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Unless the context otherwise requires, when weheseords "Level 3," "we," "us" or "our company"tins Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiorg and its subsidiaries, unless it is clear frime context or expressly stated that these
references are only to Level 3 Communications, Iimthis Form 10-K, we may refer to our former sdizy Software Spectrum, Inc. and its
subsidiaries as "Software Spectrum."

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

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

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

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

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

. our communications business, its advantages anst@iegy for continuing to pursue our busin
. anticipated development and launch of new servitesir business
. anticipated dates on which we will begin providoeytain services or reach specific milestones éndsvelopment and

implementation of our business strategy;

. growth of the communications indust
. expectations as to our future revenue, margingresgs, cash flows and capital requirements; and
. other statements of expectations, beliefs, futlaegpand strategies, anticipated developments #red matters that are not

historical facts.

These forward-looking statements are stiltjedsks and uncertainties, including financralgulatory, environmental, industry growth and
trend projections, that could cause actual eventesullts to differ materially from those expressedmplied by the statements. The most
important factors that could prevent us from acinigwur stated goals include, but are not limigdour failure to:

. integrate strategic acquisitior

. increase the volume of traffic on our network;

. defend our intellectual property and proprietaghts;

. successfully complete commercial testing of newatetogy and information systems to support newisesy
. develop new services that meet customer demandgearatate acceptable margi

. attract and retain qualified management and otbesgmnel; and




. meet all of the terms and conditions of our debigalions.

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

Part |

ITEM 1. BUSINESS

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

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

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

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

. Rapidly Improving TechnologiesOver the past few years, both Internet Protoc®P@nd optical based networking
technologies have undergone extremely rapid inn@vatue, in large part, to market based developmianderlying
technologies. This rapid technology innovation resulted in both an improvement in price-perforneafur optical and Internet
Protocol systems, as well as rapid improvemerténftinctionality and applications supported by ¢heeshnologies. For
example, these improvements are enabling voice IBvservices or VoIP that are challenging tradiictelephone network or
PSTN services. We believe that this rapid innovatidll continue well into the future across a numbegdifferent aspects of the
communications marketplace.

. High Demand Elasticity We believe decreases in communications servizets @and prices cause the development of
bandwidth-intensive applications, which, over timesult in even more significant increases in badttwdemand. In addition,
we believe that communications services are dsebstitutes for other, existing modes of informatilistribution from sources
such as traditional broadcast entertainment asagdliistribution of software, audio and video cahtesing physical media
delivered using motor transportation systems. Aangxe of this dynamic is the use of the Internetfie distribution of video
entertainment.




We believe that as communications services impmoee rapidly than these alternative content distiim systems, significant
demand will be generated from these sources ofrirdtion. We also believe that high elasticity ofrded from both these new
applications and the substitution for existing rilisttion systems will continue for the foreseeduoleire. We believe that while
high demand elasticity will be manifested over tigevernment regulation and communications suppéjrcinefficiencies may
cause realization of demand to be delayed.

We also believe that there are significant impiarad that result from this market dynamic. Thesplications include the following:

. Incorporating Technology Change Given the rapid rate of improvement in opticall &mternet Protocol technologie
communications service providers that are mostcaffe at rapidly deploying new services that talleamtage of these
technologies will have an inherent cost and seratheantage over companies that are less effedtidge@oying new services
that use these technologies.

. Capital Intensity. The rapid improvements in these technologiesth@deed to move to new technologies more quiadylts
in shortened economic lives of underlying assetsadhieve improvements in service capabilities amiticost reductions,
service providers will need to deploy new generatiof technology sooner, resulting in a more cépitansive business model.
Those providers with the technical, operational famancial ability to take advantage of the rapitvancements in these
technologies are expected to have higher abscoduytiéat requirements, shortened asset lives, rapietyeasing unit costs and
prices, rapidly increasing unit demand and higlashdlows and profits.

Our Communications Business Strategy

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

. Offer a Comprehensive Range of Communications &e@ver Our Ern-to-End Networl. We provide a comprehensive rar
of communications services designed to meet thdsekour customers over our network. Beginning0da6, we expanded our
targeted customer base to include enterprise andss customers through the acquisitions we comxblétiring 2006 and early
2007.

Our communications service offerings include:

. Internet Protocol and data servi—including (1) Internet access and IP and Etherngt® Private Networks an
(2) broadband transport services such as wavelgnddnk fiber and private line services (transotedrackhaul, intercity, met
and unprotected private line services);

. content distribution services including caching aitko broadcast service
. colocation services; ar
. Softswitch and voice services—including wholesat@R/component services, enterprise or busines&\sgtvices, wholesale

voice origination and termination services and ngaaamodem for the dial-up access business.
The availability of these services varies by lomati

For several years we have been developing serthie¢$ake advantage of the investment that we heage in our network and
that generally target large, existing markets fanmunications services. We have also expandedxistirgy markets for
communications




services through the acquisitions we completedid62and early 2007 that enabled us to offer seswidectly to enterprise or
business customers. Through these efforts we mavedsed significantly our addressable market lyngchew targeted
customers as well as new voice and data serviets$ake advantage of the geographic coverage sstchdwantages of our
network.

