), which was effective for Level 3arting January 1, 2007. FIN No. 48 clarifies tikeaunting for uncertainty in
income taxes recognized in an enterprise’s findistéements in accordance with FASB Statementl@8, “Accounting for Income Taxes”.
FIN No. 48 also prescribes a recognition threslaold measurement attribute for the financial statgmexognition and measurement of a tax
position taken or expected to be taken in a taxmehat results in a tax benefit. AdditionallyNFNo. 48 provides guidance on de-
recognition, income statement classification oéiast and penalties, accounting in interim perau$ disclosure. The Company’s policy is to
recognize interest and penalty expense associatedimcertain tax positions as a component of ine¢é&ax expense in the




consolidated statements of operations. The adopfiéitN No. 48 did not have an effect on the Comyparonsolidated results of operations
or financial condition for the three and six monémsled and as of June 30, 2007.

In June 2006, the FASB ratified the consensus a-Esue No. 06-3, “How Taxes Collected from Custesrand Remitted to Governmental
Authorities Should Be Presented in the Income 8tatg” (“EITF No. 06-3"), which was effective for kel 3 starting January 1, 2007. The
scope of EITF No. 06-3 includes any tax assesseddnrvernmental authority that is directly imposada revenue-producing transaction
between a seller and a customer and may includeés lbot limited to, sales, use, value added, UsizService Fund (“USF”") contributions
and some excise taxes. The Task Force concludéedrtiaes should present these taxes in the incstatement on either a gross or a net
basis, based on their accounting policy, which &hbe disclosed pursuant to APB Opinion No. 22 stihdsure of Accounting Policies”. If
such taxes are significant and are presented 00ss asis, the amounts of those taxes shouldsbséd. The Company records USF
contributions on a gross basis in its consolidatatements of operations, but records sales, atgg added and excise taxes billed to its
customers on a net basis in its consolidated sttemof operations. Communications revenue ondhsalidated statements of operations
includes USF contributions totaling $17 million a®@0 million for the three and six months endedeJ8®, 2007 and $5 million and $9
million for the three and six months ended June2B06, respectively. The adoption of EITF No. 06i@not have a material effect on the
Company'’s consolidated results of operations arfaial condition for the three and six months eraledl as of June 30, 2007 as the policy
followed was consistent before and after adoption.

In September 2006, the FASB issued SFAS No. 154 WValue Measurements” (“SFAS No. 157"), whichides fair value, establishes a
framework for measuring fair value in generallygied accounting principles, and expands disclgsafeut fair value measurements. St
No. 157 does not require any new fair value measengs, but provides guidance on how to measureire by providing a fair valu
hierarchy used to classify the source of the infitram. This statement is effective for fiscal yeleginning after November 15, 2007 and
interim periods within that fiscal year. The Compas currently assessing the potential effect thatadoption of SFAS No. 157 will have on
its consolidated results of operations or financaidition.

On February 15, 2007, the FASB issued SFAS No. ‘TB% Fair Value Option for Financial Assets anddficial Liabilities - Including an
Amendment of FASB Statement No. 115" (“SFAS No.”)59 his standard permits an entity to choose to measany financial instrumer
and certain other items at fair value. Most ofphevisions in SFAS No. 159 are elective; howevse,dmendment to FASB Statement No.
115, “Accounting for Certain Investments in Debtd&quity Securities”, applies to all entities withailable-for-sale and trading securities.
The FASB's stated objective in issuing this staddaras follows: “to improve financial reporting pyoviding entities with the opportunity to
mitigate volatility in reported earnings causedngasuring related assets and liabilities diffegewithout having to apply complex hedge
accounting provisions.The fair value option established by SFAS No. 188mits all entities to choose to measure eligitdms at fair valu
at specified election dates. A business entity igflort unrealized gains and losses on items fachwtie fair value option has been elected in
earnings at each subsequent reporting date. SFA339 is effective for fiscal years beginning aftovember 15, 2007. The Company is
currently assessing whether fair value accounsrappropriate for any of its eligible items andssessing the potential effect that the
adoption of SFAS No. 159 will have on its consdiéthresults of operations or financial condition.

2. Acquisitions

In 2006, the Company embarked on strategies todaqihnd its presence in metropolitan markets agihlmfering services to enterprise
customers through its Business Markets Group. Jin&egy will allow the Company to terminate traffiver its owned facilities rather than
paying third parties to terminate the traffic. Tdansion into new metro markets should also pe&ititional opportunities to sell services
to bandwidth intensive businesses on the Comparatienal and international networks. In order tpexkte the expansion of its metro
presence and its enterprise business, Level 3@ehBrogress Telecom, ICG Communications, TelCakelaoking Glass in 2006 and
Broadwing in the first quarter of 2007. Level 3tmso embarked on a strategy to expand its cod&divery network services with the
acquisition of the CDN Business in the first quad22007. The results of operations attributdbleach acquisition are included in the
consolidated financial statements from the datgcgisition. The value of Level 3 common stock égkin connection with the acquisitions
was determined based on the average closing pmidesf/el 3 common stock two days before and twasddter the date the acquisition was
announced multiplied by the number of shares issued

CDN Business Acquisition : On January 23, 2007, Level 3 completed the acduisif the Content Delivery Network services besis of
SAVVIS, Inc. Level 3 paid $134 million in cash (Inding transaction costs) to acquire the assetiseof




CDN Business, including network elements, custocoatracts and intellectual property used in the GBMNiness. The purchase price was
subsequently increased by less than $1 milliomfanking capital and other contractual matters. Tlenpany paid this adjustment in April
2007.

Broadwing Acquisition : On January 3, 2007, Level 3 acquired Broadwing Gaion, a publicly held provider of optical networ
communications services. Under the terms of thegyareagreement dated October 16, 2006, Level 3$&itB of cash plus 1.3411 shares of
Level 3 common stock for each share of Broadwingmon stock outstanding at closing. In total, Letitially paid approximately $752
million of cash, including $8 million of transacti@osts, and issued approximately 123 million shafe¢he Company’s common stock,
valued at $688 million. As part of the Broadwirgaisition, approximately 3.8 million previouslysised Broadwing warrants (valued at
approximately $4 million) became exercisable fgpragimately 5.1 million shares of Level 3 commoocst In the second quarter of 2007, t
he Company subsequently reduced the total considergaid by $4 million for insurance proceeds reed in June 2007 that related to the
settlement of an insurance claim that occurredr pai@cquisition.

In connection with the acquisition of Broadwinge t@ompany guaranteed $180 million in aggregatecipdth amount of Broadwing
Corporation’s 3.125% Convertible Senior Debentules 2026 (the “Broadwing Debentures”) and the tatisn included $24 million in
capital lease obligations related primarily to anméiber IRU agreement. As of February 16, 2a0@€, holders of $179 million in aggregate
principal amount of the Broadwing Debentures cotagetheir Broadwing Debentures into a total of lilfiom shares of Level 3 common
stock and approximately $105 million in cash purgua the terms of the indenture governing the Bvraag Debentures and the agreement
whereby Level 3 acquired Broadwing. The remairtignillion in aggregate principal amount of the &dwing Debentures was repurchased
by Broadwing at 100% of par as required by the mhgiee governing the Broadwing Debentures.

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

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

TelCove Acquisition : On July 24, 2006, Level 3 completed the acquisitibiielCove, a privately held Pennsylvania-based
telecommunications company. Under the terms o&treement, Level 3 paid $446 million in cash asdesl approximately 150 million
shares of Level 3 common stock, valued at $623anill In addition, Level 3 repaid $132 million oéCove debt. The transaction also
included $12 million in TelCove capital leases.s@lthe Company paid third party costs of approteégebl5 million related to the
transaction, which included certain costs incutrgd elCove.

Level 3 entered into certain transactions with Tel€prior to the acquisition of TelCove by Leveld)ereby Level 3 received cash for
communications services to be provided in the fuamd which was originally recognized as deferea@nue. As a result of the acquisition,
Level 3 can no longer amortize this deferred reeanto earnings and, accordingly, reduced the @selprice applied to the net assets
acquired in the TelCove transaction by $3 millijch was the amount of the unamortized deferredmae balance on July 24, 2006.

ICG Communications: On May 31, 2006, Level 3 acquired all of the outdiag stock of ICG Communications, a privately h€lorado-
based telecommunications company, from MCCC ICGlhigls, LLC excluding certain assets and liabilitiéinder the terms of the purchase
agreement, Level 3 purchased ICG Communicationsdosideration consisting of approximately 26 moiilishares of Level 3 common sto
valued at $131 million, and approximately $45 noitlin cash. The Company also incurred costs sftlegn $1 million related to the
transaction. Post-closing adjustments, primaribyking capital and other contractual matters reslilh additional consideration of
approximately $3 million.

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

3 received cash for communications services torbeigied in the future and which was originally rgo@ed as deferred revenue. As a result
of the acquisition, Level 3 can no longer amorttas deferred revenue into earnings and,
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accordingly, reduced the purchase price appligtgaet assets acquired in the ICG Communicatiamsaction by $1 million, which was t
amount of the unamortized deferred revenue balandday 31, 2006.

Progress Telecom : On March 20, 2006, Level 3 completed its acdioisiof all of the membership interests of Progreskecom from PT
Holding Company LLC (“PT Holding”) excluding certaspecified assets and liabilities of Progressd@te Progress Telecom was owned
by PT Holding which is jointly owned by Progresselgy, Inc. and Odyssey Telecorp, Inc. Under theseof the purchase agreement, Level
3 purchased Progress Telecom for a purchase mit@sting of approximately $69 million in cash approximately 20 million shares of
Level 3 common stock, valued at $66 million. Theghase price was subsequently reduced by $2 millioworking capital and other
contractual matters. The Company received paywofethie $2 million adjustment in July 2006.

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

Pro Forma Financial | nformation

The unaudited financial information in the tabléosesummarizes the combined results of operatidhiewel 3 and the acquired businesses,
on a pro forma basis, as though the companies r@chjim 2006 and 2007 had been combined as of thieriag of each of the periods
presented. The pro forma financial informationriesented for informational purposes only and isimitative of the results of operations
that would have been achieved if the acquisiticats taken place at the beginning of each of thedsmresented. The pro forma financial
information for all periods presented includespheliminary business combination accounting eftethistorical revenues of the acquired
companies, adjustments to depreciation on acqpira@gerty, amortization charges from acquired inillegassets, restructuring costs and
acquisition costs reflected in the historical statats of operations for periods prior to Level &sjuisition.

Unaudited Unaudited
Pro Forma Pro Forma
Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006

(dollars in millions, except per share data

Revenue $ 1,052 $ 1,187 $ 2,10¢ $ 2,37¢
Loss from Continuing Operatiol $ (202) $ (24¢) $ 849 $ (440
Income from Discontinued Operations — 23 — 21
Net Loss $ (202) $ (225 $ (849 $ (419
Per share

Loss from continuing operatiol $ 0.29) $ 0.2) $ 0.57) $ (0.39)

Income from discontinued operations — 0.0z — 0.02

Net loss $ (0.19) $ (0.19) $ (0.57) $ (0.36)
Pro Forma Weighted Shares Outstanding (in thougands 1,529,61. 1,188,15! 1,502,15! 1,165,64!

The fair value of the assets acquired and theliliglsiassumed in the Broadwing and CDN Busineamssictions are based upon preliminary
valuations as of their respective acquisition dafesr reflecting other contractual purchase paidgistments and are subject to change due to
further analysis of the assets acquired and li#slassumed as well as integration plans.

During the second quarter of 2007, the Companyivede revised valuation for the CDN Business thdicates a significantly higher value
of the identifiable intangible assets, primarilytgréts and customer-related intangible assets. ddmifiable intangible assets for the CDN
Business increased from $23 million in the preliamnvaluation to $133 million in the revised valoatas a result of additional analysis of
the estimated cash flows expected to be generaiadthe patents and customers acquired in the CD$inBss acquisition. The increase in
the value of the identifiable intangible assetstfier CDN Business eliminated the $110 million obdwill originally recorded on the
transaction.
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During the second quarter of 2007, the Company r@sorded purchase price allocation adjustmentthidBroadwing acquisition that
resulted in a net increase of $4 million to goofwésulting in total goodwill of $943 million fadhe Broadwing acquisition as of June 30,
2007. The purchase price allocation adjustmemisded increases in goodwill of $8 million to reddiabilities incurred by Broadwing prior
to the acquisition and decreases to goodwill ferréteipt of $4 million in insurance proceeds edab the settlement of an insurance claim
that occurred prior to the acquisition.

The fair value of assets acquired and liabilitissuened in the Progress Telecom, ICG Communicatitel§ove and Looking Glass
transactions are based upon final valuations edfégcting other contractual purchase price adjesiis

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

The adjusted fair values of the assets acquiredranbiabilities assumed for the companies LevatQuired in 2006 and 2007 are as follows.

ICG Progress
CDN Business Broadwing Looking Glass TelCove Communications Telecom
(dollars in millions)
Assets:
Cash and cash equivale! $ — 3 257 % 3 $ 3 % 6 $ —
Marketable securitie — 46 — — — —
Accounts receivabl — 82 8 23 7 3
Other current asse — 19 2 5 2 2
Property, plant and equipment, | 2 24C 18z 79€ 93 77
Goodwill — 943 — 17¢ 73 30
Identifiable intangible asse 13z 254 9 278 18 36
Other assets — 31 1 — 5 —
Total Assets $ 13t % 1872 % 20€ $1,27¢ $ 204 $ 14t
Liabilities:
Accounts payabl $ 1 % 42 $ 5 ¢ 21 $ 6 $ 1
Accrued payrol 1 15 1 6 2 1
Other current liabilitie: — 12C 9 20 10 7
Current portion of capital leas — 2 — 3 — 1
Long-term debi — 203 — — — —
Capital lease — 22 — 9 3 8
Deferred reveni—Acquired Compan' — 13 1 — 4 —
Deferred reveni—Level 3 — — 2 ©)] Q) 4)
Other liabilities — 15 28 7 2 —
Total Liabilities 2 432 42 63 26 14
Purchase Price $ 132§ 1,44C $ 164 $1,21¢ $ 176 $ 134

(3) Discontinued Operations

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

On September 7, 2006, Level 3 sold Software Spegthuc. to Insight Enterprises, a leading providiinformation technology products and
services. In connection with the transaction, IL@veeceived total proceeds of $353 million in casginsisting of a base purchase price of
$287 million and a working capital adjustment opagpximately $66 million. The purchase price waljsat to working capital and certain
other post-closing adjustments. During the fogulrter of 2006, the Company paid $2 million tadhs Enterprises as the final working
capital adjustment. Level 3 recognized a $33 aiilljain on the transaction in the third quarte2@d6 after transaction costs.

The following is the summarized results of operadiof the Software Spectrum business for the thnelesix month periods ended June 30,
2006:

Three Months Six Months
Ended Ended
June 30,2006  June 30, 2006
(dollars in millions)

Revenue! $ 69t $ 1,14(
Costs and Expense
Cost of revenu 627 1,03
Depreciation and amortizatic 3 6
Selling, general and administrati 43 80
Restructuring and impairment charges — 1
Total costs and expenses 673 1,11¢
Income from Operations 22 21
Other Income, Net 3 3
Income from Operations Before Income Taxes 25 24
Income Tax Expense (2) (3)
Income from Discontinued Operations $ 23 % 21

(4) Restructuring and Impairment Charges
Restructuring Charges

During the period from December 23, 2005 througheJs0, 2007, the Company initiated cumulative wargé reductions expected to affect
approximately 2,200 employees in its North Americeammunications business related to the integratfdrusinesses acquired since
December 2005. Of the 2,200 employees, approxlynag& were expected to be legacy Level 3 emplogdesapproximately 77% were
expected to be employees of acquired businesses.

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

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

The accounting treatment for the severance costxeded with the workforce reductions is dependenivhether those individuals affected
are former employees of the acquired companiesgarcdy Level 3 employees. For the period from Janua2006 through June 30, 2007, the
Company had notified or terminated a total of 1,68%loyees (430 employees of legacy Level 3 and8leployees of acquired busines
pursuant to integration activities.
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The estimated severance costs earned by emplof/desacquired companies as of the acquisition degéncluded as a liability in the
balance sheet as of the acquisition date. The @oynexpects cumulative severance and related wotital approximately $63 million for
former WilTel, Progress Telecom, ICG CommunicatjorsiCove, Looking Glass and Broadwing employeRaring the six months ended
June 30, 2007, Level 3 paid $14 million of seveeaad related costs for these employees resuttingmulative payments from January 1,
2006 to June 30, 2007 of $33 million for severaauce related charges.

The workforce reduction attributable to the WilTrlegration activity was substantially completetbg end of 2006. The workforce
reductions attributable to the Progress Telecor® C@mmunications, TelCove, Looking Glass and Brdadwntegration activities are
expected to be substantially completed in 2007.

An analysis of the liability for the severance aathted activity associated with the integrationhaf acquired companies follows:

Severance and Related
Costs for Acquired Company Employees

Number of
Employees Amount
(in millions)
Balance December 31, 20 — —
2005 Accruals 76E 26
Balance December 31, 2005 76E 26
2006 Accruals 44t 12
2006 Change in Estima 277) (8)
2006 Payments (547) (19)
Balance December 31, 2006 38¢ 11
2007 Accruals 75C 33
2007 Payments (561) (14)
Balance June 30, 2007 57t  $ 30

Severance costs attributable to legacy Level 3 eyagls are recorded as a restructuring charge istaltement of operations once the
employees are notified that their position willddaminated and the severance arrangements are coitaed to the employee. For the three
and six months ended June 30, 2007, the Companydet approximately $1 million and $5 million, resfively, in restructuring charges for
affected legacy Level 3 employees. As of June280y, the Company had remaining obligations of fkaa $1 million for those legacy Le

3 employees terminated or notified.

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

Severance and Related
Costs for Legacy Level 3 Employees

Number of Facilities Related

Employees Amount Amount

(in millions) (in millions)

Balance December 31, 20 — % — 3 16
2005 Charge 472 15 (1)
2005 Payments (472) (15) (3
Balance December 31, 2005 — — 12
2006 Charge 24¢€ 5 —
2006 Payments (242) (5 (2
Balance December 31, 2006 6 — 10
2007 Charge 182 5 —
2007 Payments (153 (5 —
Balance June 30, 2007 35 $ —  $ 10

I mpairment Charges

The Company recognized non-cash impairment charfg®$ million in both the three and six months eshdane 30, 2007, respectively.
These non-cash impairment charges resulted frordehision to terminate certain information techgglprojects in the communications
business which had been previously capitalizeds&peojects have identifiable costs which LeveaB separately evaluate for impairment.
The costs incurred for these projects, includingjtedized labor, were impaired as the carrying eadtithese projects were not expected to
provide any future benefit to the Company.
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Nor-cash impairment charges were $4 million and $Tianiffor the three and six months ended June 306 2@spectively. In the second
quarter of 2006, Level 3 recognized $4 million ohrcash impairment charges primarily related teesgdand of the communications
business held for sale in Germany. This charg@tessfrom the difference between the recordedyaagrvalue and the estimated market
value of the land. In addition, the Company redpggh $3 million of non-cash impairment chargeshia first quarter of 2006 that resulted
from the decision to terminate projects for certajite services and certain information technolpmjects in the communications business.

(5) Loss Per Share

The Company had a loss from continuing operationstfe three and six months ended June 30, 2002@0®l Therefore, the effect of the
approximately 314 million and 480 million sharestigble pursuant to the convertible debt secutigstanding at June 30, 2007 and 2006,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusould have been anti-dilutive to the
computation. In addition, the effect of approxintate4 million and 52 million stock options, outpernfn stock options, restricted stock units
and warrants outstanding at June 30, 2007 and 288Bectively, have not been included in the coatpart of diluted loss per share because
their inclusion would have been anti-dilutive te tomputation.