With respect to our wholesale customers, we prothidse customers with several options for accessingntercity network—
including our metropolitan networks and colocatiadilities. Our metropolitan networks enable usanonect directly to points
of high traffic aggregation. These traffic aggreégafacilities are typically locations where ourstomers wish to interconnect
with our intercity network. Our metropolitan netwerallow us to extend our network services to ttaggegation points at low
costs. With respect to our enterprise customergraeide these customers with access to our netwitiker by directly
connecting to their location or by serving thatdtion with a connection from another communicatisesvices provider. As of
December 31, 2007, we have:

approximately 77,000 intercity route miles in NoAmerica and Europe, which we expect to reducepaimately 48,000
intercity route miles after we complete the intéigraof acquired companies, connecting 20 countries

approximately 125 markets having metropolitan fibetworks containing approximately 27,000 routeesiih the United Statt
and Europe; and

approximately 7,300 traffic aggregation points &oddings in the aggregat

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

Additionally, our metropolitan networks allow usd¢ompete for certain local communications traffitiich constitutes a
significant percentage of the communications markstof December 31, 2007, we had secured apprd&lyné.9 million
square feet of space for our Gateway and transonigactilities and other technical space and hadpteted the build-out of
approximately 4.6 million square feet of this space

Provide Low Cost Backbone Services Through An Upgahkle Backbone Networ Many portions of our originally construct
intercity and metropolitan networks were desigregdrovide high quality communications services ktveer cost. As we
continue to integrate our acquired operations,n@twork and business processes will seek to ensttie cost effectively deploy
future generations of optical and IP networking poments (both fiber and transmission electronicsaptronics) and thereby
expand capacity and reduce unit costs. In additanstrategy is to maximize the use of open, napipetary interfaces in the
design of our network software and hardware. Thigr@ach is intended to provide us with the abiiitypurchase the most cost
effective network equipment from multiple vendomslallow us to deploy new technology more rapidig affectively.

Target Top Global Bandwidth CustomeryVith respect to our wholesale service offerirms, primary distribution strategy is
use a national, direct sales force focused on bégtdwidth usage businesses. These businessesdrictuanbent local exchan
carriers, international carriers also known as RTiajor internet service providers or ISPs, broadbzable television operato
wireless providers, major interexchange carridrs,u.S. government and enhanced service proviBeosiding communicatior
services to many of these businesses is at theo€ang market enabling strategy. We identify aolgbale customers those
customers that purchase significant amounts ofaigpi® serve the needs of their customers.
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Further Develop Existing Enterprise Customer Busin With respect to our business markets customerspramary
distribution strategy is to use a locally basee@dclisales force to target business customers,ga@nments, higher education
institutions and academic consortia with high dedsaior mission critical communications servicesthis category we also
target regional carriers that make communicati@ngises buying decisions locally.

Develop Market Leading Content Distribution Serv@igerings. At December 31, 2007, we operated one of theekrimterne
Protocol backbones in the world. In other words,operate one of the largest networks over whicérh@t content is transport
from content sources to third party owned accetsorks connected directly to end users. As a redltiis network scale, in
early 2007 we embarked on a strategy to refinecapabilities to address the communications neetlsosE organizations that
produce the content that individuals want to viexgrahe Internet. This service offering includeghhspeed IP services,
colocation services and services that cost effelstigistribute the content that is produced forstanption over the Internet. We
believe that one of the largest sources of futnceemental demand for communications servicesheillerived from customers
that are seeking to distribute their feature richtent or video over the Internet. Furthermore pekeve that we are the only
services provider with a single source, full pditf@f end-to-end content distribution solutionedahat we are in a unique
position to offer a range of building blocks to mdese customers' needs.

Expand Metropolitan Network Coveraga/Ne expect to selectively extend the current redadur existing metropolitan
networks by opportunistically adding additional nentions to buildings and other traffic aggregafoints from these
networks. These connections will enable us to reattitional potential customers and reduce ourscfostthe termination of ot
customers' communications traffic on other carriegsworks.

Pursue Acquisition Opportunitie For a number of years, we have engaged in sigmifiacquisition activities. In evaluati
potential acquisition opportunities, among othélecia, we evaluate the potential acquisition adoay to the transaction's abil
to generate positive cash flow from high creditlgp&ustomers. For these opportunities, we gehelabk for companies with
recurring revenue that comes predominantly frormises we already provide, in geographic areasdtetlready served, with
customers that are consistent with our existingocusr base. It is this group of acquisitions tretteyally also provide
significant synergy opportunities as a result aérbepping network and service offerings.

As we seek to expand the addressable market fasesuices, we also evaluate opportunities that dvenpand our service
capabilities. Transactions that would be includethis category would expand the geographic scéperonetwork or would
provide capabilities for additional services ottdlmition channels. For these opportunities, weegalty consider whether the
targeted company's distribution strategy is coaeststith our strategy and whether management lesdi#hvat the target's current
and/or future revenues can be significantly inaedaand/or expenses can be significantly reducedrasult of a combination
with our operations. Generally these acquisitioparfunities will not provide the same level of sggeopportunity that the
category of acquisitions describe above providesto

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




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

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

. Experienced Management Te¢ We have assembled a management team that weebiiwell suited for our busine
objectives and strategy. Our senior managemersutzstantial experience in leading the developmmeatketing and sale of
communications services and in managing, desigaimconstructing metropolitan, intercity and intgronal networks.

. A Comprehensive Range of Communications Sen We provide a comprehensive range of communicatiemvices designe
to meet the needs of our customers over our netviBeginning in 2006, we expanded our targeted custdase to include
enterprise or business customers.

Our communications service offerings include:

. Internet Protocol and data servi—including (1) Internet access and IP and Etherneti® Private Networks an
(2) broadband transport services such as wavelengdgnk fiber and private line services (transoegdrackhaul, intercity, meti
and unprotected private line services);

. content distribution services including caching &iteo broadcast service
. colocation services; and
. Softswitch and voice services—including wholesatdR/component services, enterprise or busines® \sgitvices, wholesale

voice origination and termination services and ngadamodem for the dial-up access business.