The following details the loss per common shareuwdations for Level 3 for the three and six morghsged June 30, 2007 and 2006 (dollai
millions, except per share data):

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006

Loss from Continuing Operatiol $ (202) $ (224 $ (849 $ (390
Income from Discontinued Operations — 23 — 21
Net Loss $ (202) $ (201) $ (849 $ (369)
Total Number of Weighted Average Common Shares t@uoidén¢

used to Compute Basic and Diluted Earnings (Loss)3Pare

(in thousands 1,529,61. 881,15! 1,499,55! 851,70(
Earnings (Loss) Per Share of Level 3 Common StBelsic and

Diluted):

Loss from Continuing Operatiol $ (0.179) $ (0.25) % (0.57) $ (0.45)

Income from Discontinued Operations — 0.0z — 0.02

Net Loss $ (0.1%9) $ 0.2%) $ (0.57) $ (0.49)
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(6) Marketable Securities

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

As a result of the Infinera IPO on June 7, 200&,Glompany has classified the Infinera investmeritsobalance sheet as a current marketable
security that is available for sale, subject to pbamce with applicable U.S. federal securitiesdaiwhe fair value of the Infinera common
stock as of June 30, 2007 is approximately $68anillAn unrealized gain on the investment in Infantotaling $58 million was recorded in
the second quarter of 2007 and is included in O@lwenprehensive Income. In connection with Infined&® O, Level 3 entered into a “lock-

up” agreement with Infinera’s underwriters whiclstrects the Company'’s ability to sell the stockiubecember 7, 2007.

(7) Receivables

Receivables at June 30, 2007 and December 31,\26@6as follows:

Communications Coal Total
(dollars in millions)
June 30, 2007
Accounts Receivab—Trade $ 468 % 7 $ 472
Allowance for Doubtful Accounts (17) — 17
Total $ 44¢  $ 7 $ 45E

December 31, 200!

Accounts Receivab—Trade $ 337 $ 6 $ 343
Allowance for Doubtful Accounts (17 — 17
Total $ 32C $ 6 $ 32€

The Company recognized bad debt expense in sefjartgral and administrative expenses of $3 milliod $6 million in the three and six
months ended June 30, 2007, respectively, andHass$1l million in each of the three and six mgoe¢hiods ended June 30, 2006,
respectively. The Company reduced accounts redeivatu the allowance for doubtful accounts by $lfioniin the six months ended June
30, 2007 for previously reserved amounts the Compante off as uncollectible.

(8) Property, Plant and Equipment, net

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

Capitalized labor and related costs associatedemthloyees and contract labor working on capitajgmts were approximately $28 million
and $54 million for the three and six months endieak 30, 2007, respectively.

Capitalized labor and related costs associatedeamithloyees and contract labor working on capitajgmts were approximately $16 million
and $26 million for the three and six months endienk 30, 2006, respectively.

The Company continues to develop business supysteras required for its business. The externattuests of software, materials and
services, and payroll and payroll related expefmesmployees directly associated with the projectirred when developing the business
support systems are capitalized and included icépéalized costs above. Upon completion of agutpjthe total cost of the business support
system is amortized over an estimated useful fithree years.

During the second quarter of 2007, the Companyivedehe final valuation for the ICG Communicatiatguisition that included revised
valuations for identifiable tangible assets. Agsult, the fixed assets acquired for ICG Commuitnat
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increased from $10 million in the preliminary vaioa to $93 million in the final valuation as a uétsof a detailed analysis to physically
identify and estimate the fair value of the fixexbets acquired.

During the second quarter of 2006, Level 3 deteeabithat the period the Company expects to us«igsirgy fiber is longer than the
remaining useful life as originally estimated. #&sesult, the Company extended the depreciableflifis existing fiber from 7 years to 12
years. This change in estimate, effected as ol Ap2006, was accounted for prospectively, incadance with SFAS No. 15“Accounting
Changes and Error Corrections — A Replacement & Apinion No. 20 and FASB Statement No. 3" (“SFAS8.N54"), and reduced
depreciation expense by $18 million in the secamatigr of 2006. In addition, this change in estanmaduced net loss from continuing
operations and net loss by $18 million, or appratity $0.02 cents per share in the second qudr2906.

Depreciation expense was $213 million and $410anilfor the three and six months ended June 307,2@8pectively. Depreciation expe
was $149 million and $316 million for the three aximonths ended June 30, 2006, respectively.

(9) Goodwill

Goodwill at June 30, 2007 and December 31, 2006asdsllows (dollars in millions):

December 31

June 30,
2007 2006
XCOM $ 30 $ 30
McLeod 40 40
Progress Telecol 30 32
ICG Communication 73 127
TelCove 179 179
Broadwing 943 —

$ 1,298 $ 40¢

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

The final purchase price valuations for the Progieslecom, ICG Communications and TelCove acqaisstindicated that the purchase price
exceeded the fair value of the identifiable asaetgiired and liabilities assumed and resulted odgdll of $30 million, $73 million and $179
million, respectively. The final purchase priceuation for ICG Communications was received in theosid quarter of 2007. As a result of
the revisions to the fixed asset and customereaélaitangible asset valuations described in Notee&goodwill recorded in connection with
the ICG Communications acquisition was reduced f$d27 million based on the preliminary valuatior$#8 million based on the final
valuation.

The preliminary purchase price valuation for thed&iwing acquisition indicated that the purchaseepexceeded the fair value of the
identifiable assets acquired and liabilities asstianad resulted in goodwill of $943 million as oh&uB0, 2007. As described in Note 2, the
Company made purchase price allocation adjustnientee Broadwing acquisition in the second quanfe2007 that resulted in a net
increase of $4 million to the goodwill recorded Bnoadwing.

As also described Note 2, the Company receivediaa@ valuation report for the CDN Business thatifed in increased valuations for

patents and customer-related intangible assetsesndted in the elimination of the $110 milliongdodwill preliminarily recorded for the
CDN Business acquisition in the first quarter 0020
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The final valuation of the assets acquired andliiss assumed in the Looking Glass transactialicdated that the fair value of the identifia
net assets acquired exceeds the consideratiorigptiid former owners by $24 million which reduckd fair value of long-lived assets
acquired in the transaction on a pro-rata basiso Aduring the fourth quarter of 2006 Level 3 réleara $24 million liability for unfavorable
leases attributable to Looking Glass.

(10) Other Intangibles, net

Other Intangibles, net at June 30, 2007 and DeceB81he€006 were as follows (dollars in millions):

December 31

June 30,
2007 2006
360networks $ 2 3 3
Sprint — 5
Telverse 7 10
Genuity 3 6
WilTel 127 135
Progress Telecol 31 33
ICG Communication 15 47
TelCove 251 264
Looking Glass 8 8
Broadwing 240 —
CDN Business 126 —

$ 810 $ 511

On January 23, 2007, Level 3 completed the acipnsif the CDN Business. In the first quarter 0020the preliminary valuation of the
assets acquired in the CDN Business transactiaoatat! a value of $23 million for patents and costorelated intangible assets. As
described in Note 2, d uring the second quart@06f7 the Company received a revised valuationhi®tGDN Business that indicated a
significant increase in the value of the identifeaimtangible assets, primarily patents and custenglated intangible assets. The identifiable
intangible assets for the CDN Business increased $23 million in the preliminary valuation to $188llion in the revised valuation as a
result of additional analysis of the estimated déslis expected to be generated from the paterdscastomers acquired in the CDN Busir
acquisition. The increase in the value allocatetthé identifiable intangible assets for the CDNsiBess eliminated the $110 million of
goodwill recorded on the transaction in the firsader of 2007. The estimated useful lives forghtent and customeelated intangible asse
range from four to ten years.

On January 3, 2007, Level 3 completed the acqoisiti Broadwing. A preliminary valuation of the assacquired in the Broadwing
transaction indicated a value of $254 million fdiolesale and enterprise customer-related intangisets. Level 3 had initially assigned an
estimated useful life of ten years to the custoreated intangible assets. During June 2007, thagamy completed a review of the estimi
useful lives of the customer-related intangibleetsfor the Broadwing acquisition that resulted ireduction of the estimated useful lives
from ten years to six to eight years. This chaingestimate, effected as of June 1, 2007, was ateduor prospectively and increased
amortization expense by approximately $1 milliomidlg the second quarter of 2007.

On August 2, 2006, Level 3 completed the acquisiibLooking Glass. The final valuation of the dss®quired in the Looking Glass
transaction as of the acquisition date, indicatbdlesale customer-related intangibles of approxefga9 million with an estimated useful
life of eight years. During June 2007, the Compamypleted a review of the estimated useful liféhef customer-related intangible asset for
the Looking Glass acquisition that resulted indurtion of the estimated useful life from eight sse# six years. This change in estimate,
effected as of June 1, 2007, was accounted foppmisely and increased amortization expense ks/tleemn $1 million during the second
quarter of 2007.

On July 24, 2006, Level 3 completed the acquisitbfielCove. The final valuation of the assets aeglin the TelCove transaction as of the
acquisition date, indicated wholesale and entezmrisstomer-related intangible assets of approxijm&2o3 million, with lives ranging from
nine to 13 years and other intangible assets afappately $20 million with an indefinite life. Ding June 2007, the Company completed a
review of the estimated useful lives of the custoreéated intangible assets for the TelCove actjorsthat resulted in a reduction of the
estimated useful lives from nine to 13 years to six
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to eight years. This change in estimate, effecteafdune 1, 2007, was accounted for prospectaetyincreased amortization expense by
approximately $1 million during the second quaae2007.

On May 31, 2006, Level 3 completed the acquisitbiCG Communications. A preliminary valuation bftassets acquired in the ICG
Communications transaction indicated a value of ®Bon for wholesale customer-related intangibksets with an estimated useful life of
15 years. As described in Note 2, during the seécarter of 2007 the Company received the finhlatéoon for the ICG Communications
acquisition that included revised valuations fottbihe identifiable tangible and intangible ass@tsa result of the changes to the valuatio
the fixed assets, the valuation of the identifidhtangible assets decreased from $49 million égteliminary valuation to $18 million in the
final valuation. During June 2007, the Company ptated a review of the estimated useful life of thstomerrelated intangible asset for t
ICG Communications acquisition that resulted ir@uction in the estimated useful life from 15 ydarsix years. This change in estimate,
effected as of June 1, 2007, was accounted foppmisely and increased amortization expense ts/tleen $1 million during the second
quarter of 2007 after taking into considerationréguced valuation of the ICG Communications custeralated intangible assets.

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

As described above, in June 2007 the Company caetpéereview of the estimated useful lives usedfoortization of the customer-related
intangible assets for the ICG Communications, LogKslass, TelCove and Broadwing acquisitions. Aesalt of the review, the Company
revised the useful lives used for amortizationudtomer-related intangible assets as describedeabbhvis change in estimate, effected as of
June 1, 2007, was accounted for prospectively éorance with SFAS No. 154, and increased amaidizaixpense in the aggregate by
approximately $2 million in total during the secaqaarter of 2007.

Intangible asset amortization expense was $34anilind $58 million for the three and six monthsezhdune 30, 2007, respectively.
Intangible asset amortization expense was $15anilind $35 million for the three and six monthsezhdune 30, 2006, respectively. The
amortization expense related to intangible assetgitly recorded on the Company’s books for eddhefive succeeding years is estimated
to be the following for the years ended Decembers8tond half of 2007—$66 million; 2008—$124 milli2009—$120 million; 2010—
$119 million; 2011—%$118 million and thereafter—$2ilion.
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(11) Long-Term Debt

At June 30, 2007 and December 31, 2006, long-tesioh was as follows:

December 31

June 30,

(dollars in millions) 2007 2006
Senior Secured Term Loan due 2014 (7.60 $ 1,40C $ =
Senior Secured Term Loan due 2( — 730
Senior Notes due 2008 (11.0' 20 78
Senior Euro Notes due 2008 (10.75 5 65
Senior Discount Notes due 20 — 488
Senior Euro Notes due 20 — 137
Senior Notes due 201 — 96
Senior Notes due 2010 (11.5' 13 692
Fair value adjustment on Senior Notes due Q) (60)
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2011 (11.70 6 150
Issue discount on Senior Notes due 2 — 4)
Senior Notes due 2013 (12.25 550 550
Issue discount on Senior Notes due 2 (2) (2)
Senior Notes due 2014 (9.25! 1,25C 1,25C
Issue premium on Senior Notes due 2 11 11
Floating Rate Senior Notes due 2015 (9.1! 300 —
Senior Notes due 2017 (8.75' 700 —
Convertible Senior Notes due 2010 (2.87¢ 374 374
Convertible Senior Notes due 2011 (5.2t 345 345
Convertible Senior Notes due 2011 (10.( 275 880
Convertible Senior Notes due 2012 (3.5 335 335
Convertible Senior Discount Notes due 2013 (9. 287 275
Convertible Subordinated Notes due 2009 (6. 362 362
Convertible Subordinated Notes due 2010 (6. 514 514
Commercial Mortgage due 2015 (6.86 70 70
Capital leases 42 23
6,85¢ 7,362
Less current portion (31) (5)

$ 6,826 $ 7,357

Debt for Equity Exchanges

In January 2007, in two separate transactions,IL2eempleted the exchange of $605 million in agate principal amount of its 10%
Convertible Senior Notes due 2011 for a total of llion shares of Level 3's common stock. Therskaf the Company’s common stock
issued pursuant to these announced exchangesearpefikom registration pursuant to Section 3(alf@er the Securities Act of 1933, as
amended. The Company recognized a $177 milliondasaxtinguishment of debt for the exchanges. ughetl in the loss was approximately
$1 million of unamortized debt issuance costs.

Senior Note | ssuance

On February 14, 2007, Level 3 Financing, Inc., allyhowned subsidiary of Level 3 (“Level 3 Finangft, issued $700 million of its 8.75%
Senior Notes due 2017 and $300 million of its RlmpRate Senior Notes due 2015 and received neepds of $982 million. The proceeds
from these private offerings were used to refinazexain Level 3 Financing debt and to fund the obsonstruction, installation, acquisitic

lease, development or improvement of other asedis tised in Level 3's communications busines® &S#etailed description of the notes
below.

Senior Secured Term Loan Refinancing

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

I nterest Rate Swap

Level 3 has floating rate long-term debt. Thesiggahons expose the Company to variability in et payments due to changes in interest
rates. If interest rates increase, interest expemsgeases. Conversely, if interest rates deerdaterest expense also decreases. On March
13, 2007, Level 3 Financing entered into two irderate swap agreements to hedge the interest payme $1 billion notional amount of
floating rate debt. The two interest rate swapeagrents are with different counterparties and@r&300 million each. The transactions are
effective beginning April 13, 2007 and mature onuky 13, 2014. Under the terms of the interastsevap transactions, Level 3 receives
interest payments based on rolling three month IRBE€rms and pays interest at the fixed rate of%.98der one arrangement and 4.9175%
under the other. Level 3 has designated the isiteaée swap agreements as a cash flow hedge ami¢hest payments for $1 billion of
floating rate debt. Level 3 evaluates the effegiass of the hedge on a quarterly basis. The Qoygizes not enter into derivative
instruments for any purpose other than cash flodghmy.

The fair market value of the interest rate swageagrents was $28 million as of June 30, 2007. Thege in the fair market value of the
interest rate swap agreements is reflected in GZbenprehensive Income due to the fact that thedsteate swap agreements are designated
as an effective cash flow hedge of $1 billion noéibamount of the Company’s floating rate debt. iftherest rate swap agreements have
resulted in interest savings of $1 million in eaclthe three and six month periods ended June (¥ .2

Redemptions and Repurchases

On March 13, 2007, the Compargdeemed using cash the entire $722 million oftantling principal amount of the following debt iasaes
and recognized a loss on extinguishment of dehbtibgt $54 million on the redemption transactions:

. Redeemed $488 million of outstanding 12.875% SeXaies 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 simedemption totaled less than $1 million.

. Redeemed $96 million of outstanding 11.25% Senimtell due 2010 at a price equal to 101.875% of tineipal 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 défmedemption totaled less than $1 million.

. Redeemed $138 million ( €104 million) of outstargditl.25% Senior Euro Notes due 2010 at a pricel ¢éq#i01.875 per
€1,000 of principal amount and recognized a $3%aniloss on extinguishment of debt consisting $3& million cash loss and
$1 million in unamortized debt issuance costs. rAed interest paid at the time of redemption tatddss than $1 million (less
than €1 million) .

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

*  Repurchased $144 million of its outstanding Flgaftate Senior Notes due 2011 at a price equal,@88®Iper $1,000 principal
amount of the notes, which included $1,050 asehder offer consideration and $30 as a consent @atyrand recognized an
$18 million loss on extinguishment of defansisting of a $12 million cash loss and $6 millio unamortized debt issuance ¢
and unamortized discount. Accrued interest patti@time of repurchase totaled $8 million.

e Repurchased $59 million of its outstanding 11% &eNtes 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 paymaedtrecognized a $3
million loss on extinguishment of debt consistifig@®3 million cash loss and less than $1 millierunhamortized debt issuance
costs. Accrued interest paid at the time of relpase totaled $3 million.
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*  Repurchased $677 million of its outstanding 11.5i& Notes due 2010 at a price equal to $1,115261,000 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 consbf a $78 million cash loss and $63 million imamortized debt issuance
costs and unamortized discount. Accrued interaist at the time of repurchase totaled $3 million.

*  Repurchased $61 million ( €46 million) of its oatsting 10.75% Senior Euro Notes due 2008 at a prcel to €1,061.45 per
€1,000 of principal amount of the notes, which uteld €1,031.45 as the tender offer consideratidr€&0 as a consent
payment, and recognized a $24 million loss on gxishment of debt consisting of a $24 million ckss and less than $1
million in unamortized debt issuance costs. Acdrimerest paid at the time of repurchase totach#lion ( €2 million) .

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

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

Conversion of Broadwing Corporation 3.125% Convertible Senior Debentures due 2026

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

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

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

Capital Leases

As part of the Broadwing transaction completed amuary 3, 2007, the Company now includes in itarfaial statements certain capital lease
obligations of Broadwing totaling $24 million, réda primarily to a metro fiber IRU agreement. Tapital leases mature at various dates
through 2022.

Debt I nstruments

Senior Secured Term Loan due 2014

On March 13, 2007, Level 3, as guarantor, Leveinaicing, as borrower, Merrill Lynch Capital Corption, as administrative agent and

collateral agent, and certain other agents andiodgnders entered into a Credit Agreement, puntsizewhich the
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lenders extended a $1.4 billion senior secured team (“Senior Secured Term Loan due 2014") to L&vEinancing. The term loan matures
on March 13, 2014 and has an interest rate of LIBQR an applicable margin of 2.25% per annum.

Interest on the Senior Secured Term Loan due 26druies at the three month LIBOR plus 2.25% per anand is payable in cash quarterly
on April 13, July 13, October 13 and January 18axth year, in arrears, beginning July 13, 2007.iftfeeest rate was 7.605% at June 30,
2007. See discussion of the interest rate swageaggnt earlier in this footnote.

Level 3 Financings obligations under this term loan are, subjeckttain exceptions, secured by certain assetsed€tmpany; and certain
the Company’s material domestic subsidiaries trmeagaged in the telecommunications businessCbingpany and these subsidiaries have
also guaranteed the obligations of Level 3 Finamecinder the Senior Secured Term Loan due 2014nBuhie second quarter of 2007, Level
3 Communications, LLC and its material domesticssiaries obtained all material governmental au#ations and consents required in
order for them to pledge certain of their assetsgurarantee the Senior Secured Term Loan due 2ZDiid. guarantee was entered into by
Level 3 Communications, LLC and its material dorirestibsidiaries on June 28, 2007.

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

Level 3 used a portion of the original net proceaftisr transaction costs to repay Level 3 Finarisi§30 million Senior Secured Term Loan
due 2011 under that certain credit agreement dated 27, 2006. In addition, Level 3 used a portibine net proceeds to fund the purchase
of certain of its existing debt securities.

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

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

On February 14, 2007, Level 3 Financing receive82®@illion of net proceeds after transaction cdstsn a private offering of $700 million
aggregate principal amount of its 8.75% Senior Bldige 2017 (the “8.75% Senior Notes”) and $300ionilaggregate principal amount of its
Floating Rate Senior Notes due 2015 (the “2015tiFigaRate Senior Notes”). The 8.75% Senior Notastae 2015 Floating Rate Senior
Notes are senior unsecured obligations of Levahar€ing, ranking equal in right of payment with@her senior unsecured obligations
Level 3 Financing. Level 3 Communications, Inc. &edel 3 Communications, LLC have guaranteed ti&%. Senior Notes and the 2015
Floating Rate Senior Notes. Interest on the 8.78% @ Notes accrues at 8.75% interest per yearsapalyable semi-annually in cash on
February 15th and August 15th beginning Augus0B,7. The principal amount of the 8.75% Senior Netdl be due on February 15, 20:
Interest on the 2015 Floating Rate Senior Notesuascat LIBOR plus 3.75% per annum, reset semi-ahnu he interest rate was 9.15% at
June 30, 2007. Interest on the 2015 Floating Raréo notes is payable semi-annually in cash omuge 15th and August 15th beginning
August 15, 2007. The principal amount of the 20ldating Rate Senior Notes will be due on Februdry2D15.

On February 14, 2006, Level 3, Level 3 Financind #e initial purchasers of the 8.75% Senior Nates the 2015 Floating Rate Senior
Notes entered into a registration rights agreenadating to the 8.75% Senior Notes and the 201&tiig Rate Senior Notes pursuan

which Level 3 and Level 3 Financing agreed to diteexchange offer registration statement with theuities and Exchange Commission.
The Company’s exchange offer registration staterfeerthese notes was declared effective by the iB&=1and Exchange Commission on
July 6, 2007. Under the terms of the registratights agreement, Level 3 Financing would have lveqnired to pay “Special Interest” in the
event of a registration default. The exchange affgrired on August 7, 2007, and is expected tooepteted on August 13, 2007. As a res
Level 3 will have met the requirements of the rizgiton rights agreement.

A portion of the debt represented by the 8.75% @eMotes and the 2015 Floating Rate Senior Notd<wistitute purchase money

indebtedness under the indentures of Level 3 amgdhtion of the net proceeds that constitutestage money indebtedness will be used
solely to fund the cost of construction, instabiati acquisition, lease, development or improvenoént
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any assets to be used in the Compsuiggmmunications business, including the cash peeprice of any past, pending or future acquissti

At any time prior to February 15, 2012, Level 3dfining may redeem all or a part of the 8.75% Sexdates upon not less than 30 nor more
than 60 days’ prior notice, at a redemption prigeat to 100% of the principal amount of the 8.75éfi8r Notes so redeemed plus the 8.75%
Applicable Premium as of, and accrued and unpaetast thereon (if any) to, the redemption datéjéwui to the right of holders of record on
the relevant record date to receive interest duth@melevant interest payment date).

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

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

Year Redemption Price

2012 104.37%%
2013 102.91%
2014 101.458%
2015 100.00(%

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

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

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

With respect to the Floating Rate Senior Notes,piigable Premium” means, on any redemption dategtieater of (1) 1.0% of the principal
amount of such Floating Rate Senior Notes andh@kkcess, if any, of (a) the present value at sedbmption date of (i) the redemption
price of 102% of the principal amount of such FlogtRate Senior Notes, plus (ii) all required ierpayments due on such Floating Rate
Senior Notes through February 15, 2009 (excludowyeed but unpaid interest to the redemption dateh interest payments to be
determined in accordance with the indenture gowerttie Floating Rate Senior Notes assuming thaORBn effect on the date of the
applicable redemption notice would be the applieddBOR in effect through February 15, 2009, coreputising a discount rate equal to the
Treasury Rate (as defined in the indenture govgrtiie Floating Rate Senior Notes) as of such retiemgdate plus 50 basis points, over (b)
the principal amount of such Floating Rate Seniotel.

The Floating Rate Senior Notes are subject to retiemat the option of Level 3 Financing in wholei part, at any time or from time to

time, on or after February 15, 2009 at the redesnptrices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption daredéemed during the twelve months beginning Felriy of the years indicated below:
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Year Redemption Price

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

At any time or from time to time on or prior to Fahry 15, 2009, Level 3 Financing may redeem upbth of the original aggregate princij
amount of the Floating Rate Senior Notes at a rediem price equal to 100.0% of the principal amooiithe Floating Rate Senior Notes so
redeemed, plus a premium equal to the interesorathe Floating Rate Senior Notes applicable erddte that notice of the redemption is
given, plus accrued and unpaid interest thereamn() to the redemption date (subject to the rijhtolders of record on the relevant record
date to receive interest due on the relevant istgr@yment date), with the net cash proceeds boméd to the capital of Level 3 Financing of
one or more private placements to persons otheréaffdiates of Level 3 or underwritten public offiegs of common stock of Level 3
resulting, in each case, in gross proceeds ofat B100 million in the aggregate; provided, howgtrat at least 65% of the original
aggregate principal amount of the Floating Rata@eiotes would remain outstanding immediately raff@ing effect to such redemption.
Any such redemption shall be made within 90 daysuch private placement or public offering uponlees than 30 nor more than 60 days’
prior notice.

9.25% Senior Notes Due 2014

On October 30, 2006 and December 28, 2006, LeMet\&| 3 Financing and the initial purchasers &f #25% Senior Notes Due 2014
entered into a registration rights agreement ragatd the 9.25% Senior Notes Due 2014 pursuantiohwLevel 3 and Level 3 Financing
agreed to file an exchange offer registration stat@ with the Securities and Exchange Commissidre Company’s exchange offer
registration statement for these notes was deckfedtive by the Securities and Exchange CommissioMay 17, 2007 and the exchange
offer relating to these notes was subsequently tetegh Level 3 has met the requirements of thesteggion rights agreement as of June 30,
2007.

Debt Maturities

The Company'’s contractual obligations at June 80/2elated to debt, including capital leases awtuding issue discounts and fair value
adjustments, will require estimated cash paymeéutsg each of the five succeeding years of thiewidhg for the years ended December !
2007—$%$4 million; 2008—$31 million; 2009—$366 millip2010—$971 million; 2011—$631 million and theteaf—$4,848 million.

(12) Employee Benefit Plans

The Company recognized in net loss from continapgrations a total of $24 million and $48 milliohnmn-cash compensation for the three
and six months ended June 30, 2007, respectividig. Company recognized in net loss from continaipgrations a total of $20 million and
$34 million of non-cash compensation for the thaad six months ended June 30, 2006, respectivebddition, included in discontinued
operations for the three and six months ended 30n2006, is non-cash compensation expense of libmand $2 million, respectively.

During the second quarter of 2006, the October 20@bJanuary 2006 grants of Outperform Stock Oti®®O”) units were revalued using
May 15, 2006 as the grant date, in accordance SF#hS No. 123R, and resulted in a $6 million incesi@msnon-cash compensation expense.
As stated in the Company’s proxy materials fo296 Annual Meeting of Stockholders, over the cewfthe years since April 1, 1998, the
compensation committee of the Company’s Board oé®@ors had administered the 1995 Stock Plan uhédpelief that the action of the
Companys Board of Directors to amend and restate that gffactive April 1, 1998 had the effect of exterglihe original term of the Plan
April 1, 2008. After a further review of the terokthe plan, however, the compensation commiteterchined that an ambiguity could exist
as to the date of the expiration of the plan. Troaee any ambiguity, the Board of Directors souglktdpproval of the Company’s
stockholders to amend the plan to extend the téiimeoplan by five years to September 25, 2010is @pproval was obtained at the 2006
Annual Meeting of Stockholders held on May 15, 2006

The Company capitalized $1 million of neash compensation for those employees and contsatitectly involved in the construction of t
network, installation of customers or developmdrthe business support systems for each of the tine six month periods ended June 30,
2007. The Company capitalized $1 million of nosfcaompensation for those employees and contratirerstly involved in the
construction of the network, installation of cusemor development of the business support systenesch of the three and six month
periods ended June 30, 2006.
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SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash flow if
tax benefits are expected to be realizable. ACibmpany is currently in a net operating loss possiind does not expect to generate net
income in the near term, Level 3's management doesxpect to realize tax benefits from share-basedpensation for the foreseeable
future.

The following table summarizes non-cash compensatigpense and capitalized non-cash compensatighdahree and six months ended
June 30, 2007 and 2006.

Three Months Ended Six Months Ended

June 30, June 30,
(dollars in millions) 2007 2006 2007 2006
0so $ 9 ¢ 13 $ 18 $ 17
Restricted Stoc 8 4 15 10
401(k) Match Expens 8 5 16 9
401 (k) Discretionary Grant Plan — — — 1

25 22 49 37
Capitalized Non-cash Compensation (@) (@) (1) (1)

24 21 48 36
Discontinued Operations — (€D)] — (2)

$ 24§ 20 $ 48 $ 34

Non-qualified Stock Options and Warrants

The Company has not granted non-qualified stoclonpt(*“NQSOs”) since 2000. As of June 30, 2007N&JISOs previously granted were
fully vested and the compensation expense had fodlgmecognized in the consolidated statementspsrations. At June 30, 2007, there v
approximately 4.5 million NQSOs outstanding witleepise prices ranging from $1.76 to $8.00. The hieid average exercise price of the
NQSOs outstanding was $5.81 at June 30, 2

In connection with the acquisition of Broadwingpagximately 4 million previously issued Broadwin@msants were convertible into
approximately 5 million shares of Level 3 commancktat a weighted average exercise price of $5¢r&lipare of Level 3 common stock.
During the first quarter of 2007, approximately Blion of the Broadwing warrants were exercisegtomchase approximately 4 million sha
of Level 3 common stock and resulted in proceedeédCompany totaling approximately $23 millions &f June 30, 2007, approximately
700,000 Broadwing warrants remain outstanding aadanvertible into approximately 1 million shanfd evel 3 common stock at a
weighted average exercise price of $5.38 per share.

Outperform Stock Options

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

Six Months Ended June 3(

2007 2006
S&P 500 Expected Dividend Yield Rate 1.78% 1.78%
Expected Life 3 year: 3.4 year:
S&P 500 Expected Volatility Ra 12% 12%
Level 3 Common Stock Expected Volatility Ri 55% 55%
Expected S&P 500 Correlation Fac .28 .28
Calculated Theoretical Valu 146% 153%
Estimated Forfeiture Ra 11.88% 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.
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The expected life data was stratified based ondederesponsibility within the Company prior to WL, 2007. The theoretical value used
was determined using the weighted average exdoeisavior for these groups of employees. Volatdisgumptions were derived using
historical data as well as current market data.

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

As a result of the lonterm compensation review that was being compléd&1) units were not awarded to participants dutirdfirst quarte
of 2007. During the second quarter of 2007, themm@any awarded 2.1 million OSO units to participaAs of June 30, 2007, the Company
had not reflected $24 million of unamortized conmgsion expense in its financial statements for ipresly granted OSO units. The weighted
average period over which this cost will be recaegdiis 2.15 years.

Transactions involving OSO units in the six morghsled June 30, 2007 are summarized in the tabdevb&he Option Price per Unit
identified in the table below represents the ihgiake price, as determined on the day prioh®®SO grant date for those grants.

Weighted
Weighted Average
Average Aggregate Remaining
Option Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)
Balance January 1, 20! 15,285,49! $ 2.03-3$6.6€ $ 393 $ 82.7 2.54 year
0OSC's grantec 2,151,56: $ 5.56-%$6.1C $ 5.96
0OSC's cancellet (302,73 $ 2.03-3%6.66 $ 4.61
OSC's expirec (1,039,52) $ 2.03-%$6.66 $ 5.04
0SO’s exercised (1,417,88) $ 2.03-$5.398 $ 2.85
Balance June 30, 2007 14,676,91! $ 2.03-3$6.66 $ 424 % 62.4 2.32 year
OSC's exercisable*vester’):
June 30, 200 8,621,73: $ 2.03-%$6.66 $ 357 % 54.8 1.89 year

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 represents ghgevof OSO units that have outperformed the S&P%Mndex as of June 30, 2007.

The total realized value of OSO units exercisedHerthree and six months ended June 30, 2007 ppaexamately $3 million and $15
million, respectively. The number of shares of LUed/stock issued upon exercise of an OSO unit gdrésed upon the relative performanc
Level 3's stock price and the S&P 580 Index betwibe initial grant date and exercise date of t&OQinit.

At June 30, 2007, based on the Level 3 common gidck and post-multiplier values, the Company whlggated to issue 9.4 million shares
for vested and exercisable OSOs as the percemaggase in the Level 3 stock price exceeded theep&age increase in the S&P 50Mnhdex
for certain grants.

Restricted Stock and Units

Employees will continue to receive restricted stooks under the revised compensation program.rgutfie first six months of 2007,
approximately 5.5 million restricted stock sharessstricted stock units were awarded to certaipleyees and noemployee members of 1
Board of Directors. The restricted stock units ahdres were granted to the recipients at no cestrigtions on transfer lapse over one to
year periods. The fair value of restricted stocksuand shares awarded in the first six months00f72of $34 million was calculated using !
value of Level 3 common stock on the grant dateiat@ing amortized over the restriction lapsequisiof the awards. As of June 30, 2007,
the total compensation cost related to nonvestsdcted stock or restricted stock units not yebgnized was $42 million, and the weighted
average period over which this cost will be recegdiis 2.92 years.
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For the six months ended June 30, 2007, the changestricted stock and restricted stock unitssla@wn in the following table:

Weighted Average
Grant Date Fair Value

Number Per Share
Nonvested at December 31, 2( 19,450,72° $ 2.76
Stock and units grante 5,502,90! 6.1C
Lapse of restriction (6,099,38) 2.43
Stock and units forfeited (1,009,407 3.22
Nonvested at June 30, 20 17,844,84 ¢ 3.88

The Weighted Average Grant Date Fair Value of retstd stock and restricted stock units grantedmdytiie six months ended June 30, 2007
and 2006 was $6.10 and $4.03, respectively. Tla faait value of restricted stock and restricteatktunits for which restrictions lapsed
during the six months ended June 30, 2007 and 2@06é $15 million and $15 million, respectively.

401(k) Plan

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

The Company’s matching contributions are made Wéthel 3 common stock based on the closing stoademn each pay date. The
Company’s matching contributions are made througjtsun the Level 3 Stock Fund, which representehaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is 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. Employeeshieto diversify the Company’s
matching contribution as soon as it is made, ef/érey are not fully vested. The Company’s matchingtributions will vest ratably over the
first three years of service or over such shorégiog until the employee has completed three yeservice at such time the employee is
100% vested in all Company matching contributidiiee Company made 401(k) Plan matching contributadr&8 million and $16 million fc
the three and six months ended June 30, 2007, atésglg, and $5 million and $9 million for the tlr@nd six months ended June 30, 2006,
respectively. The Company’s matching contributiargse recorded as selling, general and adminiseaikpenses.

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

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

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

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

(13) Income Taxes

The Company adopted the provisions of FIN No. 48amuary 1, 2007. The adoption of FIN No. 48 ditaftect the Company’s liability for
unrecognized tax benefits as no new uncertain ¢akipns were recognized. The Companlability for unrecognized tax benefits totalezP
million and $18 million at June 30, 2007 and Japuar2007, respectively. The Company increasedidbdity for unrecognized tax benefits
by $4 million during the first six months of 20QY reflect liabilities for unrecognized tax benefigdated to acquired companies and to reflect
accrued interest and penalties for the period.
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The Company or at least one of its subsidiaries fihcome tax returns in the U.S. federal jurisolicind various states and foreign
jurisdictions. With few exceptions, the Companwydslonger subject to U.S. federal, state and larahor-U.S. income tax examinations by
tax authorities for years before 1999. The InteReenue Service commenced an examination of thep@oy’s U.S. income tax returns for
1999 through 2001. The audit is currently in thpesds process and a resolution is possible wittemext 12 months. The Company does not
expect that any settlement or payment that maytrigem the audit will have a material effect oretGompany’s results of operations or cash
flows.

The Company recognizes accrued interest and pesadtiated to unrecognized tax benefits in incaareekpense on the consolidated
statements of operations. The Company recognizedest and penalties of $1 million and $1 millianridg the three and six months ended
June 30, 2007, respectively and $1 million and $iliam during the three and six months ended JUne2B06, respectively. The Company’s
liability for unrecognized tax benefits includepamximately $10 million and $8 million of accruattérest and penalties at June 30, 2007 anc
January 1, 2007, respectively.

Included in the balance at June 30, 2007 and Jaiu&007, is $4 million and $1 million of tax ptsns related to recently acquired
companies, the disallowance of which would affeet¥aluation of the assets and or liabilities aeliand therefore would not affect the
annual effective income tax rate. The Company daeexpect the liability for unrecognized tax betsedvill change significantly during the
next twelve months ended June 30, 2008; howevarabchanges in the liability for unrecognized benefits could be different than
currently expected.

(14) Industry and Geographic Data

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

Effective January 1, 2007, the Company has refiectesh, cash equivalents and marketable securittee respective segments which hold
the related cash, cash equivalents and marketablgises. Prior year balances have been recladsifi conform to the current period
presentation.

Adjusted EBITDA , as defined by the Company, isinebme (loss) from the consolidated condenseésiatts of operations before (1) gain
(loss) from discontinued operations, (2) incomeegaxX3) total other income (expense), (4) non-gagairment charges included within
restructuring and impairment charges as reportélderconsolidated statements of operations, (S)etégtion and amortization and (6) non-
cash stock compensation expense included withimgeteneral and administrative expenses on theal@ated statements of operations.

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

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedahsenmn-cash nature of these
items. Adjusted EBITDA also excludes interest ineginterest expense, income taxes and gain (lessxiinguishment of debt because tr
items are associated with the Company’s capitédinaind tax structures. Adjusted EBITDA also exelsidepreciation and amortization
expense because these non-cash expenses refleopte of capital investments which managemeriebes should be evaluated through
cash flow measures. Adjusted EBITDA excludes tothér income (expense) because these items arelatsd to the primary operations of
the Company.
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There are limitations to using non-GAAP financiaasures, including the difficulty associated witimparing companies that use similar
performance measures whose calculations may ditier the Company’s calculations. Additionally, tfiisancial measure does not include
certain significant items such as interest incoimerest expense, income taxes, depreciation amdt@ation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossaity extinguishment of debt and net other inc¢expense). Adjusted EBITDA should
not be considered a substitute for other meastr@samcial performance reported in accordance V@HAP.

The data presented in the following tables includésmation for the three and six months endece M 2007 and 2006 for all statement of
operations and cash flow information presented,andf June 30, 2007 and December 31, 2006 foatdhce sheet information presented.
Information related to the acquired businessesdsided from their respective acquisition datesidRee and the related expenses are
attributed to countries based on where serviceprangded.

Industry and geographic segment financial infororafollows. Certain prior year information has beeclassified to conform to the 2007
presentation.