The availability of these services varies by lomati

For several years we have been developing serthie¢$ake advantage of the investment that we heage in our network and
that generally target large, existing markets fanmunications services. We have also expandedxistirey markets for
communications services through our acquisitioas ¢mabled us to offer services directly to enteepor business customers.
Through these efforts we have increased signifigamtr addressable market by adding new targetstbmers as well as new
voice and data services that take advantage afe¢bgraphic coverage and cost advantages of ouoretw

. Significant metropolitan network platfort As of December 31, 2007, we have metropolitaerfitetworks in approximate
125 markets in North America and Europe, which amnmapproximately 26,000 route miles and connetiiénaggregate
approximately 7,300 traffic aggregation points aoddings. Our metropolitan networks enable usdorect directly to points
high traffic aggregation and customer locations matllice our costs for the termination of our cusi@ncommunications traffic
on other carriers' networks.

. Endto-End Network Platforr Our strategy has been and continues to be t@d@gtwork infrastructure in major metropolit
areas and to link these networks with significateiicity and trans-oceanic networks in North Ameeaad Europe. We believe
that the integration of our metropolitan and iniigraetworks with our colocation facilities will @and the scope and reach of
our on-net customer coverage, facilitate the unifdeployment of technological innovations as we aganour future upgrade
paths and allow us to grow or scale our service




offerings rapidly. We believe that we are the dnlgrnational communications service provider with unique combination of:

a substantial intercity network;

large fiber count metropolitan networl

substantial colocation facilities; and

significant content distribution technology andviegs.

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

Extensive Patent Portfolid.hrough acquisitions and through our own reseanchdevelopment, we have created an extensive
patent portfolio, consisting of approximately 8&qnts and patent applications filed in the Unf¢ates and around the world.
Our patent portfolio includes patents filed in ea€lthe last three decades covering technologiegimg from data and voice
services to content distribution to transmissiod aatworking equipment. Most of our issued patantésnot scheduled to expire
for more than ten years. We have used our patetfopo in a number of ways. First, developing agairing technologies and
receiving the legal right to preclude others frosing them may give us a competitive advantage.r8kdbe breadth and depth
of our patent portfolio may deter others, partidyléelecommunications operators, from bringinggpatinfringement claims
against us for fear of counter-claim by us. We wilhtinue to file new patent applications as weamale and develop products
and services, we will continue to seek opportusiteexpand our patent portfolio through strategiguisitions and licensing,
and we will continue to enforce our patents agdifsingement by others.

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

A More Readily Upgradeable Network InfrastructuriVith respect to a substantial portion of our ratwy the network was
designed to take advantage of technological inionstincorporating many of the features that arepnesent in older
communication networks, and provide us flexibitilytake advantage of future developments and inifansa We designed the
transmission network to optimize all aspects oéffiand optronics simultaneously as a system toafetihe lowest unit cost to
our customers. As fiber and optical transmissichmelogy changes, we expect to realize new unitioggrovements by
deploying the most cost efficient technologies um network. We believe that our network design eilable us to lower costs
and prices while enjoying higher margins than ampetitors.
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Our Communications Services
Customer Focused Organization

Beginning in August 2006, we realigned ¢histomer interacting or customer facing aspectsiotommunications business into four
groups to focus more effectively on the needs ofooistomers. These four groups are:

. Wholesale Markets Grot

. Business Markets Group

. Content Markets Group; and
. Europe

This realignment was implemented to en#idse employees in these customer facing rolesweldp and deliver high quality
communications services that are based on the rmééks customers that the group is seeking toesétach of these groups is supported by
dedicated employees in sales and segment marké&aat). of the groups is also supported by centdkssvice or product management and
development, general marketing, global networkises; engineering, information technology, and ooafe functions including legal, finance,
strategy and human resources. It is through thel¥ghte Markets, Business Markets, Content MarkedsEaurope groups that we offer a
comprehensive range of communications services.

Wholesale Markets Group. The Wholesale Markets Group is focused on dedlig communications services to meet the high waitt
needs of many of the largest global communicatgmsices providers on a wholesale basis. The Waldédarkets Group's customers
integrate or package our services into their ovadpcts and services to offer voice, video and datgices to their end-user customers.

The market segments that the Wholesale #ai®&roup addresses include:

. domestic and international carriers;

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

. wireless providers;

. broadband cable television operatc
. system integrators; ar

. the U.S. government.

Business Markets Group.The Business Markets Group is focused on defiggcommunications services to meet the
telecommunications needs of: small, medium andelargerprises; regional carriers; higher educatistitutions and academic consortia; and
state and local governments. Local and regionailerarinclude ISPs, enhanced service providerdjagtipn service providers, wireless
providers, mobile virtual network operators, Vol®yiders as well as datacenters and hosting fiésiliThe Business Markets Group focuses
on providing its targeted customers with the fults of data, Internet, transport and voice sestice

Content Markets Group. As we believe that one of the largest sourédstare incremental demand for communications ises/will be
derived from customers that are seeking to disteileir feature rich content or video over thetnet, the Content Markets Group focuses on
offering a range




of end-to-end communications services building kdoiw meet the content distribution needs of ig@mers. Customers that the Content
Markets Group serves include:

. video distribution companies;

. providers of online gaming and m¢portals;

. software service provider

. social networking providers; and

. traditional media distribution companies includbrgadcasters, television networks and sports lea

Europe. The Europe group focuses on the communicatiersls of European customers and the European sgfectstomers located
outside of Europe. The Europe group target custerer similar to the target customers of the WiaddéeMlarkets Group and the Content
Markets Group.