Coal
Communications Mining Other Total
(dollars in millions)

Three Months Ended June 30, 2007

Revenue
North America $ 975 $ 17 $ — $ 992
Europe 60 — — 60
$ 1,035 $ 17 $ — $ 1,052
Adjusted EBITDA:
North America $ 178 $ — 3 1)
Europe 16 — —
$ 194 $ — 3 1)
Capital Expenditures
North America $ 155 $ — $ — $ 155
Europe 15 — — 15
$ 170 $ — $ — $ 170
Depreciation and Amortizatiol
North America $ 227 % 2 $ — $ 229
Europe 18 — — 18
$ 245 % 2 $ — % 247
Six Months Ended June 30, 200
Revenue
North America $ 1,957 $ 36 3 — % 1,99z
Europe 115 — — 115
$ 207z $ 36 $ — $ 2,10¢
Adjusted EBITDA:
North America $ 333 % 2 $ Q)
Europe 29 — —
$ 362 $ 2 3 (1)
Capital Expenditures
North America $ 300 $ — % — % 300
Europe 25 — — 25
$ 325 $ — $ — $ 325
Depreciation and Amortizatiol
North America $ 430 $ 3 $ — % 433
Europe 35 — — 35
$ 465 $ 3 $ — $ 468
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Coal
Communications Mining Other Total
(dollars in millions)

Three Months Ended June 30, 200

Revenue
North America $ 774 % 16 $ — $ 790
Europe 45 — — 45
$ 819 $ 16 $ — 3 835
Adjusted EBITDA:
North America $ 162 $ 2 3 )
Europe 8 — —
$ 170 $ 2 $ (2)
Capital Expenditures
North America $ 62 $ 1 % — $ 63
Europe 10 — — 10
$ 72 $ 1 % — 3 73
Depreciation and Amortizatiol
North America $ 144 $ 1 3 — % 145
Europe 19 — — 19
$ 163 $ 1 % — 3 164
Six Months Ended June 30, 200
Revenue
North America $ 153€ $ 34 3 — % 1,57C
Europe 87 — — 87
$ 1,625 $ 34 $ — $ 1,657
Adjusted EBITDA:
North America $ 293 $% 3 % 3)
Europe 24 — —
$ 317 $ 3 3 (3)
Capital Expenditures
North America $ 112 $ 1 3 — % 113
Europe 18 — — 18
$ 130 $ 1 3 — $ 131
Depreciation and Amortizatiol
North America $ 310 $ 2 $ — $ 312
Europe 39 — — 39
$ 349 $ 2 $ — $ 351
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| dentifiable Assets

June 30, 2007
North America
Europe

December 31, 2006
North America
Europe

Long-Lived Assets (excluding Goodwill)
June 30, 2007

North America

Europe

December 31, 2006
North America
Europe

Goodwill

June 30, 2007
North America
Europe

December 31, 2006
North America
Europe

Coal

Communications Mining Other Total
(dollars in millions)
$ 9,56 $ 111 $ 12 $ 9,68¢
821 — — 821
$ 10,38¢ $ 111 $ 12 $ 10,50¢
$ 9,04z $ 127 $ 18 $ 9,18¢
806 — — 806
$ 9,84¢ $ 127 $ 18 $ 9,994
Coal
Communications Mining Other Total
(dollars in millions)
$ 6,964 $ 71 $ — 9 7,03E
756 — — 756
$ 7,72C $ 71 $ — % 7,791
$ 6,362 $ 88 $ — 9 6,45C
747 — — 747
$ 7,10¢ $ 88 $ — 3 7,197
$ 1,29t $ — 3 — 3 1,29t
$ 1,298 $ — $ — % 1,29t
$ 408 $ — 3 — % 408
$ 408 $ — 3 — 3 408

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

SBC
Contact

Core Other Services Total
(dollars in millions)

Communications Revenue
Three Months Ended June 30, 2007

North America $ 829 $ 70 $ 76 $ 975
Europe 59 1 — 60
$ 88 $ 71 $ 76 9$1,03¢
Six Months Ended June 30, 2007
North America $1,645 $ 153 $ 159 $1,957
Europe 113 2 — 115
$1,75¢ $ 155 $ 159 $2,07Z
Three Months Ended June 30, 2006
North America $ 377 $ 119 $ 278 $ 774
Europe 44 1 — 45
$ 421 $ 120 $ 278 $ 819
Six Months Ended June 30, 2006
North America $ 725 $ 241 $ 570 9$1,53¢
Europe 85 2 — 87
$ 810 $ 243 $ 570 9$1,62:

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

The Wholesale Markets Group services the commuoiteiheeds of large national and global serviceigess, including
carriers, cable companies, wireless companiesyaicé service providers. These customers typidatggrate Level 3 services
into their own products and services to offer titlend user customers. Revenue from the Whol@4atkets Group represent
56% and 57% of Core Communications revenue fothtee and six months ended June 30, 2007, respBctiv

The Business Markets Group targets enterprise gestand regional carriers who value a local, msifmal sales force.
Specific customer markets include small, mediund, lange businesses, local and regional carrieste sind local government
entities, and higher education institutions andsootia. Revenue from the Business Markets Groupesgmted 27% and 26% of
Core Communications revenue for the three and siths ended June 30, 2007, respectively.

The Content Markets Group focuses on serving meaiecontent companies with large and growing badthwieeds.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsyso# service providers,
social networking providers, as well as more tiaddl media distribution companies such as broddcagelevision networks
and sports leagues. Revenue from the Content Matketup represented 10% of Core Communicationswevan both the
three and six months ended June 30, 2007.

The European Markets Group serves large Europessuaters of bandwidth, including the largest Europesad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors. Revenue frofBuhgpean Markets Group represented 7% of Core Canuations revenue
in both the three and six months ended June 3(@,.200

The Company believes that the alignment arouncbouest markets should allow it to drive growth wheéleabling it to better focus on the
needs of the customers. Each group is supportéldebgedicated sales, marketing, service managegtgmer facing operations, and
necessary support resources required to executmemgdse revenue in these key markets.
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The majority of North American revenue consistsefvices delivered within the United States. Thé¢onity of European revenue consists of
services delivered within the United Kingdom, bisbaincludes France and Germany. Transoceanic vevisrallocated to Europe.

The following information provides a reconciliatiohNet Income (Loss) to Adjusted EBITDA by opengtisegment, as defined by the
Company, for the three and six months ended Jun2@®T and 2006:

Three Months Ended June 30, 2007

Discontinued
Information
Communications Coal Mining Other Services
(dollars in millions)
Net Income (Loss $ (199 $ 2 $ @ $ —
Income Tax Provision (Benefi — — — —
Total Other (Income) Expen: 123 — — —
Non-Cash Impairment Char 1 — — —
Depreciation and Amortization Exper 245 2 — —
Non-Cash Compensation Expense 24 — — —
Adjusted EBITDA $ 194 $ — $ 1) $ —
Six Months Ended June 30, 2007
Discontinued
Information
Communications Coal Mining Other Services
(dollars in millions)
Net Income (Loss $ (846) $ 2) % 1) $ —
Income Tax Provision (Benefi 1 1 — —
Total Other (Income) Expen: 693 — — —
Non-Cash Impairment Char 1 — — —
Depreciation and Amortization Exper 465 3 — —
Non-Cash Compensation Expense 48 — — —
Adjusted EBITDA $ 362 $ 2 $ 1) $ —
Three Months Ended June 30, 2006
Discontinued
Information
Communications Coal Mining Other Services
(dollars in millions)
Net Income (Loss $ (224) $ 1 % 1) $ 23
Income from Discontinued Operatio — — — (23)
Income Tax Provision (Benefi — — 1 —
Total Other (Income) Expen: 207 — (2) —
Non-Cash Impairment Char 4 — — —
Depreciation and Amortization Exper 163 1 — —
Non-Cash Compensation Expense 20 — — —
Adjusted EBITDA $ 170 $ 2 3 2) $ —

34




Six Months Ended June 30, 2006

Discontinued

Information
Communications Coal Mining Other Services
(dollars in millions)

Net Income (Loss $ (390) $ 1 % 1) $ 21
Income from Discontinued Operatio — — — (21)
Income Tax Provision (Benefi (2) — 1 —
Total Other (Income) Expen: 318 — 3) —
Non-Cash Impairment Char 7 — — —
Depreciation and Amortization Exper 349 2 — —
Non-Cash Compensation Expense 34 — — —
Adjusted EBITDA $ 317 $ 3 % 3) ¢ —

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

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

Communications, LLC, et al ., a purported class action covering 22 statesq fih state court in Madison County, lllinois. uyJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc., et. al ., a purported two state class action filed inh®. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatiob€, and Williams Communications, LLC were namediafendants irgmith et. al. v.
Sorint Communications Company, L.P., et al. , a purported nationwide class action filed intheted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 20@%el 3 Communication
LLC and Williams Communications, LLC were namediatendants iMcDaniel, et. al., v. Qwest Communications Corporation, et al ., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingptamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfr@ilroads, utilities, and others, and have itetiaiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over wthieltompanies’ fiber optic cable networks
pass, and that the railroads, utilities, and otldrs granted the companies the right to constmdtraaintain their networks did not have the
legal authority to do so. The complaints seek dasam theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receanelimay in the future receive, claims and demagldsed to rights-ofvay issues simile
to the issues in these cases that may be baseanhitar ®r different legal theories. To date, otliggn as noted above, all adjudicated attempts
to have class action status granted on complalatbdgainst the companies or any of their subs&lanvolving claims and demands related
to rights-of-way issues have been denied.

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

Broadwing Class Action

Between May 7, 2001 and June 15, 2001, nine clagmdawsuits were filed in the United States BiistCourt for the Southern District of
New York (the"District Court”) against several hundred issuard anderwriters. The allegations relevant to Bvaad relate to its initial
public offering on behalf of all persons who purebd Broadwing stock between July 28, 2000 andiling bf the complaints. The
complaints include as defendants: Broadwing, itsadors and officers who signed the registratiaeshent in connection with its initial
public offering, and certain of the underwriterattparticipated in the initial public offering. Bxdwing's directors and officers have since
been dismissed from the case, without prejudice. ddmplaints allege that the registration stateraadtprospectus relating to the Broadw
initial public offering contained material misrepemtations and/or omissions in that those docuntiaitsot disclose (1) that certain of the
underwriters had solicited and received undiscldsed and commissions and other economic bensjits §ome investors in connection w
the distribution of the Broadwing common stockhe initial public offering and (2) that
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certain of the underwriters had entered into areamgnts with some investors that were designedstordiand/or inflate the market price for
the Broadwing common stock in the aftermarket folfgy the initial public offering. Insofar as theglate to Broadwing, the complaints ask
the court to award to members of the class the t@hescind their purchases of Broadwing’s comrsimtk (or to be awarded rescissory
damages if the class member has sold the Broadstirolx) and prejudgment and post-judgment intereasonable attorneys’ and experts
witness’ fees and other costs.

On February 15, 2005, the District Court grantesliprinary approval of a proposed settlement agreginetween the plaintiffs and all issuer
defendants, including Broadwing. The proposedesagiht was a $1 billion guaranteed settlement. ierance companies for these
defendants agreed to pay up to $1 billion dollar®tal to the extent that judgment is renderedHerplaintiffs. If the plaintiffs had succeeded
in recovering more than $1 billion from the undetens, the companies that went public, such as @&wzg, would not have to pay any
additional amounts. The defendants’ insurance compavould have been paying the settlement thatswhject to the final approval of the
district court.

On April 21, 2006, one of the underwriters suethis class action, JPMorgan Chase, announcedlamsettt with plaintiffs for $425 million.
On April 24, 2006, a fairness hearing on the pregasettlement was held in which the District Caligitnot rule on the proposed settlement,
but instead took the proposed settlement undesathént. In an appeal by a series of underwritera fhe District Court decision to grant
class certification in this matter the Second Gir@ourt of Appeals (“Second Circuit”) issued arirdpn on December 5, 2006, reversing the
District Court and de-certifying the class. Onulary 7, 2007, plaintiffs filed a petition for relaey with the Second Circuit with respect to
the class certification issue, and the Second €idanied that petition on April, 9, 2007. Theesff of the decertification of the class is that
the proposed settlement cannot go forward. Howeawithstanding the positive developments fordhéendants in this action, the parties
are continuing to negotiate to determine if an appate resolution can be reached.

Negotiations are ongoing and any potential setttemal require new class certification motions, iath are currently due at the end
September 2007. Limited discovery relating tofteus cases will be undertaken while settlemerdugisions proceed. Should no settlement
be reached, the Company believes that it has mieutdefenses to plaintiffs’ allegations and wijorously assert those defenses.

Other Litigation

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

Letters of Credit

It is customary in Level 3's industries to use was financial instruments in the normal courseusiess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Z&ccordance with specified terms and
conditions. As of June 30, 2007, Level 3 had outitag letters of credit of approximately $35 mitliovhich are collateralized by cash and
which are reflected on the consolidated balancetskerestricted cash.

(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%cE&iotes were
registered with the Securities and Exchange Coniomiss 2005. The Company repurchased $497 miltibthe 10.75% notes
in 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 repurchasedfild@n of the Floating Rate Senior Notes due 2@012007.

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

* In October 2006, Level 3 Financing issued $600iamibf 9.25% Senior Notes due 2014 and in Decerfbe6 issued an
additional $650 million of 9.25% Senior Notes dd 2.
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* In February 2007, Level 3 Financing issued $700ianilof 8.75% Senior Notes due 2017 and $300 nmltié Floating Rate
Senior Notes due 2015.

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

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

In conjunction with the registration of the 10.73#nior Notes, Floating Rate Senior Notes due 202.25% Senior Notes due 2013, 9.25%
Senior Notes due 2014, 8.75% Senior Notes due a0d Floating Rate Senior Notes due 2015 the accoymmcondensed consolidating
financial information has been prepared and presigptirsuant to SEC Regulation S-X Rule 3-10 “Firerstatements of guarantors and
affiliates whose securities collateralize an issgistered or being registered.”

Condensed Consolidating Statements of Operatiarthéathree and six months ended June 30, 2002@0@! follow. Level 3

Communications, LLC leases equipment and certaitiitias from other wholly owned subsidiaries oflsd 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.
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Condensed Consolidating Statements of Operations
For the three months ended June 30, 2007

(unaudited)
Broadwing
Level 3 Level 3 Financial
Communications, Level 3 Communications, Services, Other
Inc. Financing, Inc. LLC Inc. Subsidiaries _Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 346 $ — $ 744 $ (38)$ 1,05z
Costs and Expense
Cost of Revenu — — 135 — 355 (36) 454
Depreciation and
Amortization — — 89 — 158 — 247
Selling, General and
Administrative — — 345 — 85 (2) 428
Restructuring and
Impairment Charge — — 1 — 1 — 2
Total Costs and Expens — — 570 — 599 (38) 1,131
Operating Income (Loss) — — (224) — 145 — (79)
Other Income (Loss), ne
Interest Incomt — — 10 — 2 — 12
Interest Expens (40) (95) — (1) (2) — (138)
Interest Income
(Expense) Affiliates, ne 188 249 (453) — 16 — —
Equity in Net Earnings
(Losses) of Subsidiarie (350) (504) 135 — — 719 —
Other Income (Expense) — — 2 — 1 — 3
Other Income (Loss) (202 (350) (306) (1) 17 719 (123
Income (Loss) from
Continuing
Operations Before
Income Taxe: (202 (350) (530) 1) 162 719 (202)
Income Tax Expense — — — — — — —
Income (Loss) from
Continuing Operation (202 (350) (530) Q) 162 719 (202
Income (Loss) from
Discontinued Operatior — — — — — — —
Net Income (Loss $ (202) $ (350) $ (530) $ s 162 $ 719 $ (202
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Condensed Consolidating Statements of Operations
For the six months ended June 30, 2007

(unaudited)
Broadwing
Level 3 Level 3 Financial
Communications, Level 3 Communications, Services, Other
Inc. Financing, Inc. LLC Inc. Subsidiaries _Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 700 $ 27 $ 1,482 $ (102)$ 2,10¢
Costs and Expense
Cost of Revenu — — 269 — 722 (72) 920
Depreciation and
Amortization — — 170 — 298 — 468
Selling, General and
Administrative 2 — 665 27 205 (32) 868
Restructuring and
Impairment Charge — — 5 — 1 — 6
Total Costs and Expens 2 — 1,10¢ 27 1,22¢ (102) 2,262
Operating Income (Loss) (2) — (409) — 257 — (154)
Other Income (Loss), ne
Interest Incom 1 — 27 — 5 — 33
Interest Expens (123) (174) — (1) (5) — (303)
Interest Income
(Expense) Affiliates, ne 400 474 (905) — 31 — —
Equity in Net Earnings
(Losses) of Subsidiarie (726) (998) 223 — — 1,501 —
Other Income (Expense) (399) (28) 4 — — — (423)
Other Income (Loss) (847) (726) (651) (1) 31 1,501 (693)
Income (Loss) from
Continuing
Operations Before
Income Taxe: (849 (726) (1,060) 1) 288 1,501 (847)
Income Tax Expense — — — — (2) — (2)
Income (Loss) from
Continuing Operation (849) (726) (2,060 Q) 286 1,501 (849)
Income (Loss) from
Discontinued Operatior — — — — — — —
Net Income (Loss $ (849 $ (726) $ (1,060) $ DL 286 $ 1,501 $ (849
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Condensed Consolidating Statements of Operations
For the three months ended June 30, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 323 $ 575 $ (63) $835
Costs and Expense
Cost of Revenu — — 139 321 (61) 399
Depreciation and Amortizatic — — 83 81 — 164
Selling, General and Administrati 2 — 198 85 (2) 283
Restructuring and Impairment Charges — — 3 4 — 7
Total Costs and Expenses 2 — 423 491 (63) 853
Operating Income (Loss) (2) — (100) 84 — (18)
Other Income (Loss), ne
Interest Incom: 5 — 10 1 — 16
Interest Expens (112) (58) — (2) — (170
Interest Income (Expense) Affiliates, 1 218 166 (389) 5 — —
Equity in Net Earnings (Losses)
of Subsidiarie: (312) (365) 59 — 617 —
Other Income (Expense) — (54) 2 1 — (51)
Other Income (Loss) (199) (311) (318) 6 617 (205
Income (Loss) from Continuing Operations
Before Income Taxe (201) (312) (418) 90 617 (223
Income Tax Expense — — — (1) — (1)
Income (Loss) from Continuing Operations (201) (311) (418) 89 617  (224)
Income from Discontinued Operations — — — 23 — 23
Net Income (Loss $ (201) $ (311 $ (418) $ 112 $ 617 $(201)
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Condensed Consolidating Statements of Operations
For the six months ended June 30, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — 3 — 3 643 $ 1,12z $ (109) $1,657
Costs and Expense
Cost of Revenu — — 271 644 (104) 811
Depreciation and Amortizatic — — 192 159 — 351
Selling, General and Administrati 2 — 384 178 (5) 559
Restructuring and Impairment Charges — — 7 4 — 11
Total Costs and Expenses 2 — 854 985 (109) 1,732
Operating Income (LosS) (2) — (211) 138 — (75)
Other Income (Loss), ne
Interest Incom: 9 — 13 3 — 25
Interest Expens (222) (95) — 3) — (320)
Interest Income (Expense) Affiliates, 1 427 324 (767) 16 — —
Equity in Net Earnings (Losses)
of Subsidiarie: (609) (784) 101 — 1,292 —
Other Income (Expense) 28 (54) 2 4 — (20)
Other Income (Loss) (367) (609) (651) 20 1,292 (315
Income (Loss) from Continuing Operations
Before Income Taxe (369) (609) (862) 158 1,29z (390)
Income Tax (Expense) Benefit — — — — — —
Income (Loss) from Continuing Operations (369) (609) (862) 158 1,292 (390)
Income from Discontinued Operations — — — 21 — 21
Net Income (Loss $ (369) $ (609 $ (862) $ 179 $ 1,292 $ (369)
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Condensed Consolidating Balance Sheets as of IyrgH37 and December 31, 2006 follow:

Condensed Consolidating Balance Sheets
June 30, 2007

(unaudited)
Broadwing
Level 3 Level 3 Financial
Communications, Level 3 Communications, Services, Other
Financing, Inc. Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets
Cash and cash
equivalents $ — $ 25 $ 643 $ — $ 71 $ — % 739
Marketable securitie 66 — — — 2 — 68
Restricted cash and
securities — — 19 — 9 — 28
Accounts receivable, n — — 139 — 316 — 455
Due from (to) affiliates 10,23¢ 8,242 (29,897 20 1,39¢ — —
Other 8 8 50 — 67 — 133
Total Current Assets 10,31C 8,27¢ (19,040 20 1,85¢ — 1,42:
Property, Plant and
Equipment, ne — — 3,271 — 3,45¢ — 6,72€
Restricted Cash and
Securities 17 — — — 75 — 92
Goodwill and Other
Intangibles, ne — — 161 — 1,944 — 2,10t
Investment in Subsidiarie (6,41€) (10,467 4,26€ — — 12,61¢ —
Other Assets, net 21 91 12 — 36 — 160
Total Assets $ 3,932 $ (2,101) $ (11,328 $ 20 $ 7,371 $ 12,61 $ 10,50¢
Liabilities and
Stockholders’ Equity
(Deficit)
Current Liabilities:
Accounts payabl $ — $ — $ 156 $ — $ 245 $ — $ 401
Current portion of long-
term debt 25 — — 1 5 — 31
Accrued payroll and
employee benefit — — 74 — 8 — 82
Accrued interes 27 96 — — 1 — 124
Deferred revenu — — 104 — 67 — 171
Other — 1 55 — 118 — 174
Total Current Liabilities 52 97 389 1 444 — 983
Long-Term Debt, less
current portior 2,504 4,21¢ — 20 86 — 6,82¢
Deferred Revenu — — 648 — 124 — 772
Other Liabilities 42 — 205 — 345 — 592
Stockholders’ Equity
(Deficit) 1,334 (6,41€) (12,570 (1) 6,372 12,61¢ 1,334
Total Liabilities and
Stockholders’ Equity
(Deficit) 3,932 $ (2,101 $ (11,32¢) $ 20 $ 7,371 $ 12,61t $ 10,50¢
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Condensed Consolidating Balance Sheets
December 31, 2006

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

Assets
Current Assets

Cash and cash equivalel $ 15 $ 12 $ 1,592 $ 62 $ — $1,681

Marketable securitie 235 — — — — 235

Restricted cash and securit — — 31 15 — 46

Accounts receivable, n — — 97 229 — 326

Due from (to) affiliates 11,182 6,432 (18,637) 1,01€ — —

Other 17 6 41 37 — 101
Total Current Assets 11,45(C 6,45C (16,870) 1,35¢ —  2,38¢
Property, Plant and Equipment, | — — 3,26¢ 3,20C — 6,46¢
Restricted Cash and Securit 17 — — 73 — 90
Goodwill and Other Intangibles, n — — 44 875 — 919
Investment in Subsidiarie (6,419 (10,270 2,63¢ — 13,95( —
Other Assets, net 43 41 12 32 — 128
Total Assets $ 5091 $ (3,679 $ (10,907) $ 553¢ $ 13,95( $9,994
Liabilities and Stockholders’ Equity

(Deficit)
Current Liabilities:

Accounts payabl $ — 3 1 $ 160 $ 230 $ — $ 391

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

Accrued payroll and employee bene — — 59 33 — 92

Accrued interes 93 49 — 1 — 143

Deferred revenu — — 98 44 — 142

Other 1 2 56 97 — 156
Total Current Liabilities 94 52 373 410 — 929
Long-Term Debt, less current portit 4,581 2,68¢ — 88 — 7,357
Deferred Revenu — — 628 125 — 753
Other Liabilities 42 — 199 340 — 581
Stockholders’ Equity (Deficit) 374 (6,419 (12,10%) 4,57€ 13,95( 374
Total Liabilities and Stockholders’ Equity

(Deficit) $ 5091 $ (3,679 $ (10,907 $ 553¢ $ 13,95( $9,994
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Condensed Consolidating Statements of Cash Flomthéosix months ended June 30, 2007 and 2008xfollo

Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2007

(unaudited)
Broadwing
Level 3 Level 3 Financial
Communications, Level 3 Communications, Services, Other
Inc. Financing, Inc. LLC Inc. Subsidiaries _Eliminations Total

(dollars in millions)

Net Cash Provided by (Us:
in) Operating Activities $ (162 $ 117 $ (166) $ 14) % 395 $ — $ (69

Cash Flows from Investing
Activities:
Proceeds from sale and
maturity of marketable
securities 235 — — — 53 — 288
Decrease (increase) in
restricted cash and

securities — — 6 — 7 — 13
Capital expenditure — — (136) — (189) — (325)
Acquisitions, net of cash

acquired — — (883) — 261 — (622

Proceeds from sale of
property, plant and
equipment and other

assets — — 1 — 1 — 2
Net Cash Provided by (Us:
in) Investing Activities 235 — (1,012 — 133 — (644)

Cash Flows from Financing
Activities:
Long-term debt
borrowings, net of

issuance cos! — 2,352 — — — — 2,352
Payments and repurchase
of long-term debt (1,619 (887) — — (109) — (2,615

Proceeds from warrants
and stock-based

compensation plar 24 — — — — — 24
Increase (decrease) due
from affiliates, ne 1,507 (1,335) 227 14 (413) — —
Net Cash Provided by (Us:
in) Financing Activities (88) 130 227 14 (522 — (239)

Net Cash Used i
Discontinued Operatior — — — — — — —

Effect of Exchange Rates on

Cash and Cash Equivalel — — 2 — 3 — 5
Net Change in Cash and Cz

Equivalents (15) 13 (949) — 9 — (942
Cash and Cash Equivalents

at Beginning of Perio 15 12 1,592 — 62 — 1,681
Cash and Cash Equivalents

at End of Periol $ — 3 25 $ 643 $ — 3 71 $ — $ 739
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Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2006

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

(dollars in millions)
Net Cash Provided by (Used in) Operat
Activities of Continuing Operatior $ a71) $ (69) $ (18) $ 311 $ — $ 53
Cash Flows from Investing Activitie
Proceeds from sale and

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

securities — — — (12) — (12)
Capital expenditure — — (68) (63) —  (13)
Acquisition, net of cash acquirt — — (88) 6 — (82)
Distributions from discontinued operations, — — — 2 — 2
Proceeds from sale of property, plant and

equipment and other ass — — 2 — — 2

Net Cash Provided by (Used in) Invest

Activities — 5 (252) (67) — (319
Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance
costs 326 681 — — — 1,007
Payments and repurchases of -term debt (52) (53) — — —  (1049)
Equity offering 543 — — — — 543
Increase (decrease) due from affiliates, net (666) (556) 1,46€ (246) — —
Net Cash Provided by (Used in) Financ

Activities 152 72 1,46¢ (246) — 1,44¢
Net Cash Provided by Discontinued Operati — — — 14 — 14
Effect of Exchange Rates on Cash and Cash

Equivalents — — 8 (1) — 7
Net Change in Cash and Cash Equival (29) 8 1,20¢ 11 — 1,20€
Cash and Cash Equivalents at Beginning of

Period (includes cash of discontinued

operations 37 8 275 132 — 452
Cash and Cash Equivalents at End of Period $ 18 $ 16 $ 1,481 $ 143 $ — $1,65€

(17) Subsequent Event

Servecast Acquisition

On July 11, 2007, Level 3 acquired Servecast Lih{tServecast”), a Dublin-based provider of livalam-demand video management and
streaming services for broadband and mobile plai$orLevel 3 paid approximate®/33 million, or approximately $45 million, in cash t
complete the acquisition of Servecast.

Servecast offers publishing and distribution tdotsvideo rights holders to monetize their digéiskets. These tools enable customers to

manage, protect, deliver and track online audio\adelo content. Servecast provides a self-sepliaform that supports multiple stream
rates, languages, currencies and formats.
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Item 2. Management’s Discussion and Analysef Financial Condition and Results of Operations

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

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

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

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

Communications Services

The Company is a facilities based provider of aadrmange of communications services. Revenuediomeunications services is recognized
on a monthly basis as these services are proviBedcontracts involving private line, waveleng#ml dark fiber services, Level 3 may
receive up-front payments for services to be detiddor a period of up to 20 years. In these &itna, Level 3 defers the revenue and
amortizes it on a straight-line basis to earninger ¢he term of the contract.

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

. SBC Contract Services

Each category of revenue is in a different phagb@ftervice life cycle, requiring different levelsinvestment and focus and providing
different contributions to the Company’s AdjusteBIEDA. Management of Level 3 believes that growthievenue from its Core
Communications Services is critical to the longrtesuccess of its communications business. Atdhgegime, the Company believes it must
continue to manage effectively the positive castvfl from its SBC Contract Services and its Othem@ainications Services including the
Company’s mature managed modem business andatsdeleciprocal compensation. The Core Communigatservices group includes
transport and infrastructure, IP and data serviagise and Level 3 Vyvx video and advertising disition services. The Other
Communications Services group includes managed meaha related reciprocal compensation and the Yegemaged IP service business.
The SBC Contract Services product group includethalrevenues related to the SBC Master Serviggsément contract, which was
obtained in the December 23, 2005 acquisition difdliCommunications Group, LLC (“WilTel”) .

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

IP and data services primarily include the Compatmgh speed Internet access service, dedicateth#itaccess (“DIA"service, frame rele
services, virtual private network (“VPN”") servicethernet services and content delivery networlD(NC) services. Level 3's Internet access
service is a high quality and high-speed Intergetas service offered in a variety of capacitielse Company’s IP-VPN services permit
businesses of any size to replace multiple netwaiits a single, cost-effective solution that grgaimplifies the converged transmission of
voice, video, and data.
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The conversion from narrow band dial-up servicesigher speed broadband services continues toaiserdemand for the Company’s Core
communications services. Revenue growth in thia erelependent on the continued increase in usageth enterprises and consumers and
the pricing environment. An increase in the religband security of information transmitted oveetinternet and declines in the cost to
transmit data have resulted in increased utilinatibe-commerce or web based services by busineBsissmarket is currently characterized
by significant price compression and very high Is\a# unit growth rates, resulting in growth in ahge revenue.

The Company continues to experience pricing presiuirthose transport and infrastructure custortretsrequire simple, low quality, point-
to-point services, as competitors aggressivelyymitkis business. However, Level 3 believes thatpetitors are less willing to discount
these services if it requires investment in incretalecapacity to meet the customer’s requiremehts. those customers that provide high
quality content or require a combination of tramspl® and voice solutions on a regional or natigrhatform, Level 3 is seeing moderate pi
compression and, in some cases, prices are inogeasi

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

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

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

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

The Company expects to continue to develop itsezdrdistribution services through the acquisitibthe Content Delivery Network
(“CDN") services business (“CDN Business”) whiclpitirchased in the first quarter of 2007 from SAVMIE. for $134 million in cash
(including transaction costs) and the acquisitibBervecast Ltd. which it purchased on July 11,72fa0 approximately $45 million in cash.
The Company believes that the addition of the CDUNiBess with its strong, broad portfolio of patesiis help the Company secure its
commercial efforts in the CDN market in which a ragnof competitors have significant, patented lattial property.

The Company’s Other Communications Services aremaervices that are not areas of emphasis faCdimepany. Other Communications
Services currently include managed modem, relaeigrocal compensation and legacy managed IP sstvic

The Company and its customers continue to see omrsumigrate from narrow band dial-up servicesighér speed broadband services as
the narrow band market matures. Additionally, Arm@i©®nline, a primary consumer of the Company’s-dpabervices, announced a strategic
change in its approach to its dial-up internet asdrisiness that has accelerated the loss ofitslisubscribers. During the first half of 20
the America Online strategy accelerated the dedatimanaged modem revenue and is expected to boterio further declines in managed
modem revenue in the second half of 2007 and kkybme Company recognized approximately $46 mildod $100 million of managed
modem revenue in the three and six months endezl w2007, respectively, an approximate 40% afd @écline from the $77 million and
$156 million of managed modem revenue recognizetérthree and six months ended June 30, 2006&ateply. The declines in managed
modem revenue from America Online in the first ldlR007 have been offset to some extent by amase in market share as a result of
certain competitors exiting segments of this bussria the second half of 2006 and first quarte2Qif7. Level 3 believes that the low-cost
structure of its network will enable it to compébe new business in the declining, but still sigeaht, managed modem market.
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Level 3 receives compensation from other carridrsmit terminates traffic originating on those &’ networks. This reciprocal
compensation is based on interconnection agreemétfitshe respective carriers or rates mandateth®y=CC. The Company earns the
majority of its reciprocal compensation revenuerfrproviding managed modem services. The Compaalgisbeginning to receive
increasing amounts of reciprocal compensation fitsmoice services.

Legacy managed IP services primarily include lowespservices over ATM and frame technology, as agthanaged security services. The
Company’s legacy Internet access business comsistarily of a business that was acquired in 20aB8date, the Company has elected not to
pursue additional customers and to limit the capitzested in this component of its business.

The SBC Contract Services Agreement was an agradymaemeen SBC Services Inc. and WilTel and wasinbthin the WilTel acquisition i
December 2005. Recently, SBC Services Inc. becasubsidiary of AT&T Inc., (together “SBC"WilTel and SBC amended their agreem
in June 2005 to run through 2009. The Company mgized approximately $76 million and $159 millionrefzenue under the SBC Contract
Services Agreement during the three and six moerlded June 30, 2007, respectively. The agreemewidgs a gross margin purchase
commitment of $335 million from December 2005 thgbuhe end of 2007, and $75 million from Januar§&through the end of 2009.
Through June 30, 2007, SBC had satisfied $325aniltif the initial $335 million gross margin purckaommitment, and therefore the
remaining minimum gross margin commitment underatpeement as of June 30, 2007 was approximatéyrilion for the period through
the end of 2007, and $75 million from January 26808ugh the end of 2009. Originating and termirgticcess charges paid to local phone
companies are passed through to SBC in accordaititefiormula that approximates cost.

Additionally, the SBC Contract Services Agreemaiviiles for the payment of $50 million from SBQértain performance criteria are met
by Level 3. The Company met the required performasriteria and recorded revenue of $25 million@@& under the agreement. During the
first and second quarter of 2007, the Company misbthe required monthly performance criteria awbrded revenue under the agreeme
$3 million and $6 million for the three and six ntles ended June 30, 2007, respectively. Levekldile to earn another $19 million duri
the remainder of 2007 if it meets the performarrgerta. Of the annual amounts, 50% is based ontntpperformance criteria and the
remaining 50% is based on performance criteriatferfull year. The Company expects to earn the igmgperformance payment during
2007.

As a result of the reductions in SBC Contract Smwirevenue and the overall increase in revenue diaquisition activity, concentration of
revenue among a limited number of customers hazdsed compared to previous periods and is expeximahtinue to decline during the
remainder of 2007. However, if Level 3 would l@s® or more major customers, or if one or more majstomers significantly decreasec
orders for Level 3 services, the Company’s commatioas business could be materially and adverdédgted.
Level 3's management continues to review all of@lmenpany’s existing lines of business and servftariags to determine how those lines
of business and service offerings assist with tam@any’s focus on delivery of communications se¥siand meeting its financial objectives.
To the extent that certain lines of business, lmssisegments or service offerings are not consideree compatible with the delivery of the
Company’s services or with obtaining financial aijees, Level 3 may exit those lines of businessjmess segments or stop offering those
services.
The Company is focusing its attention on the follgywoperational objectives:

*  Completing the integration of acquired businesses

e Growing revenue in Core Communications Services

«  Developing its metro network strategy and enteepbigsiness

e Continuing to show improvements in Adjusted EBITB# a percentage of revenue

e Managing cash flows provided by its Other Commuindces Services and SBC Contract Services.
Management of Level 3 believes the introduction@iv services or technologies, as well as the fudbgelopment of existing technologies,

may reduce the cost or increase the supply ofioestavices similar to those provided by Levellhe ability of the Company to anticipate,
adapt and invest in these technology changesimedyt manner may affect the Company’s future susces
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The Company completed the initial planned deploytnoéthe next generation of optical transport tetbgy in its North American and
European networks in the fourth quarter of 2005 eendly in the first quarter of 2006, respectivelfhe Company also decided to deploy the
technology for additional routes in North AmerigedéEurope and completed the deployments on thegesin 2006. The Company
completed an upgrade of its IP backbone technaloglye fourth quarter of 2005. Level 3 believed thés deployment of new equipment to
the existing network equipment will allow the Compado both increase the amount of traffic it camer the network and lower the cost of
providing services.

To expand its service offerings in Europe, the Canypis investing approximately $20 million for arkléiber based expansion in nine
European markets. Portions of this expansion wengpteted in 2006 and the first half of 2007. Ther@any expects to complete the
remainder of the expansion in the second half 6720 he dark fiber is expected to replace or supple existing wavelength capacity.

The communications industry continues to consatidaével 3 has participated in this process withabquisitions of WilTel in 2005;
Progress Telecom, LLC (“Progress Telecom”); ICG @Gumications, Inc. (“ICG Communications”); TelCovVa¢. (“TelCove”)and Looking
Glass Networks Holding Co., Inc. (“Looking Glas&1)2006; and Broadwing Corporation (“Broadwing”)datne CDN Business in
January 2007. On July 11, 2007, Level 3 acquirage®ast Ltd., a Dublin, Ireland provider of livedaon-demand video management and
streaming services for broadband and mobile plai$ot evel 3 will continue to evaluate consolidatapportunities and could make
additional acquisitions in the future.

The successful integration of acquired businesgedievel 3 is important to the success of Levdltse Company must identify synergies |
integrate the networks and support organizatiolmdlevwnaintaining the service quality levels expddg customers in order to realize the
anticipated benefits of these acquisitions. Sudoksgegration of these acquired businesses veijehd on the Company’s ability to manage
these operations, realize opportunities for revagroavth presented by strengthened service offer@mgsexpanded geographic market
coverage and to eliminate redundant and excess tw8illy realize the expected synergies. If tlpany is not able to efficiently and
effectively integrate the acquired businesses eraifons, the Company may experience material negadnsequences to its business,
financial condition or results of operations.

During the second quarter of 2007, the Companysd&lan increase in service activation times asudtref continuing to use the multiple
order entry and provisioning processes and systieatsvere operated by the acquired companies. ifitiisase in service activation cycle
time had a negative effect on the rate of Core Camoations Services revenue growth during the se:cprarter of 2007. As a result of
consolidating key operational functions and orgaiiims as part of the integration effort, the Compsoperating environment has become
more complex in the short term.

The Company has ongoing process and system develgpnork that is being implemented as part of tiegration efforts that is expectec
provide significant improvements to operations.e pinocesses and systems under development ardexpede deployed beginning in the
third quarter of 2007, with additional deploymestfieduled through 2008. While the operational fiksneary by each project, the Company
expects to realize meaningful improvements tojisrating environment during the second half of 200ie Company is also taking current
steps to improve the interim processes and sydeaddress the increase in service activation tianelsexpects to see improvement in our
operations over the course of the third and fogctarter of 2007.

Level 3 has embarked on a strategy to expand iterumetro presence. The strategy will allow tlenPany to increasingly terminate traffic
over its owned metro facilities rather than paytimigd parties to terminate the traffic. Level 3islay to provide high-speed bandwidth
directly to customer facilities is expected to bepapetitive advantage. The Company intends tr @fforoad range of services in these
markets and concentrate its sales efforts on bafidwitensive businesses. The expansion into netromearkets should also provide
additional opportunities to sell services on thenpany’s national and international networks. Thag/imetro strategy includes the
acquisitions of Progress Telecom, ICG CommunicatidelCove and Looking Glass. As part of its metrategy, and as a result of the
acquisition of TelCove in the third quarter of 200& Broadwing in the first quarter of 2007, ther@any is also targeting enterprise
customers directly through its recently creatediBess Markets Group described in more detail belfith the acquisition of the CDN
Business in the first quarter of 2007 and Servedakin July 2007, Level 3 embarked on a strateggxpand its CDN services.

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

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

The Wholesale Markets Group services the communitaheeds of large national and global serviceigess, including
carriers, cable companies, wireless companiesyaicé service providers. These customers typidatlgrate Level 3 services
into their own products and services to offer titlend user customers. Revenue from the Wholdsatkets Group represent
56% and 57% of Core Communications revenue fothtee and six months ended June 30, 2007, respBctiv

*  The Business Markets Group targets enterprise gus®and regional carriers who value a local, psitmal sales force.
Specific customer markets include small, mediund, lange businesses, local and regional carrieste sind local government
entities, and higher education institutions andsootia. Revenue from the Business
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Markets Group represented 27% and 26% of Core Canuaiions revenue for the three and six months @ddee 30, 2007,
respectively.

»  The Content Markets Group focuses on serving mealiacontent companies with large and growing badtihwieeds.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsysott service providers,
social networking providers, as well as more tiaddl media distribution companies such as broddcagelevision networks
and sports leagues. Revenue from the Content Magketup represented 10% of Core Communicationswevéor both the
three and six months ended June 30, 2007.

e  The European Markets Group serves large Europeasuanters of bandwidth, including the European atefmational carriers,
large system integrators, voice service provideable operators, Internet service providers, cdrgeaviders, and government
and education sectors. Revenue from the EuropeaketéaGroup represented 7% of Core Communicatiewnsnue for both the
three and six months ended June 30, 2007.

The Company believes that the alignment arouncbouest markets should allow it to drive growth wheéleabling it to better focus on the
needs of the customers. Each group is supportéldebgedicated sales, marketing, service managegtgmer facing operations, and
necessary support resources required to executmemgdse revenue in these key markets.

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

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

In February 2007, Level 3 Financing, Inc., a whallyned subsidiary of Level 3 (“Level 3 Financings¥ued $700 million of its 8.75% Sen
Notes due 2017 and $300 million of its FloatingdR&enior Notes due 2015 and received net procdek®8a@ million. The proceeds fro
these private offerings were used to refinanceettevel 3 Financing debt and to fund the costasfstruction, installation, acquisition,
lease, development or improvement of other assdis uised in Level 3's communications business.

In March 2007, Level 3 Financing refinanced itsisesecured credit agreement and received net pdscef $1.382 billion. The proceeds
from this transaction were used to repay the egs$i730 million Senior Secured Term Loan due 20id ather debt. The effect of this
transaction was to increase the amount of sen@ured debt from $730 million to $1.4 billion, reduthe interest rate on that debt from the
London Interbank Offering Rate (“LIBOR”) plus 3.00@%LIBOR plus 2.25% and extend the final matufiym 2011 to 2014. The Company
recognized a $10 million loss on the repaymenhefaxisting $730 million Senior Secured Term Loaa 8011 related to unamortized debt
issuance costs.

During the first quarter of 2007, the Company redeé the entire outstanding principal of the follogiidebt issuances totaling $722 million:
*  $488 million of 12.875% Senior Notes due 2010 ptiee equal to 102.146 of the principal amount.

*  $96 million of 11.25% Senior Notes due 2010 atiegpequal to 101.875 of the principal amount.

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

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

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

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

e $677 million of its outstanding 11.5% Senior Notiee 2010 at a price equal to $1,115.26 per $1,6@8ipal amount of the
notes, which included $1,085.26 as the tender effasideration and $30 as a consent payment.
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*  $61 million (€46 million) of its outstanding 10.75%enior Euro Notes due 2008 at a price equal 1068145 per €1,000
principal amount of the notes, which included €1,43 as the tender offer consideration and €30casmsent payment.

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

In the first quarter, for total cash consideratdi$106 million and equity consideration of 17 il shares of common stock (valued at $97
million) all of Broadwing’s outstanding $180 milticaggregate principal amount of 3.125% Convert8#aior Debentures due 2026 were
retired. These debentures were issued by Broadwingto Level 3's acquisition of Broadwing on dany 3, 2007. There was no gain or
loss recognized due to the fact that, under puechasounting, the liability for the notes was valag the total cost to retire the obligation.

The Company will continue to look for opportunitiesimprove its financial position in 2007 and fsdts resources on growing revenue and
managing costs for the communications business.

Information Services

The Company completed the disposition of its refngisubsidiary in the information services busin&ssftware Spectrum, Inc. on
September 7, 2006. The results of operations iaaddial position for Software Spectrum, Inc. aglacted as discontinued operations for all
periods presented in this report.

Coal Mining

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

Critical Accounting Policies

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

In June 2006, the FASB issued Interpretation No:'ABcounting for Uncertainty in Income Taxes—Aurtdrpretation of FASB Statement
No. 10¢" (“FIN No. 48”), which was effective for Level 3arting January 1, 2007. FIN No. 48 clarifies tieeaunting for uncertainty in
income taxes recognized in an enterprise’s findistéements in accordance with FASB StatementlN8, “Accounting for Income Taxes”.
FIN No. 48 also prescribes a recognition threslanld measurement attribute for the financial staremeeognition and measurement of a tax
position taken or expected to be taken in a taxmehat results in a tax benefit. AdditionallyN-FNo. 48 provides guidance on de-
recognition, income statement classification oéiiast and penalties, accounting in interim peraus disclosure. The Company’s policy is to
recognize interest and penalty expense associatedimcertain tax positions as a component of inedéax expense in the consolidated
statements of operations. The adoption of FIN Nodidl not have an effect on the Company’s constditlaesults of operations or financial
condition for the three and six months ended araf dsine 30, 2007.

In June 2006, the FASB ratified the consensus difr ldsue No. 06-3, “How Taxes Collected from Custesrand Remitted to Governmental
Authorities Should Be Presented in the Income 8tatg” (“EITF No. 06-3"), which was effective for kel 3 starting January 1, 2007. The
scope of EITF No. 06-3 includes any tax assessaddnvernmental authority that is directly imposecda revenue-producing transaction
between a seller and a customer and may includeés lbot limited to, sales, use, value added, UsizkeService Fund (“USF”) contributions
and some excise taxes. The Task Force concludedrtifies should present these taxes in the incatatement on either a gross or a net
basis, based on their accounting policy, which khba disclosed pursuant to APB Opinion No. 22 sitlosure of Accounting Policies”. If
such taxes are significant and are presented 00ss fjasis, the amounts of those taxes shouldsbsed. The Company currently records
USF contributions on a gross basis in its constdidiatatements of operations, but records salesyaie added and excise taxes billed to its
customers on a net basis in its consolidated sttemof operations. Communications revenue ondhsalidated statements of operations
includes USF contributions totaling $17 million @0 million for the three
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and six months ended June 30, 2007, respectivety$s million and $9 million for the three and swonths ended June 30, 2006,
respectively. The adoption of EITF No. 06-3 did have a material effect on the Company’s const#idiaesults of operations or financial
condition for the three and six months ended anaf dsine 30, 2007 as the policy followed was cdanishefore and after adoption.

In September 2006, the FASB issued SFAS No. 158ir Value Measurements” (“SFAS No. 157") which de® fair value, establishes a
framework for measuring fair value in generallyguted accounting principles, and expands disclesalveut fair value measurements. Sk
No. 157 does not require any new fair value measengs, but provides guidance on how to measuredie by providing a fair valu
hierarchy used to classify the source of the infifam. This statement is effective for fiscal yeleginning after November 15, 2007 and
interim periods within that fiscal year. The Compascurrently assessing the potential effect thatadoption of SFAS No. 157 will have on
its consolidated results of operations or financaidition.

On February 15, 2007, the FASB issued SFAS No. ‘TB®% Fair Value Option for Financial Assets anddficial Liabilities - Including an
Amendment of FASB Statement No. 115" (“SFAS No.”)59 his standard permits an entity to choose to measany financial instrumer
and certain other items at fair value. Most ofphevisions in SFAS No. 159 are elective; howevse,dmendment to FASB Statement No.
115, “Accounting for Certain Investments in Debtld&quity Securities”, applies to all entities withailable-for-sale and trading securities.
The FASB's stated objective in issuing this staddaras follows: “to improve financial reporting pyoviding entities with the opportunity to
mitigate volatility in reported earnings causedngasuring related assets and liabilities diffegewithout having to apply complex hedge
accounting provisions.The fair value option established by SFAS No. 188mits all entities to choose to measure eligitdms at fair valu
at specified election dates. A business entity igflort unrealized gains and losses on items faclwtie fair value option has been elected in
earnings at each subsequent reporting date. SFA339 is effective for fiscal years beginning aftovember 15, 2007. The Company is
currently assessing whether fair value accounsrappropriate for any of its eligible items andssessing the potential effect that the
adoption of SFAS No. 159 will have on its consdiéthresults of operations or financial condition.

Results of Operations for the Three and Six monthEnded June 30, 2007 and 2006:

Three Months Ended Six Months Ended
June 30  June 30. Change June 30  June 30 Change
(dollars in millions) 2007 2006 % 2007 2006 %
Revenue
Communication: $1,03t $ 819 26% $2,07z $1,62¢ 28%
Coal mining 17 16 6% 36 34 6%
Total revenue 1,052 835 26% 2,10¢ 1,657 27%
Costs and Expense
Cost of revenue (exclusive of depreciation and dizeion
shown separately below
Communication: 437 385 14% 887 781 14%
Coal mining 17 14 21% 33 30 10%
Cost of revenu 454 399 14% 920 811 13%
Depreciation and amortizatic 247 164 51% 468 351 33%
Selling, general and administrati 428 283 51% 868 559 55%
Restructuring and ni-cash impairment charg 2 7 (71D)% 6 11 (45)%
Total costs and expens 1,131 853 33% 2,262 1,732 31%
Operating Los: (79) (18) 339% (154) (75) 105%
Other Income (Expense
Interest incomi 12 16 (25)% 33 25 32%
Interest expens (138) (170) (19)% (303) (320) (5)%
Loss on extinguishment of debt, 1 — (55) (100)% (427) (28) 1425%
Other, ne 3 4 (25)% 4 8 (50)%
Total other income (expens (123) (205) (40)% (693) (315) 120%
Loss from Continuing Operations Before Income Te (202 (223) (9)% (847) (390) 117%
Income Tax Expense — (1) (100)% (2) — —
Loss from Continuing Operations (202) (224) (10)% (849) (390) 118%
Income from Discontinued Operations — 23 (100)% — 21 (100)%
Net Loss $ (202) $ (201) 0% $ (849) $ (369) 130%
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Communicationsrevenue is separated into three categories:

»  Core Communications Services (including transpod infrastructure services, wholesale IP and skatéces, voice services
and Level 3 Vyvx services)

»  Other Communications Services (including managedamnoand its related reciprocal compensation aratiegranaged IP
services)

. SBC Contract Services

Revenue attributable to these service categorigigded in the following table:

Three Months Ended Six Months Ended
June 30  June 30. Change June 30  June 30 Change
(dollars in millions) 2007 2006 % 2007 2006 %
Core Communications Service
Transport and Infrastructu $ 420 $ 217 94% $ 826 $ 415 99%
Wholesale IP and Da 143 67 113% 287 131 119%
Voice 292 107 173% 581 205 183%
Level 3 Vyvx 88 30 10% 64 59 8%
888 421 111% 1,75€ 810 117%
Other Communications Service
Managed Moden 46 77 (40)% 100 156 (36)%
Reciprocal Compensatic 19 28 (32)% 42 54 (22)%
Managed IF 6 15 (60)% 13 33 (61)%
71 120 (41)% 155 243 (36)%
SBC Contract Services 76 278 (73)% 159 570 (72)%
Total Communications Reven! $1,03t $ 819 26% $2,07z  $1,62¢ 28%

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

The 111% increase in Core Communications Servieesnue in the second quarter of 2007 comparedetegbond quarter of 2006 is due to
growth in the Company’s revenue from existing ssgias well as revenue from the TelCove, Lookires§lIBroadwing and CDN Business
acquisitions. The Company purchased Progress dmlét March 2006, ICG Communications in May 2006|Cove in July 2006 and
Looking Glass in August 2006. In January 2007 ,Gbenpany purchased Broadwing and the CDN Busifassng 2006 and the first half of
2007, the Company integrated the operations of @ilProgress Telecom, ICG Communications, TelChweking Glass, Broadwing and 1
CDN business into the Level 3 business. As a resefiarate revenue information for these acquioatpanies is no longer reported other
than for the SBC Contract Services revenue acqtioed WilTel.

As described earlier, the growth in Core Commuincet Services revenue was lower than expectedglthimmsecond quarter of 2007 as a
result of an increase in service activation timéhe increased service activation times were dtrefgontinuing to use the multiple order
entry and provisioning processes and systems thad aperated by the acquired companies. The Conipanyrently taking steps to impro
the interim processes and systems to addressdfesse in service activation times and expected¢draprovement in our operations over the
course of the third and fourth quarter of 2007 thifitresult in increased growth in Core Communica$ Services revenue.

Transport and infrastructure revenue increased iddthe second quarter of 2007 compared to the seqoarter of 2006. The increase was
primarily due to the acquisitions of ICG Communicas, TelCove, Looking Glass and Broadwing as asglfrowth from existing services.
In addition, increased demand in the cable andetamarket segments for complex nationwide solgiand colocation capacity in large
markets contributed to the revenue growth in tlomiseé quarter of 2007 compared to the same pergig/éar.

Wholesale IP and data revenue increased 113% isetend quarter of 2007 compared to the secondeyudr2006. The increase was
primarily due to customers obtained in the acqoisét of ICG Communications, TelCove and Looking<slan 2006 and the acquisition of
Broadwing in January 2007. Wholesale IP and datamee also increased due to traffic growth in Néwmherica from new and existing
customers that exceeded the rate of price compressperienced in the second quarter of 2007.inQuhe second quarter of 2007, the
Company also implemented new, reduced pricing utideterms of a contract renewal for its largesblebale IP and data customer which
reduced the level of wholesale IP and data revenue
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growth in the second quarter of 2007. Continue@mee growth in the Company’s VPN service also doutied to the increase in wholesale
IP and data revenue during the second quarter@#.20

Level 3's voice revenue increased 173% in the sgcuiarter of 2007 compared to the second quarte@@8. The increase is primarily
attributable to the operations acquired in the B8 ICG Communications and Broadwing acquisitignasticularly domestic and
international voice termination services, and gloimtLevel 3's existing wholesale and VolP-relasevices including voice termination,
local inbound, enhanced local and toll free sexviddne growth in voice revenue during the secorattguof 2007 was lower than expected
due to longer than expected customer activatioagiand lower than expected wholesale voice reveMagse revenues for the second
quarter of 2007 and 2006 include $6 million and ld=an $1 million of reciprocal compensation, respely.

Level 3 Vyvx revenue increased 10% in the secorattquof 2007 compared to the second quarter 08 20he increase was a result of the
continued demand for high-definition broadcast isesvin sports, news and entertainment.

Core Communications Services revenue for the seqoader of 2007 and 2006 includes $2 million afdllion in termination revenue,
respectively. The Company expects to recognizeitation revenue in the future if customers desireshegotiate contracts or are require
terminate service. The Company is not able to egtrthe specific value of these types of transastimtil they occur, but does not currently
expect to recognize significant termination revefureéhe foreseeable future. The Company expectttrin Core Communications Services
revenue to accelerate during the third and founthrigrs of 2007 as a result of the Broadwing antN@Dsiness acquisitions completed in
January 2007, expected increases in demand f@dhganys Core Communications Services and improvementstomer activation time

Managed modem revenue declined 40% to $46 milliadthé second quarter of 2007 compared to the senedpn 2006 as a result of the
continued migration from narrow band dial-up segsgito higher speed broadband services by end us&meers. This change has resulted in
a decline in the demand for managed modem port&riémOnline, the Comparg/largest managed modem customer, continued taeettie
number of ports it purchases from Level 3 at arelecated rate in the second quarter of 2007. ditiad to the port cancellation provisions,
the contracts with America Online contain marketipg provisions that have the effect of lowerimyenue as Level 3 is obligated to provide
America Online a reduced per port rate if Levefférs another customer better pricing for a lowelume of comparable services. The
declines in managed modem revenue from American@itlave been partially offset by increases in nagkare as a result of certain
competitors exiting segments of the managed modesiméss in the second half of 2006 and the firattgu of 2007. The Company expects
managed modem revenue to continue to decline ifuthee primarily due to an increase in the numifesubscribers migrating to broadband
services and potential pricing concessions as actstare renewed.

Reciprocal compensation revenue from managed maéevices declined 32% to $19 million in the secquodrter of 2007 compared to the
second quarter of 2006 as a result of the contindacline in demand for managed modem servicesChmepany has historically earned the
majority of its reciprocal compensation revenuerfrmanaged modem services. Level 3 has intercommeatireements in place for the
majority of traffic subject to reciprocal comperisat The majority of the Company’s interconnectagreements provide rate structures
through 2007. Level 3 continues to negotiate néer@dnnection agreements or amendments to itsrexiistterconnection agreements with
its local carriers. As a result of the Company’quasitions of WilTel, TelCove and Broadwing, ther@gany has started to generate a portion
of its reciprocal compensation revenue from vomerises. For the full year ending December 31, 20@70 30% of the Company’s total
reciprocal compensation revenue is expected tabeed from voice services, which are included imeG@ommunications Services revenue.
To the extent that the Company is unable to sigmin&erconnection agreements or signs new agreenentaining lower rates, or there is a
significant decline in the Company’s managed modétiup business, or FCC or state regulations changh that carriers are not required
to compensate other carriers for terminating 1SBrAbiatraffic, reciprocal compensation revenue magfide significantly over time.

Managed IP services revenue declined 60% to $6omilh the second quarter of 2007 compared to ¢eersd quarter of 2006. The
Company’s legacy managed IP services businessstemsimarily of a business that was acquired 3200 date, the Company has not
invested in this service and is not actively logkfor new customers. The decline in revenue ishatisble to the disconnection of service by
existing customers. The Company expects this tremdntinue through the remainder of 2007.

SBC Contract Services revenue decreased 73% ten$li@én in the second quarter of 2007 comparedewosid quarter of 2006 as expected
due to the migration of the SBC traffic to the AT&&twork. The SBC Contract Services agreement was
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obtained in December 2005 as part of the WilTeléition. Under the terms of the agreement, SBCgnass margin purchase commitments
through 2009. As of June 30, 2007, the remainingmim gross margin commitment under the agreenoelne twtilized during the remainder
of 2007 was approximately $10 million, and $75 ioillfrom January 2008 through the end of 2009. Aoldally, the SBC Contract Services
agreement provides for the payment of $50 millfozertain performance criteria are met by Levdl&vel 3 earned $25 million of this
amount in 2006 and is eligible to earn an additi&2& million in 2007. Of the $25 million annual ammt, 50% is based on monthly
performance and the remaining 50% is based on mpeaface criteria for the full year. The Company thetrequired monthly performance
criteria during the three and six month periodsiegndune 30, 2007 and 2006 and recognized approedy®3 million and $6 million of
performance bonus in each period, respectivelye Cbmpany expects SBC revenue to decline oveethainder of 2007 and beyond.
However, SBC must still comply with the minimum gsamargin commitments under the terms of the contihaough 2009.

Communications Revenue for the Six Months Ended June 30, 2007 and 2006:

The 117% increase in Core Communications Servieesnue for the six months ended June 30, 2007 aamipa the same period in 2006 is
due to growth in the Comparsyfevenue from existing services as well as revénaume the Progress, ICG Communications, TelCoveyking
Glass, Broadwing and CDN acquisitions.