Service Offerings

We offer a comprehensive range of commuiuina services, which currently include the follogiservices. All of these services are
available to customers of each of the customengpgroups, however their availability varies bydtion. The following is an overview
description of some of the services that we offer.

. Network and Internet ServicesWe offer both wholesale-oriented communicatiogrsises to enable large scale networks and
high speed access to the Internet as well as sisglzices designed for the enterprise marketplteoffer a portfolio of data
communications services ranging from basic netvirfilastructure components such as dark fiber, vemgth, and private line
services to higher level routed data services sgdithernet, Internet Transit and IP VPN. Our Nekvand Internet Services
include the following.

. Transport Services.Transport services include wavelengths (Leveit8rtity Wavelength Services and Level 3 Metro
Wavelength Services) and private lines (Level &deity Private Line Services and Level 3 Metro $=9). These services are
available across our metropolitan and intercitgfihetwork. Wavelength services provide unproteptadt-topoint connectior
of a fixed amount of bandwidth with Ethernet or S&Ninterfaces. Wavelength services are availabB5Gbps and 10 Gbps
speeds, which represent the largest capacity o€aled transport services. This service offerimgets customers that require
significant amounts of bandwidth, desire more dicemtrol and provide their own network managemenitzate line services ¢
also point-to-point connections of dedicated baunitlwbut usually include SONET or SDH protectiorptovide resiliency to
fiber or equipment outages. Private line servicesaaailable in a range of speeds. Level 3 alsereffletro and Intercity
Ethernet Private Line Services with Fast-E and Bigterfaces. Customers generally use our tranggovices to create their
own SONET/SDH, ATM and IP networks. We typicallfarftransport services in annual contracts with thigrpayments or
long-term pre-paid agreements.

Level 3 also provides transport services within wansatlantic cable system connecting North Anagegicd Europe as well as
leased bulk capacity on other transoceanic systédmntsrnational Backhaul" transport services, intemecting cable landing
stations and the terrestrial North American andopaan networks, are also available.

. High Speed Internet Protocol (IP) Servii Level 3 operates one of the largest internatitmaknet backbones providir
connectivity among customer IP, content and apgtinanetworks. Built on our own intercity and metaditan networks in Nori
America and




Europe, we provide customers with high performaneigbility and scalability. Access to the Interigenabled through
interconnection among our customers across ourarktas well as interconnections with other Intei®etvice provider "peers."”

Dedicated Internet Acces Dedicated Internet Access, or DIA, is Level 3gefprise focused Internet access product leveg
the same core Internet backbone as our other kttServices. Level 3 operates one of the largéstriational Internet
backbones in the world and is regularly considensel of the most connected Internet networks. L8\seDedicated Internet
Access service provides Internet connectivity av@ier One Internet backbone through a wide vaoétgccess methods and
speeds. The service also includes Domain Namecssiyprimary, secondary and caching and is avail@blkither a stand-alone
service or as a complement to our other commumwicatservices.

VPN Services Built on our optical transport and MPLS netwonkg offer customers the ability to create privadnt-to-point,
point-to-multipoint, and full-mesh networks basedIB VPN, Virtual Private LAN Service, or VPLS, ATlkhd Frame Relay
technologies. These services allow service prosidmrporations, government entities, and distidiubusinesses to replace
multiple networks with a single, cost-effectivewgan that simplifies the transmission of voiceje®, and data over a single or
converged network. The service allows the custdmeachieve this convergence without sacrificingdbelity of service or
security levels of traditional dedicated transmdférings. These solutions are used for serviceiges and corporate data and
voice networks, data center networking, disasteovery and out-of-region or redundant customer eotiwity for other service
providers.

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

Dark Fiber Service. Level 3 Intercity Dark Fiber and Level 3 MetrodRé&iber provide carriers, service providers, goveent
entities and large enterprises a complete infragira when a fiber solution is required based dquamapplications, control or
scale requirements. The services include fibepaailon space in our Gateway and in our networlities, power and physical
operations and maintenance of the fiber and adsaciafrastructure.

Content Distribution. Our primary Content Distribution products andveegs include the following.

Content Delivery Networl Our content delivery network services combinel®unetwork, gateway facilities and paten
technology that directs a requestor or end ustredest location or server cluster in our networketrieve the requested
content based on location and network conditions. @DN services provide customers with improved pasformance,
scalability, reliability and reach for their webgdipations. Our Caching and Download Services mte\dfficient delivery of
large files such as video, software, security pegcludio and graphics to mass audiences. Oum8tg&ervices can be usec
deliver high performance streams, either live oxdemand, to end users using leading proprietariopats. We also offer
storage solutions enabling customers to uploadstoreé content to our network as part of an optichizelivery platform. In
addition to our delivery services, our Intelligdmaffic Management software continuously monitgrstems and Internet
conditions and enables customers to set rulesrtardically route traffic to meet failover or dualnglor objectives.
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Media Delivery Service: Since the acquisition of Servecast in July 200F pffer media delivery services to customers seg
to manage, protect and monetize content deliveved the internet. Media Delivery Services providstomers with means to
ingest and digitize live video content and to mantge organization and presentation of both live @m demand video to end
users via a content management system. Contenbeagcured to prevent unauthorized access, rédistmn or syndication.
Additionally, support for content monetization yiaid and advertising supported models is provitiéetlia Delivery Services
leverage our Content Delivery Network for the deliwof managed content to end users.

Fiber Optic and Satellite Video Transport Servic We offer various products to provide audio ardeei feeds over fiber ¢
satellite for broadcast and production customengs€ products vary in capacity provided, frequenfayse (that is, may be
provided on an occasional or dedicated basis) @nd.gn 2004, Super Bowl® XXXVIII was the firstvié broadcast event ever
carried using our new high definition (HD) transpmmoduct.