Transport and infrastructure revenue increased f@%e six months ended June 30, 2007 compar#tbteame period in 2006. The incre
was primarily due to the acquisitions of Progré8& Communications, TelCove, Looking Glass and Bwiag and growth from existing
services.

Wholesale IP and data revenue increased 119%édaixtmonths ended June 30, 2007 compared to the pariod in 2006. The increase
was primarily due to customers obtained in the &iipns of Progress, ICG Communications, TelCond hooking Glass in 2006 and the
acquisition of Broadwing in January 2007. WholedRl@nd data revenue also increased due to tgffiwth in North America from new and
existing customers and continued revenue growthérCompany’s VPN service.

Level 3's voice revenue increased 183% for thevgixths ended June 30, 2007 compared to the safoel pe2006. The increase is
primarily attributable to the voice product revesdi®mm the TelCove, ICG Communications and Broadwénquisitions and growth in Level
3’s existing wholesale voice and VolP-related seggiin both North America and Europe.

Level 3 Vyvx revenue increased 8% for the six merghded June 30, 2007 compared to the same perifid6. The increase was a resu
the continued demand for high-definition broadsasvices in sports, news and entertainment .

Core Communications Services revenue for the sigthmoended June 30, 2007 and 2006 includes $2mdélnd $1 million of termination
revenue, respectively.

Managed modem revenue declined 36% to $100 milbothe six months ended June 30, 2007 compar#dteteame period in 2006 as a
result of the continued migration from narrow balia-up services to higher speed broadband serbigesid user customers. As discussed
earlier, America Online continued to reduce the benof ports it purchased from Level 3.

Reciprocal compensation revenue from managed maaewices declined 22% to $42 million for the sixntits ended June 30, 2007
compared to the same period in 2006 as a restlieafontinuing decline in demand for managed mosemices.

Managed IP services revenue declined 61% to $1®mfbr the six months ended June 30, 2007 contpréhe same period in 2006. As
discussed earlier, to date the Company has nostedéen this service and the decline in revenwtighutable to the disconnection of service
by existing customers.

SBC Contract Services revenue decreased 72% torfilllién for the six months ended June 30, 2007 pared to the same period in 200t
expected due to the migration of the SBC traffitht® AT&T network as described above.

Coal mining revenue increased 6% to $17 million in the secarattgr of 2007 compared to the second quarter @ 20The increase was
primarily due to overall higher selling prices ath mine combined with a small increase in sala® fnigher priced contracts and slightly
greater overall volume from each mine. For thensbnths ended June 30, 2007 coal revenue incr&dsdd $36 million compared to the
same period in 2006. The increase was attributabidgher average selling prices at each mine.
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Cost of Revenudor the communications business, as a percentagevefnue, for the second quarter of 2007 and tbenskequarter of 2006
was 42% and 47%, respectively. The decrease imdepaarter 2007 cost of revenue, as a percentagenue, is primarily attributable to
the continued decrease in SBC Contract Servicentgy/from the second quarter of 2006 to the seqaader of 2007. The margins for SBC
Contract Services revenue are lower than the magamed on other components included in Core dndr@ommunications Services
revenue. Also contributing to the decrease in sgcprarter 2007 cost of revenue, as a percentagevefiue, is cost of revenue synergy
savings that have been achieved as a result ofsgtig integration efforts. The Company belietlest cost of revenue synergy savings of
$60 million on an annualized basis have been aebi#iwough the end of the second quarter of 2007.

Communications cost of revenue, as a percentagevehue, for the six months ended June 30, 2002608 was 43% and 48%,
respectively. The decrease is primarily due toréaiction in SBC Contract Services revenue andnipect of cost of revenue synergies
achieved in the first six months of 2007 as desctiibove.

Offsetting the decrease in cost of revenue, as@ptage of revenue, for both the three and sixtmperiods ending June 30, 2007 was
higher cost of revenue services from the Broadwicqguisition. Overall, the Company expects costuénue, as a percentage of revenue, to
decline during the third and fourth quarters of 2@dd on an overall basis for 2007 as the lowegmaevenue under SBC Contract Services
continues to decline and as the Company realizzexpected additional cost of revenue synergies the acquisitions during the second |

of 2007. The Company expects that by the end 67 20ost of revenue, as a percentage of revenllelegline to approximately 40%.

Coal mining cost of revenue, as a percentage of revenue, sexlda 100% for the second quarter of 2007 compar88% in the second
quarter of 2006 and increased to 92% for the sintirended June 30, 2007 compared to 88% for xtraa@iths ended June 30, 2006. The
increase in cost of revenue, as a percentage ehuey for each time period was due to planned erémice on a dragline at one mine that
started in June 2007. Additionally, one mine eigered higher costs related to overburden removal.

Depreciation and Amortization expense increased 51% to $247 million for the secprarter of 2007 compared to the second quarter of
2006. The increase is primarily attributable te iihcreased depreciation and amortization expexs®gnized on communications tangible
and intangible assets that were acquired throughisitions completed in 2006 and 2007, as wellgggeciation expense on the
approximately $97 million increase in capital exgigures for the second quarter of 2007 comparebesecond quarter of 2006.

In addition, during the second quarter of 2007 ,Gloenpany reviewed and adjusted the estimated ulbegslused for amortization of
customer-related intangible assets for the ICG Canications, TelCove, Looking Glass and Broadwinguagitions effective June 1, 2007.
This resulted in increased amortization expens¢h@isecond quarter of 2007 totaling approxima$@lynillion. Also during the second
quarter of 2007, the Company recorded increasedtaation expense of approximately $7 million rethto the intangible assets for the
CDN Business acquisition as a result of changdisdrpurchase price allocation.

Depreciation and amortization expense for the sxtims ended June 30, 2007 increased 33% to $46Bmubmpared to the same period in
2006. The increase is primarily attributable te transactions and factors described above fasg¢bend quarter. The increase in depreci
expense for the six months ended June 30, 200paréslly offset by a $44 million decrease in dejiton expense compared to the six
months ended June 30, 2006 attributable to theaserin estimated useful lives for network fibedt Bhand transmission equipment
implemented in the second and third quarters 06200

Due to the acquisitions completed in 2006 and 2@@¥ jncreased capital expenditures expected isg¢hend half of 2007 compared to the
same period in 2006 and the changes in intangddetaamortization expense described above, the &orgxpects depreciation and
amortization expenses for the remainder of 200xetbigher compared to the depreciation and amtidizaxpense recognized in the same
periods in 2006 and the first six months of 2007.

Selling, General and Administrativeexpenses increased 51% to $428 million in the stqoarter of 2007 compared to the second quarter
of 2006. This increase is primarily attributablehe inclusion of expenses associated with theatipeis acquired in the ICG
Communications, TelCove and Looking Glass traneastin 2006 and the Broadwing and CDN Businesséae@tions in January 2007.
Specifically, increases in compensation, bonuseangloyee related costs, network related costs aitity-based expenses all contributed to
the increase in selling, general and administratiggenses in the second quarter of 2007.
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Included in selling, general and administrativeenges for the second quarter of 2007 and 2006 $&Fenillion and $20 million,
respectively, of non-cash compensation expensateteto grants of outperform stock options andragteck-based compensation awards.
Included in the second quarter 2006 non-cash cosgpiem expense of $20 million was $6 million rethte the revaluation of the October
2005 and January 2006 grants using May 15, 20@8eavised grant date, in accordance with SFAS1IR8R. As stated in the Company’s
proxy materials for its 2006 Annual Meeting of Stbolders, over the course of the years since Aprll998, the compensation committee of
the Company’s Board of Directors had administehexd1t995 Stock Plan under the belief that the acfdhe Company’s Board of Directors
to amend and restate that plan effective April298Lhad the effect of extending the original teffthe Plan to April 1, 2008. After a further
review of the terms of the plan, however, the comspgion committee determined that an ambiguitydeuist as to the date of the expiration
of the plan. To remove any ambiguity, the Boar®wéctors sought the approval of the Company’sidtotders to amend the plan to extend
the term of the plan by five years to Septembe2P30. This approval was obtained at the 2006 AhRleeting of Stockholders held on
May 15, 2006.

After taking into account the $6 million impacttble grants revalued using a May 15, 2006 grantasttiscussed above, non-cash
compensation increased $10 million from the seapratter of 2006 to the second quarter of 2007.Higker noneash compensation expe
recognized in the second quarter of 2007 is dantimcrease in the value of the outperform stodloap and restricted stock units associated
with the increasing price of the Level 3 commorcktover the course of 2006 and the increased nupflrestricted stock units and
outperform stock options granted to employees ior guarters.

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

During the second quarter of 2007, the Company hésgaliing restricted stock units and outperfornelstaptions to eligible employees again.
There were no grants made to eligible employedsdriirst quarter of 2007. The outperform stockams and restricted stock units grante
the second quarter of 2007 included the sharesuhalid have normally been issued to eligible emeésyin the first quarter of 2007.

Selling, general and administrative expenses ise@&5% to $868 million for the six months endeaeJs80, 2007 compared to the same
period in 2006. This increase is primarily atttdtle to the factors described above. Selling, geraed administrative expenses for the first
quarter of 2006 included a $7 million property krenefit related to the Company’s facilities in theited Kingdom.

Included in operating expenses for the first h&2@07 and 2006 were $48 million and $34 millioespectively, of non-cash compensation
expense related to grants of outperform stock aptand restricted stock units. The increase inaasi compensation expense for the period
is primarily due to the factors described above.

The Company expects selling, general and admitiigraxpenses to increase in 2007 on an overails lsasnpared to 2006 as a result of the
inclusion of a full year of expenses for the 2006uasitions of Progress Telecom, ICG Communicatide$Cove and Looking Glass and the
inclusion of nearly a full year of expenses for damuary 2007 acquisitions of Broadwing and the oisiness. The Company expects that
in the second half of 2007 the savings from intégnasynergies from the Broadwing acquisition waébult in reduced selling, general and
administrative expenses as compared to the fitkbha007.

Restructuring and Impairment Chargesdeclined 71% to $2 million in the second quarte2@®7 compared to the second quarter of 2006.
The Company recognized severance charges of $ibmdéhd $3 million in the second quarter of 200@ 2006, respectively, related to
workforce reductions in the communications busined$orth America. The employees affected by thekfarce reductions in the second
quarter of 2007 were both legacy Level 3 and leg&dyel employees impacted by the integration afhpanies acquired by Level 3 in 2006
and January 2007.

The Company recognized n@ash impairment charges of $1 million and $4 millio the second quarter of 2007 and 2006, respahgtivl he
non-cash impairment charge of $1 million in theosetquarter of 2007 was primarily related to presly capitalized costs of certain
information technology development projects no Emgsed by the Company. The non-cash impairmemgetat $4 million in the second
quarter of 2006 was primarily related to excessd lafthe
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communications business deemed available for saBeimany. This charge resulted from the diffeedmetween the recorded carrying value
and the estimated market value of the land.

Restructuring and impairment charges declined 45%6tmillion for the six months ended June 30, 26@Mpared to the same period in
2006. The Company recognized severance chardgs mofllion and $4 million for the first six montle 2007 and 2006, respectively, related
to workforce reductions in the communications basin North America as a result of integratiomafuired companies.

The Company recognized non-cash impairment charigg$ million and $7 million for the six months exddJune 30, 2007 and 2006,
respectively. The non-cash impairment charge ah#lon in the first six months of 2007 was prirprelated to previously capitalized
costs of certain information technology developnm@wjects no longer used by the Company. The nsh-sapairment charge of $7 million
in the six months ended June 30, 2006 was primegifited to excess land of the communications legsideemed available for sale in
Germany and the decision to terminate projectgdorain voice services and information technologjgrts in the communications busine
The costs incurred for these projects, includingtedized labor, were impaired as the Company didaxpect to utilize the assets in the
future.

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

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

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

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

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedatiigenmn-cash nature of these
items. Adjusted EBITDA also excludes interest imeo interest expense, income taxes and gain @ssxtinguishment of debt because
these items are associated with the Compaogpitalization and tax structures. Adjusted EBAT&Iso excludes depreciation and amortiza
expense because these non-cash expenses reflaopta of capital investments which managemeriete$ should be evaluated through
consolidated free cash flow. Adjusted EBITDA exids total other income (expense) because these &mmot related to the primary
operations of the Company.

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

Note 14 of the consolidated financial statementwidees a reconciliation of Adjusted EBITDA for eaghthe Companr’s operating segmen
Adjusted EBITDA for the communications business w484 million and $170 million for the second geartf 2007 and 2006, respectively.

The increase is primarily attributable to the AdaSEBITDA contribution from the operations acqdire
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in the ICG Communications, TelCove, Looking Gl&adwing and CDN Business transactions, growthénCompany’s Core
Communications Services revenue and the benefitesifof revenue and operating expense synergiéizad in the second quarter of 2007
from integration activities, partially offset by dimes in other communications services revenud; S@ntract services revenue and costs of
integration incurred during the second quarter@if22as compared to the second quarter of 2006.

Adjusted EBITDA for the communications business wa62 million and $317 million for the six monthsded June 30, 2007 and 2006,
respectively. The increase is primarily due toféwors described above.

Adjusted EBITDA for the Company’s mining and otlmerisinesses ranged from negative $1 million to $lianifor each of the three and six
month periods ended June 30, 2007 and 2006 ambtligave a significant impact on the Company’s afiens.

The Company expects Adjusted EBITDA to increastéthird and fourth quarter of 2007 compared ®shame periods in 2006 based on
following:

* Inclusion of a full year of results for Progresdeem, ICG Communications, TelCove and Looking Glasquisitions.
* Inclusion of the results of the January 2007 acdtiois of Broadwing and the CDN Business.
*  Continued growth in Core Communications Services.

»  The benefit of integration synergies from the Broand) acquisition which are expected to result idueed cost of revenue and
reduced selling, general and administrative expeimsthe second half of 2007.

e Reduction in integration costs in the second ha#0®7.

Interest Income decreased 25% to $12 million in the second quaft2007 compared to the second quarter of 2006 dElceease in interest
income was due to a decrease in the average inMestance partially offset by an increase in therage return on the portfolio. The
Company’s average return on its portfolio increasesl. 1% in the second quarter of 2007 compared3# in the second quarter of 2006.
The average portfolio balance decreased to $94Bmih the second quarter of 2007 compared to %1 llion in second quarter of 2006.

Interest income increased 32% to $33 million far $ix months ended June 30, 2007 compared to the gariod in 2006. The $8 million
increase was due primarily to an increase in tleeame return on the portfolio. The average invebtance was approximately the same
during both periods. The Company’s average retarits portfolio increased to 5.0% in the firstfhal 2007 compared to 4.0% in the first
half of 2006. The average portfolio balance duboth periods was approximately $1.3 billion. Pegditilization of cash and cash
equivalents, the Company invests its funds primémilgovernment and government agency securitidmaoney market funds. The
investment strategy generally provides lower yigdghe funds than on alternative investmentsyddiices the risk to principal in the short
term prior to these funds being used in the Comisanysiness.

Interest Expensedecreased 19% to $138 million in the second quaft2f07 compared to the second quarter of 20Qérdat expense
decreased primarily as a result of offsetting is¢expense impacts attributable to the followiabgtdssuances, debt for equity exchanges,
debt redemptions and debt repurchases transactions:
Interest expense increased as a result of theafisigpdebt issuances:

*  $335 million of 3.5% Convertible Senior Notes dd 2 issued in June 2006.

*  $1.250 billion of 9.25% Senior Notes due 2014 igsmeOctober and December 2006.

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

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

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

e $497 million of 10.75% Senior Notes due 2011 repased in December 2006.
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e $605 million of 10% Convertible Senior Notes dud 2@xchanged in January 2007 for 197 million shafe®mmon stock.
*  $488 million of 12.875% Senior Notes due 2010 reuktin March 2007.

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

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

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

*  $59 million of 11% Senior Notes due 2008 repurctasevarch 2007.

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

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

Interest expense decreased 5% to $303 milliorhfisix months ended June 30, 2007 compared tathe period in 2006. The decrease in
interest expense of $17 million is due primarilythie debt transactions described above.

Level 3 expects interest expense to decrease dilmingecond half of 2007 compared to the first bB#007 based on the overall net effect of
the 2006 and 2007 financing transactions desciabede.

Loss on Extinguishment of Debtvas less than $1 million for the second quarte2Gfif7 compared to $55 million for the second quaster
2006. The second quarter 2006 loss on extinguishofedebt was a result of the $55 million losdizeal on the amendment and restatement
of the Company’s senior secured credit agreemen0d 1 completed in June 2006.

Loss on extinguishment of debt was $427 million $88 million for the six months ended June 30, 280d 2006, respectively. The loss on
extinguishment of debt for the six months endece R0 2006 was the result of a $27 million gairaditst quarter 2006 debt exchange
transaction, offset by a $55 million loss realizedthe amendment and restatement of the Compaagisrssecured credit agreement due
2011 described above. The loss on extinguishnfedelat for the six months ended June 30, 2007 stetsiof the following:

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

*  $10 million loss recognized for the March 2007 meficing of the Company’s $730 million Senior Seduferm Loan due 2011
into a $1.4 billion Senior Secured Term Loan du#4f0The loss consisted of unamortized debt issiansts associated with
the previous $730 million Senior Secured Term Ldae 2011.

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

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

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

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

. $186 million loss recognized on the repurchaseuitindender offers of $941 million of outstandindptleonsisting of the
following debt issuances:

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

*  $3 million loss on the repurchase of $59 millioroatstanding 11% Senior Notes due 2008 consisfirgk3 million
cash loss and less than $1 million in unamortizest ¢ssuance costs.

*  $141 million loss on the repurchase of $677 millidroutstanding 11.5% Senior Notes due 2010 cangisf a $78
million cash loss and $63 million in unamortizedtssuance costs and unamortized discount.
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*  $24 million loss on the repurchase of $61 milli€4§ million) of outstanding 10.75% Senior Euro Notieie 2008
consisting of a $24 million cash loss and less tmillion in unamortized debt issuance costs.

The Company may enter into additional transactinr)07 to repurchase or exchange existing debintlag result in gains or losses on the
extinguishment of debt.

Other, net decreased 25% to $3 million in the second quafteb67 compared to the second quarter of 2006 eQtfet decreased 50% to
million for the six months ended June 30, 2007 carag to the same period in 2006. Other, net imamily comprised of gains and losses on
the sale of marketable securities and non-operatsgts, realized foreign currency gains and laasgé®ther income.

Income Tax Expensavas less than $1 million and $1 million for the@®d quarter of 2007 and 2006, respectively. Inctarexpense was
$2 million and less than $1 million for the six ntlesiended June 30, 2007 and 2006, respectivelg. CBmpany incurs income tax expense
attributable to income in various Level 3 subsidigyincluding Coal, that are required to file stat foreign income tax returns on a separate
legal entity basis. The Company also recognizesuad interest and penalties related to unrecogdreebenefits in income tax expense.

Income from Discontinued Operationsin the three and six months ended June 30, 2006elated to the discontinued operations of the
Company’s Information Services segment. The Comgald Software Spectrum, Inc. to Insight Entegmsidnc. in September 2006. There
were no gains or losses from discontinued opersitienognized in the first half of 2007 and Softw@pectrum, Incs results of operations 1
the three and six months ended June 30, 2006 edsnlincome from discontinued operations of $2Bioni and $21 million, respectively.