Advertising Distribution ServicesThese services include Audio Distribution andatidistribution. Our Audio Distribution
services distribute radio spots to stations viated@ic and physical distribution. Spots are dtted to over 10,500 stations in
North America via the Internet using no proprietaardware. Our Video Distribution services offestmmers the capability to
deliver video content electronically and physicatiytelevision stations, broadcast networks andecagtworks across the Unit
States.

On December 19, 2007, we announced that our wbellyed subsidiaries, WilTel Communications, LLC, eES
Communications, LLC and Vyvx, LLC, as the sellérad entered into an Asset Purchase Agreement v@th-&stChannel, Inc.
Pursuant to the terms of the Purchase Agreemensedifers will sell to DG FastChannel for cashaiarassets relating to the
Advertising Distribution Services business. Under terms of the Purchase Agreement, we will recgi29 million in cash
upon the closing of the transaction. The purchaiee |is subject to certain post closing workingita@mdjustments.
Consummation of the transaction is subject to enaty closing conditions, including receipt of applble federal regulatory
approvals.

Switched ServicesWe pioneered and developed the Softswitch—ailligd computer system that emulates the functions
performed by traditional circuit switches—which bfes us to control and process voice and data @adlsan Internet Protocol
network. We also offer several traditional circaititch-based voice services. Our Switched Servidade the following.

Level 3 VolP Enhanced LocalLevel 3 VolP Enhanced Local is a VolP solutioattBnables broadband cable operators, IXCs,
voice over IP providers, and other companies operdlheir own switching infrastructure to launchbBsed local and long-
distance voice to residential and business custoriarany broadband connection. With the purchéasewel 3 VolP Enhanced
Local service, a customer obtains the essentiddibgiblocks required to offer residential or biesis voice over IP phone
service such as local phone numbers, local numix¢alglity, local and long distance calling, E-9bperator assistance,
directory listings, and directory assistance.

Level 3 Local Inbound.Level 3 Local Inbound service terminates tradisibtelephone network originated calls to Internet
Protocol termination points. Customers, such dscealters, conferencing providers, and voice olPesdrvice providers, can
obtain telephone numbers from us or partacal telephone numbers that the customer ajreadtrols. These local calls are tl
converted to IP and transported over our backbor@ecustomer's IP voice application at a custoraketed IP voice end point.
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Level 3 £-911 Direct. Level 3 E-911 Direct is a portfolio of -911, or Enhanced 911, solutions, including a f-location
solution with network connections to public safabyswering points or PSAPs that serve approxim&@lgercent of all U.S.
households, and a solution for nomadic voice oRaurbviders that takes advantage of the same nletvaomections as the
fixed-location solution. Enhanced 911 service aiam emergency services operator to automaticatiyive information related
to a 911 caller's registered address and callbhokeonumber. A nomadic voice over IP provider é@mpany that permits its
end user customer to use VoIP services from mane ¢ime location. Level 3 E-911 Direct providesrnkévork capabilities that
route and complete 911 calls to appropriate sekectuters and PSAPs on the traditional telephdrden@twork. When used
with the services provided by a third party VolPsRioning Center, or VPC, to collect, update angbré subscriber location
information, our Level 3 E-911 Direct service erV/olP service providers to supply 911 servicabedr subscribers.

Level 3 One Plus Level 3 One Plus service provides -facilities-based resellers, or carriers with regional netwafes ability
to originate PSTN calls from anywhere in the comtital US. Level 3 then terminates the domestieriational and Operator
Services calls over our nationwide network, or costrs may choose to have calls handed back to dhema dedicated facility.
This service suite features Automatic Number Ideatiion (ANI)-based and Carrier Identification Go(CIC)-based services as
well as a dedicated end-user service.

Level 3 Enterprise Local and Long Distance Voicerises. Level 3 Enterprise Local Voice Services providElR

connectivity for customer telephone equipment;pietse numbers, which include associated direcistindis; standard servic
which include operator services, directory assistaand 911 services; and long-distance accesshwhovides equal access to
all long-distance carriers, including Level 3. Level 3 Eptexe Long Distance services offer intrastate aerstate voice servi
at simple, cost-effective rates as well as acaessé¢r 290 international locations.

Level 3 Enterprise Toll-Free Serviced.evel 3 Enterprise Toll-Free Services offer castos the ability to receive and pay for
inbound calls, rather than those calls being paid¥ the call originator. Additionally, a numbefrrouting and call information
features are available.

Level 3 Voice TerminationLevel 3 Voice Termination consists of long distanransport and termination services, offered over
circuit switch or Softswitch technologies. Thesevges are offered primarily to inter-exchange ieas, or IXCs, wireless
providers, local phone companies, cable compamids/aice over IP providers. We also offer the teraion of international

voice traffic over circuit switch or Softswitch tawologies. Customers for these services includal jolcone companies, wireless
providers, cable companies and voice over IP pergid

Level 3 Toll Free Level 3 Toll Free consists of services that teate toll free calls that are originated or placadhe
traditional telephone network. These toll freegalle carried over either a circuit switch or Seiftsh network and delivered to
customers in Internet Protocol or traditional TDdrhat. Customers for these services include callecs, conferencing
providers, and voice over IP providers.

Level 3 Managed ModemLevel 3 Managed Modem is an outsourced, turnikfrgstructure solution for the management of
dial up access to the public Internet. ISPs coremisajority of the customer base for Level 3 Maublodem and are
provided a fully managed dial up network infrastase. As part of this service, Level 3 arrangestiier provision of local
network coverage, dedicated local telephone numbacks and modems as well as dedicated conngctivin the customer's
location to the Level 3 Gateway facility.
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For a discussion of certain geographicrimfation regarding our revenue from external custsraad long-lived assets, please see the
notes to our Consolidated Financial Statementsappgelsewhere in this Form 10-K. For a discussibour communications revenue, please
also see Management's Discussion and Analysisnain€ial Condition and Results of Operations appgdeiter in this Form 10-K. Our
management continues to review our existing lirffdsuginess and service offerings to determine Hoysé lines of business and service
offerings assist with our focus on the deliverycommunications services and meeting our finand@daiives. This exercise takes place both
with respect to integration activities and in thidinary course of our business. To the extentdhetain lines of business or service offerings
not considered to be compatible with the delivérgammunications or with obtaining our financialjettives, we may exit those lines of
business or stop offering those services.

Our communications network

Our network is an advanced, internatiofailities based communications network. Today prigarily provide services over our own
facilities. At December 31, 2007, our network enpasses:

. approximately 67,000 intercity route miles in NoAmerica, which we expect to reduce to approxinyad&,000 intercity route
miles after we complete the integration of acquirethpanies;

. approximately 125 markets having metropolitan fibetworks containing approximately 27,000 routeesiih the United Statt
and Europe, connecting approximately 7,300 traffjgregation points and buildings in the aggregate;

. local networks in approximately 116 North Americaarkets;

. an intercity network covering approximately 10,080es across Europ

. local networks in approximately 9 European markets;

. approximately 6.9 million square feet of Gatewag &nansmission facilities in North America and Euepand

. a 1.28 Tbps capable transatlantic cable systenemtlyrequipped at 640 Gby.

Intercity Networks. Our approximately 67,000 mile fiber optic irdigy network in North America, which we expect wik
approximately 38,000 miles after we complete otedgration of acquired companies, consists of theviing:

. Multiple conduits. In approximately 30,000 milesaafr intercity network, we have installed groupsmfitiple conduits. We
believe that the availability of spare conduit vaillow us to deploy future technological innovagan optical networking
components as well as providing us with the flditibto offer conduit to other entities.

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

. High speed Intercity Dense Wave Division Multiplegj or DWDM, equipment providing high quality, e and cost
effective transmission across our fiber backbone.ané continually evaluating advancements in teldgyahat will enable us 1
scale, lower our cost and provide higher speeda@Esover our intercity network. We believe tha tharket will continue to
move toward Ethernet based services and highedspt=faces. Through our technology
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evaluations we believe that we have positionededues to be able to deliver these capabilitiedbfiih our own IP network
needs as well as those of our customers.

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

During the first quarter of 2001, we cometeour construction activities relating to our MoAmerican intercity network. Also during
2001, we completed the migration of customer tcdfiom our original leased capacity network to completed North America intercity
network. Deployment of the North American interaigtwork was accomplished through simultaneoustoacton efforts in multiple
locations, with different portions being completgdifferent times. In 2003, we added approximage885 miles to our North America
intercity network as part of the Genuity transattiand in 2005, we added approximately 30,000 nfitesuding IRUS) to our intercity netwao
as part of the WilTel Communications transaction2006 and January 2007, we added approximatefp@eéniles (including IRUs) to our
North America intercity network as part of the was acquisitions during that peric

In Europe, we have completed constructioouo fiber optic intercity network with charactstics similar to those of the North American
intercity network in a multiple ring architectu®uring 2000, we completed the construction of Rirgnd Ring 2 of our European network.
Ring 1, which is approximately 1,900 miles, consgbe major European cities of Paris, Frankfurt,sferdam, Brussels and London and was
operational at December 31, 2000. Ring 2, whicpjsroximately 1,650 miles, connects the major Geruoitkes of Berlin, Cologne,
Dusseldorf, Frankfurt, Hamburg, and Munich. Ringezame operational during the first quarter of 2@ibsequently, we created two
additional rings generally through IRU acquisitidaonnect to our expanded operations in Eurogeate described below. The first ring is
approximately 2,150 miles and connects Copenhditeckholm and Oslo and the second ring is appraeind,700 miles and connects
Milan, Zurich and Geneva.

During 2002, we completed an expansionusfiEuropean operations to seven additional ci@es.expansion to these additional locations
was facilitated through the acquisition of avaitabhpacity from other carriers in the region. Dgr2®03, we completed an expansion of our
European operations to four additional cities.ddition, during 2004, we completed an expansioouwfEuropean operations to two cities.
During 2005, we completed an expansion of our Eemopoperations to one city. During 2006, we obthiterk fiber primarily in those cities
currently served by leased wavelength capacityaatditionally in 2006 we completed an expansionwfBuropean operations to 9 additional
cities. During 2007, we obtained dark fiber in thties that had been served by leased waveleagtacity and additionally in 2007 we
completed an expansion of our European operatmA@satlditional cities. In 2008, we expect to comtiour European expansion to one
additional city using leased wavelength capacitg. &pect to use the dark fiber with appropriategmaission equipment to sell a full suite of
transport and IP services.