Financial Condition—June 30, 2007

Cash flows provided by (used in) operating actdf continuing operations, investing activities inancing activities for the six months
ended June 30, 2007 and 2006, respectively are atimed as follows (dollars in millions):

Six Months Ended
June 30.  June 30

(dollars in millions) 2007 2006 Change
Net Cash (Used in) Provided by Operating Activitié<ontinuing Operation $ 64 $ 53 $ (119
Net Cash Used in Investing Activiti (644) (314) (330)
Net Cash (Used in) Provided by Financing Activil (239) 1,44¢€ (1,685)
Net Cash Provided by Discontinued Operati — 14 (14)
Effect of Exchange Rates on Cash 5 7 (2)
Net Change in Cash and Cash Equivalents $ (942) $1,20€ $(2,14¢)

Operating Activities of Continuing Operations

Cash used in operating activities of continuingrapens increased by $117 million in the six morghsled June 30, 2007 compared to the
same period in 2006. The increase in the usesf was primarily due to fluctuations in working tapbalances which resulted in an
incremental use of cash of $122 million comparethéosame period in 2006. The increase in castinsgperating activities is primarily di
to the changes in accounts receivable, accountbpapand other current liabilities, partially off$s an increase in deferred revenue. The
Company expects that changes in working capitdlbeila source of cash in the third and fourth qurarof 2007.

I nvesting Activities

Cash used in investing activities increased by $88lion in the six months ended June 30, 2007 careg to the same period in 2006. The
increase in the use of cash was primarily dueacctish used for the acquisitions of Broadwing @&3+hillion (net of cash acquired of $257
million) and the CDN business of $133 million. lddition, capital expenditures increased $194 nmilfimm $131 million in the first six
months of 2006 to $325 million in the first six ntbg of 2007. The increase in capital expenditwas related to new customer installations
and integration activities in the communications
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business. During the first six months of 2007, $&8Bion of marketable securities held by the Companatured and restricted securities
decreased by $13 million. During the first half2®06, the Company purchased marketable securtiatnty $98 million.

Financing Activities

Cash provided by financing activities decrease688 billion to a $239 million use of cash in the sionths ended June 30, 2007 compared
to the same period in 2006. Included in cash flin financing activities is $2.352 billion of netoceeds from the issuance of:

*  $300 million of Floating Rate Senior Notes due 2015ebruary 2007.
e $700 million of 8.75% Senior Notes due 2017 in keloy 2007.
*  $1.4 billion Senior Secured Credit Facility due 201 March 2007.

The Company used proceeds from these offeringgalatn cash on hand to retire or refinance appratety $2.497 billion aggregate
principal amount of debt. Total cash considerapar to retire or refinance this debt was $2.6ll6h. The Company also issued
approximately 214 million shares of its common kto@lued at $879 million, to retire $702 milliohdebt. Financing activities also include
proceeds of $24 million from the exercise of watsaassociated with the Broadwing transaction ahdragquity-based instruments. During
the first half of 2006, the Company raised $543iarilin net proceeds from an equity offering, rdi$i..007 billion in net proceeds from
long-term debt offerings and repaid $104 milliordebt.

Liquidity and Capital Resources

The Company incurred operating losses from comigoiperations of $79 million and $154 million foetthree and six months ended June
30, 2007, respectively. The Company used $14iamifind $389 million of cash for operating actegtiand capital expenditures for the three
and six months ended June 30, 2007. This comparepdrating losses from continuing operations & #illion and $75 million for the thre
and six months ended June 30, 2006. The Compauy%i3 million and $78 million of cash for operatiactivities and capital expenditures
for the three and six months ended June 30, 206&. Company expects that the communications businiiscontinue to consume cash in
2007. However, the amount of cash consumed isctegdo decline during the third and fourth quartei2007 based on expected growth in
core communications services revenue and the bdrafi cost of revenue and operating expense siggerg

For the remainder of 2007, the Company expectiss will continue to exceed revenue and it wilhtinue to consume cash primarily du
interest payments and capital expenditures. Thepaosnexpects Adjusted EBITDA to improve in the dhéind fourth quarters of 2007
primarily as a result of the synergies and intégreactivities associated with prior period acdiosis and the 2007 acquisitions of Broadwing
and the CDN business, as well as growth in Core@onications Services revenue that is expected fmaktélly offset by reductions in
Other Communications and SBC Contract Servicesugye Interest payments are expected to decredie second half of 2007 compared
to the first half of 2007 based on financing anteotcapital markets transactions completed thraumie 30, 2007. Capital expenditures for
2007 are expected to range from $600 million todB6#llion and will consist of $100 million to $154@illion of base capital expenditures
(estimated capital required to keep the networkatpey efficiently and product development), appneately $75 million to $100 million of
capital expenditures for integration and approxehe$400 million to $425 million of success-baseghital expenditures associated with
incremental revenue. The majority of the Compaiyigoing capital expenditures are expected to beesgebased, or tied to incremental
revenue. The Company does not have any signifipamtipal amounts due on its outstanding debt @@il0. As of June 30, 2007, the
Company had debt of $31 million and $366 millioattmatures in 2008 and 2009, respectively.

Level 3 has approximately $807 million of cash,hcaquivalents and marketable securities on haddra 30, 2007. In addition, $120 milli
of current and non-current restricted securitiesumed to collateralize outstanding letters of itré&zhg-term debt, certain operating
obligations of the Company or certain reclamatiabilities associated with the coal business. Basethformation available at this time,
management of the Company believes that the Con'gangrent liquidity and anticipated future castmis from operations will be sufficient
to fund its business.
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The Company may elect to secure additional cajpittde future, at acceptable terms, to improvdidisidity or fund acquisitions. In addition,
in an effort to reduce future cash interest paysiexg well as future amounts due at maturity @xtend debt maturities, Level 3 or its
affiliates may, from time to time, issue new dadtter into debt for debt, debt for equity or casim$actions to purchase its outstanding debt
securities in the open market or through privatedgotiated transactions. Level 3 will evaluate angh transactions in light of then existing
market conditions and the possible dilutive eftecstockholders. The amounts involved in any suahsiaction, individually or in the
aggregate, may be material.

In January 2007, in two separate transactionsCtimapany completed the exchange of $605 milliori10% Convertible Senior Notes due
2011 for a total of 197 million shares of Level 8@mmon stock. The Company recognized a $177amilbss on the exchanges in the first
quarter of 2007.

In February 2007, Level 3 Financing issued $700ianilof its 8.75% Senior Notes due 2017 and $300aniof its Floating Rate Senior
Notes due 2015 and received net proceeds of $MamiThe proceeds from these private offeringsewgsed to refinance certain Leve
Financing debt and to fund the cost of constructiastallation, acquisition, lease, developmentmgrovement of other assets to be used in
Level 3's communications business.

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

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

*  $488 million of 12.875% Senior Notes due 2010 ptiee equal to 102.146 of the principal amount.

*  $96 million of 11.25% Senior Notes due 2010 atiegpequal to 101.875 of the principal amount.

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

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

$144 million of outstanding Floating Rate Seniortésodue 2011 at a price equal to $1,080 per $p€iibipal amount of the
notes, which included $1,050 as the tender offasitieration and $30 as a consent payment.

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

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

*  $61 million ( €46 million) of outstanding 10.75%r8er Euro Notes due 2008 at a price equal to €14%per €1,000 principal
amount of the notes, which included €1,031.45 agdhder offer consideration and €30 as a conssmhent.

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

In the first quarter, for total cash consideratidi$106 million and equity consideration of 17 moifl shares of common stock (valued at $97
million) all of Broadwing’s outstanding $180 milticaggregate principal amount of 3.125% Convert8#aior Debentures due 2026 were
retired. These debentures were issued by Broadwingto Level 3's acquisition of Broadwing on dany 3, 2007. There was no gain or
loss recognized due to the fact that under purcheseunting, the liability for the notes was valadhe total cost to retire the obligation.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposxiting businesses, investments or o
non-core assets. In 2005 and 2006, the Companyletedphe sale of its two businesses that comprised
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its Information Services segment for total castcpeals of $433 million and common stock from onthefpurchasers valued at $3 million.

The communications industry continues to consadidaével 3 has participated in this process withabquisitions of several companies in
2006, as well as Broadwing and the CDN Busineskerfirst quarter of 2007. Level 3 will continuedwaluate consolidation opportunities
and could make additional acquisitions in the fetur

On January 3, 2007, Level 3 acquired Broadwingyldiply held provider of optical network communiizats services. Under the terms of the
merger agreement dated October 16, 2006, Leveld338al8 of cash plus 1.3411 shares of Level 3 comstock for each share of
Broadwing common stock outstanding at closingotalf Level 3 initially paid approximately $752 fioh of cash (including transaction
costs) and issued approximately 123 million shafdsvel 3 common stock, valued at $688 millions part of the transaction, approxima

4 million previously issued Broadwing warrants (ed at approximately $4 million) became exercisaitte approximately 5 million shares
of Level 3 common stock. In the second quarterQ8f72 t he Company subsequently reduced the totelideration paid by $4 million for
insurance proceeds received in June 2007 thaecetatthe settlement of an insurance claim thatiwed prior to acquisition.

On January 23, 2007, the Company acquired the @Gobiivery Network services business of SAVVIS;.lnder the terms of the
agreement, Level 3 paid $134 million in cash (idahg transaction costs) to acquire certain assetkiding network elements, customer
contracts, and intellectual property used in theN(Business.

On July 11, 2007, Level 3 acquired Servecast Lidh{tServecast”), a Dublin-based provider of livalamm-demand video management
services for broadband and mobile platforms. L&vehid approximately €33 million, or approximat&45 million, in cash to complete the
acquisition of Servecast.

Item 3. Quantitative and Qualitative Discloares About Market Risk

Level 3 is subject to market risks arising frommdes in interest rates and foreign exchange rasesf June 30, 2007, the Company had
borrowed a total of $1.7 billion primarily undeSanior Secured Term Loan due 2014 and Floating Reéor Notes due 2015 that bear
interest at LIBOR rates plus an applicable margmthe LIBOR rates fluctuate, so too will the irgsr expense on amounts borrowed under
the debt instruments. The weighted average inteaéston the variable rate instruments at Jun@@07, was approximately 7.89%.

On March 13, 2007, Level 3 Financing entered imto interest rate swap agreements to hedge theesttpayments on $1 billion notional
amount of floating rate debt. The two interes¢ mtvap agreements are with different counterpaatielsare for $500 million each. The
interest rate swap agreements are effective begindpril 13, 2007 and mature on January 13, 203Ader the terms of the interest rate s
agreement, Level 3 receives interest payments b@asealling three month LIBOR terms and pays inséad the fixed rate of 4.93% under
arrangement and 4.9175% under the other. Levak3lksignated the interest rate swap agreemeatsash flow hedge on the interest
payments for $1 billion of floating rate debt.

For the remaining variable rate debt a hypothetitakease in the variable portion of the weighteerage rate by 1% (i.e. a weighted average
rate of 8.89%) would increase annual interest expef the Company by approximately $7.0 million.J&he 30, 2007, the Company had
$5.1 billion (excluding discounts) of fixed ratebdéearing a weighted average interest rate of¢8.8% decline in interest rates in the future
will not benefit the Company with respect to theefi rate debt due to the terms and conditionseofadan agreements that would require the
Company to repurchase the debt at specified premitiredeemed early.

The Company’s business plan includes operatingdelenunications network businesses in Europe. Alipné 30, 2007, the Company had
invested significant amounts of capital in the oggfior its communications business. The Compargs amt make use of financial
instruments to minimize its exposure to foreignrency fluctuations.

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

ltem 4. Controls and Procedures

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedasasf June 30, 2007. Based upon such review tiref Executive Officer and Chief
Financial Officer have concluded that the Compawypistrols and procedures are effective and arguedito ensure that information

required to be disclosed by the Company in thertspbfiles or submits under the Securities ExaeAct of 1934, as amended, and the rules
there under, is recorded, processed,
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summarized and reported within the time periodgiéee in the Commission’s rules and forms. Disal@scontrols and procedures include,
without limitation, controls and procedures desijt@ensure that information required to be disadosy an issuer in reports it files or
submits under the Securities Exchange Act is actatediand communicated to the Company’s managetimehiding its principal executive
officer and principal financial officer, as appr@te to allow timely decisions regarding requirésctbsure.

(b) Internal controls. As a result of its acquisition of Progress TelecbhC on March 20, 2006; ICG Communications, Ing.May 31,

2006; TelCove, Inc. on July 24, 2006; Looking Glhetworks Holding Co., Inc. on August 2, 2006; Bfaéng Corporation on January 3,
2007 and the Content Delivery Network servicestess of SAVVIS, Inc. on January 23, 2007, Leveh8 bxpanded its internal controls
over financial reporting to include the consolidatbf the results of operations as well as acdoisitelated accounting and disclosures for
each acquisition. As a result of the integratiotivities associated with the acquisitions, the @any has also expanded its internal controls
over financial reporting to include certain proeesand systems of the acquired companies thatimtegrated during the first six months of
2007. There were no other changes in Level 3&ial controls over financial reporting identifiedconnection with the evaluation required
by paragraph (d) of Exchange Act Rules 13a-15 drliBthat occurred during the three and six moatited June 30, 2007 that have
materially affected, or are reasonably likely tatenally affect, the Company’s internal control o¥i@ancial reporting.
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PART Il - OTHER INFORMATION
Item 1 Legal Proceedings

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

ltem 1A Risk Factors

In addition to the other information set forth imistreport, you should carefully consider the feztiscussed in Part |, “Item 1A. Risk
Factors” in Level 3's Form 10-K for the year endgdecember 31, 2006, which could materially affeatlousiness, financial condition or
future results. The risks described in Level 3'srtkd0-K are not the only risks facing the Compahgditional risks and uncertainties not
currently known to Level 3 or that it currently de®to be immaterial also may materially adverséigca Level 3's business, financial
condition and/or operating results. The Risk Faciacluded in the Company’s Form 10-K for the yeaded December 31, 2006, have not
materially changed other than as set forth below.

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

Our substantial debt may have important consequeeimauding the following:

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

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

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

*  We have more debt than certain of our competitehéch may place us at a competitive disadvantage; a
*  substantial debt may make us more vulnerable maantlirn in business or the economy generally.

We had substantial deficiencies of earnings to céixed charges of approximately $813 million foetsix months ended June 30, 2007. We
had deficiencies of earnings to cover fixed chagfe®722 million for the fiscal year ended DecemBg&y 2006, $634 million for the fiscal
year ended December 31, 2005, $409 million forfidwal year ended December 31, 2004, $681 millarttie fiscal year 2003 and $9

million for the fiscal year 2002.

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

If Level 3 were unable to refinance its debt oraise additional capital on acceptable terms, L8%hbility to operate its business would be
impaired. As of June 30, 2007, Level 3 had an agageeof approximately $6.851 billion of long-termbd on a consolidated basis, excluding
discount and fair value adjustments and includimgent maturities, and approximately $1.334 billafrstockholders’ equity. Level 8'ability

to make interest and principal payments on its debtborrow additional funds on favorable termsethefs on the future performance of the
business. If Level 3 does not have enough cashifidhe future to make interest or principal paytsen its debt, Level 3 may be required to
refinance all or a part of its debt or to raiseiddal capital. Level 3 cannot assure you thatiit be able to refinance its debt or raise
additional capital on acceptable terms.

Item 4. Submission of Matters to a Vote ofegurity Holders

At the Company’s annual meeting of stockholdersl fogl May 24, 2007, the following matters were sutedito a vote:
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1. Election of three Class | Directors and three ClHd3irectors to the Board of Directors of LevelC»mmunications, Inc. for a one-
year term until the 2008 Annual Meeting of Stocklesk:

In Favor Withheld

Class | Directors

James Q Crow 1,381,967,29 12,296,76:

Robert E. Juliai 1,361,704,89 32,559,15!

Walter Scott, Jr 1,372,797,45 21,466,59!
Class Il Directors

Arun Netravali 1,382,706,88 11,557,16!

John T. Ree: 1,368,023,82 26,240,22

Michael B. Yanney 1,375,334,49 18,929,55:

Each of the Class | and Class Il Directors waslested to the Board of Directors of Level 3 Cominations, Inc. for a one year
term.

2. To approve the grant to the Level 3 Board of Divesbf discretionary authority to amend the Comfmamended and restated
Certificate of Incorporation to effect a reversacktsplit at one of four ratios:

Affirmative votes 1,335,663,11
Negative vote: 56,202,93I
Abstain 2,398,01(

Broker noi-vote —

The proposal to grant the Board of Directors of &l Communications, Inc. the discretionary autiydo amend the Company’s
amended and restated Certificate of Incorporatiogffiect a reverse stock split at one of four sati@as approved.

3. To adopt a stockholder proposal to eliminate theesmajority provisions in Level 3 Communicatiohs;.’s Restated Certificate of
Incorporation and By-laws:

Affirmative votes 639,138,227
Negative vote: 458,624,29
Abstain 3,979,89!
Broker noi-vote 292,521,58

The stockholder proposal to eliminate the superntgjprovisions in Level 3 Communications, Inc.’efated Certificate of
Incorporation and By-laws was approved.

Item 6. Exhibits

€)) Exhibits filed as part of this report are listeddve
12 Statements Re Computation of Ral
31.1 Rule 13i-14(a)/15+-14(a) Certification of the Chief Executive Offic
31.2 Rule 13i-14(a)/15+14(a) Certification of the Chief Financial Offic

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioBe06
of the Sarban+-Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuanti8 U.S.C. Section 1350, as adopted pursuantdioBe306
of the Sarban+-Oxley Act of 2002
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SIGNATURES

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

LEVEL 3 COMMUNICATIONS, INC.

Dated: August 9, 2007 /sl Eric J. Mortense

Eric J. Mortense!
Senior Vice President, Controll
and Principal Accounting Office
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Exhibit 12
STATEMENTS RE COMPUTATION OF RATIOS

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

LEVEL 3 COMMUNICATIONS, INC.

Six Months Ended June 30 Fiscal Year Ended
2007 2006 2006 2005 2004 2003 2002

Loss from Continuing Operations Before Ta  $  (847) $ (390 $ (7900 (7020 (47N$ (746)$  (99))

(Earnings) Losses of Equity Investe — — — (3) (13)
Interest on Debt, Net of Capitalized Inter 303 320 648 530 485 567 560
Amortization of Capitalized Intere 34 34 68 68 68 68 68
Interest Expense Portion of Rental Expense 32 17 44 25 29 31 20

Earnings (Losses) Available for Fixed Charges $  (478) $ (19) $ (30) $ (7199$ 105 $ (83)$ (356)

Interest on Dek $ 303 $ 320 $ 648% 530% 485% 567$ 560
Preferred Dividend — — — — — — —
Interest Expense Portion of Rental Expense 32 17 44 25 29 31 20
Total Fixed Charges $ 335 $ 337 $ 692% 555% 514$% 598% 580

Ratio of Earnings to Fixed Charges — — = - — — —

Deficiency $ (813 $ (356) $ (712203 (6349)$ (409 % (681)$  (936)




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

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

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

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

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

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

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

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

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

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

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

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

Date: August 9, 200

/sl James Q. Crow

James Q. Crow
Chief Executive Office

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




Exhibit 31.2

CERTIFICATIONS*

I, Sunit S. Patel, certify that:

1.

2.

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

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

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

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

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

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

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

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

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

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

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

Date: August 9, 200

/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

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




Exhibit 32.1

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

In connection with the Form 10-Q of Level 3 Comnaations, Inc. (the “Companyfpr the three and six months ended June 30, 20(iled:
with the Securities and Exchange Commission ord#tte hereof (the “Report”), I, James Q. Crowe, Chiecutive Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 20i9&;

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangech1934; and

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

/sl James Q. Crow
James Q. Crow

Chief Executive Office
August 9, 2007




Exhibit 32.2

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

In connection with the Form 10-Q of Level 3 Comnaations, Inc. (the “Companyfpr the three and six months ended June 30, 20(iled:
with the Securities and Exchange Commission ord#ite hereof (the “Report”), I, Sunit S. Patel, Chimancial Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 20iG&;

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh1934; and

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

/s/Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
August 9, 2007