Our European network is linked to our Noktherican intercity network by the Level 3 tranaatic 1.28 Thps capable cable system,
which was also completed and placed into servieaend2000. The transatlantic cable system—whictrefer to as the Yellow system—has a
current capacity of 640 Gbps and was upgradealde?® Thps when brought into service. The deployoéthe Yellow system was
completed pursuant to a co-build agreement annabimcEebruary 2000, whereby Global Crossing Ltdtip@ated in the construction of, and
obtained a 50% ownership interest in, the Yelloatesyn. Under the co-build agreement, Level 3 and&l|Grossing Ltd. each now separately
own and operate two of the four fiber pairs onYedow system. We also acquired additional capaeityGlobal Crossing Ltd.'s transatlantic
cable, Atlantic Crossing 1, during 2000 to serveeaitindant capacity for our fiber pairs on the ¥elkystem. We also own capacity in the
TAT14 cable system. In connection with the WilTedjaisition, we have secured additional capacitystwbal Crossing's transatlantic cable,
Atlantic Crossing 1, and TAT-14. In 2006, we purebe 300 Gigabits of transatlantic
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capacity with the right to purchase 300 Gigabitadditional capacity from Apollo Submarine Cabletgyn Ltd. In January 2007 we purcha
150 Gigabits of the additional capacity availaltarf Apollo Submarine Cable System Ltd, 300 Gigaibitslay 2007 and an additional 100
Gigabits in November 2007. We are also an ownaherapan-US, and China-US cable systems, an IRl¢ihon Southern Cross cable
system as well as an owner on the Americas Il cabtban IRU holder on the Arcos system.

Local Market Infrastructure. Our local facilities include fiber optic metmajgan networks connecting our intercity networldan
Gateways to buildings housing communications-intensnd users and traffic aggregation points—inicigdLEC and CLEC central offices,
long distance carrier points-of-presence or PO&lslechead-ends, wireless providers' facilities laernet peering and transit facilities. As of
December 31, 2007, we had in the aggregate appabdaiyn7,300 traffic aggregation points and buildimgpnnected to our metropolitan
networks. Our high fiber count metropolitan netwsoatlow us to extend our services directly to austomers' locations at low costs, because
the availability of this network infrastructure doeot require extensive multiplexing equipmentdach a customer location, which is required
in ordinary fiber constrained metropolitan networks

We had secured approximately 6.9 millionasg feet of space for our Gateway and transmidaiglities as of December 31, 2007, and
had completed the buildout of approximately 4.dionl square feet of this space. Our initial Gateviajlities were designed to house local
sales staff, operational staff, our transmissiosh lawernet Protocol routing and Softswitch faddtiand technical space to accommodate
colocation services—that is, the colocation of pquent by high-volume Level 3 customers, in an emvinentally controlled, secure site with
direct access to Level 3's network generally thihodigal, fault tolerant connections. Some of ouilifeas are larger than our initial facilities a
were designed to include a smaller percentagetalf square feet for our transmission and Intermetdeol routing/Softswitch facilities and a
larger percentage of total square feet to suppersale of colocation services. Availability of skeservices varies by location.

As of December 31, 2007, we had operatidaallities-based, local metropolitan networksl 6 U.S. markets and 9 European markets.

As of December 31, 2007, we had approxitydté5 markets in service in North America and appmately 42 markets in service in
Europe.

Our Patent Portfolio

Through acquisitions and through our owseegch and development, we have created an exaguaignt portfolio, consisting of
approximately 880 patents and patent applicatided in the United States and around the world. gatent portfolio includes patents filed in
each of the last three decades covering techn@ogigging from data and voice services to contistiloution to transmission and networking
equipment. Most of our issued patents are not sgbddo expire for more than ten years.

In addition to the patents and patent agfitbns we own, we have received licenses to patexitl by others, including through a recently-
announced cross-license with IBM, giving us actéeshat company's more than 40,000 patents covenagy technologies relevant to our
business. While patents give us the right to pregtrers, particularly competitors, from using puoprietary technologies, patent licenses 1
us the freedom to operate our business withoutiskeof interruption from the holder of the patémat has been licensed to us.
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We have used our patent portfolio in a nends ways. First, developing or acquiring techigids and receiving the legal right to preclude
others from using them may give us a competitiveaathge. By way of example, at the end of 2007initeted a lawsuit against competitor
Limelight Networks, Inc., alleging that that companfringes three of our patents relating to thetrihution of content. That lawsuit is expec
to go to trial before the end of 2008 and, if swséel, could result in a court order prohibitingriglight from using our patented technology in
relevant service offerings. Second, the breadthdapdh of our patent portfolio may deter otherstipalarly telecommunications operators,
from bringing patent infringement claims againsfarsfear of counteclaim by us. There have been relatively few paitgfiningements brougt
against us to date. Most of those have been iedtiby patent-holding companies who do not opes¢edmmunications businesses and who
are less likely to be subject to a counter-clainméringement by us. Finally, the extensivenesewf patent portfolio allows us to cross-license
with others having similarly broad portfolios omrtes acceptable to us, mitigating the risk that ithvéll be able to assert patent infringement
claims against us.

We will continue to file new patent applioas as we enhance and develop products and ssrvie will continue to seek opportunities
expand our patent portfolio through strategic asitjons and licensing, and we will continue to enéoour patents against infringement by
others.

Our Content Delivery Network

Content Delivery Network, or CDN, descrilzesystem of computers networked together acreskitbrnet to provide content to users in
the most efficient manner to enable an optimal egperience. In a CDN, nodes or groups of compatersieployed in multiple locations
closer to the end user, also known as the "edgfeeafietwork” and cooperate with each other tofyatixjuests for content by end users,
transparently moving content behind the scenegptilne the delivery process. Requests for coraemtirected intelligently through
sophisticated software applications to nodes thatige optimal performance for end users.

Our content delivery network is a uniquefiguration of our hosting and network assets ledah approximately 17 countries, which is
designed to improve the performance, reliabilityd aeach of web applications.

We believe that as a result of the comipinadf our CDN assets and our other network infragtire, we are strongly positioned to grow
our market share in the CDN business. This badigkised on several factors.

. Network Scale. Because we own our own network, our ability tor@ase capacity to meet the needs of content prvid
greater than other CDN providers who do not haedfl#xibility to quickly increase their availabletwork capacity.

. Network React Our customers reach global Internet destinatitsirsg an average number of "hops" that are fewaar tith
most any other provider, enabling our customeesagily reach their audiences and provide bettdopeance. The fewer
number of hops required by our customers to relaein Internet destinations serves to reduce latandyjitter.

. Low Cost Position Because we own the underlying network infrastriestwe believe that we are positioned to offet

advantages to our customers. By moving conterdadé sour customers can take advantage of lowercosts for bandwidth,
colocation, servers and disk space.

CDN Applications

There are an increasing number of appboatfor CDN, across many types of customers, pdatity Internet-centric businesses and
businesses that desire to accommodate increasargigr
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file sizes for transmission over the Internet. Tiledia and entertainment industries use CDN serticpsovide on-demand streaming and live
streaming. Social Networking businesses require @plovide their customers with fast reliable ncusid video downloads. Likewise,
through the use of CDN, software companies aretaljeovide software downloads for their custom@nsline retailers and advertisers use
CDN services to provide images and flash files @ndownload advertisements. Online gaming compamiegide for game downloads,
applications updates and delivery of demos antétsaihrough CDN.

Content Distribution Services Architecture

The CDN platform uses our existing physitatwork and infrastructure, and is composed ofgtige server or computer, which provides
caching and streaming functions and the Globalesewnhich provides load balancing—that is, a corapttiat directs the traffic to the most
efficient server to meet the end users request Ellge server enables the storage of popular comtentocation that is closer to the end user
and thereby reduces bandwidth requirements ancoieprclient response times for content storedercttthe. The Global server or computer
load balancing components of the CDN directs ermd texjuests to the content source that is bestalslerve the request of the particular end
user, such as routing to the service noted thabg&est to the end user or to the one with enoagladity to service the request of the end user.

We also transmit audio and video prograngniar our customers over our fiber-optic networkl aie satellite. We use our network to
carry many live traditional broadcast and cablevision events from the site of the event to thigvnek control centers of the broadcasters of
the event. These events include live sporting evehthe major professional sports leagues. Ferdivents where the location is not known in
advance, such as breaking news stories in remcgégidms, we provide an integrated satellite andrfitptic network based service to transmit
the content to our customers. Most of our custorfeerthese services contract for the service oawamt-by-event basis; however, we have
some customers who have purchased a dedicatedtpgioint service, which enables these custometatsmit programming at any time.

We also distribute advertising spots tdoahd television stations throughout the Uniteat&t, both electronically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdastdbuting content for content owners
and rights holders. On December 19, 2007, we argemlthat our wholly owned subsidiaries, WilTel Coomitations, LLC, Level 3
Communications, LLC and Vyvx, LLC, as the selldrad entered into an Asset Purchase Agreement v@t-8stChannel, Inc. Pursuant to the
terms of the Purchase Agreement, the sellers alllkg DG FastChannel for cash certain assetsimgl&b the Advertising Distribution Services
business. Under the terms of the Purchase Agreemvenwill receive $129 million in cash upon thegitg of the transaction. The purchase
price is subject to certain post closing workingital adjustments. Consummation of the transadi®ubject to customary closing conditions,
including receipt of applicable federal regulatapprovals.

Distribution Strategy

Our communications services sales stratgtfyrespect to our Wholesale Markets Group andpgeiis to utilize a direct sales force
focused on companies with high bandwidth and/oceoequirements. These businesses include incundititexchange carriers, established
next generation carriers, international carries® &nown as PTTs, major ISPs, broadband cableis@ewperators, major interexchange
carriers, wireless carriers, systems integratargegiments, emerging VolP service providers, cgltiard providers, conferencing providers
and call centers.

With respect to our Business Markets Grangdium to large enterprises will be serviced Ifigld based direct sales force. Smaller
business opportunities are serviced by an insités $arce
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generally selling pre-defined bundles of servid¥e.also compliment our direct sales force withradirect sales channel of agent partners.

Our communications services sales stratdtiyrespect to the Content Markets Group is atsotilize a direct sales force. Targeted
customers include video distribution companiesyjters of online gaming and mega-portals; softveeice providers; social networking
providers; and traditional media distribution comiea including broadcasters, television networks sports leagues.

We have in place policies and proceduresyew the financial condition of potential andstig customers. We apply these procedures
to determine whether collectability of servicesdallis probable prior to the time that we begirvilng services to a customer. If the financial
condition of an existing customer deteriorates pmiat where payment for services is in doubt, vilenvet recognize revenue attributable to
that customer until we receive cash. Based on thelgies and procedures, we believe our exposuoelection risk within the
communications business and the possible effecuofinancial statements is limited. We may alspagience the effects of possible
downturns in the economy and specifically the tatemunications industry; however, we believe thecemration of credit risk with respect to
receivables is mitigated due to the dispersionufaustomer base among geographic areas and resypedidded by terms of contracts and
statutes.

For the year ended December 31, 2007 ,aputein customers represented approximately 34%odéa@nsolidated total revenue. Revenue
from our largest customer, AT&T Inc. and its sulsids, including SBC Communications, BellSouth &idgular, (assuming those
subsidiaries were wholly owned by AT&T for all 00@7), represented approximately 15% of our conatdidi total revenue for 2007. The next
largest customer accounted for approximately 5%uofconsolidated total revenue and the remainipgen customers each account for 3% or
less of our consolidated total revenue.

In connection with the acquisition of WilTie December 2005, we acquired a large custometraot between WilTel and SBC
Communications, a subsidiary of AT&T. We expect tie revenue generated under this contract wiltinae to decline over time as SBC
Communications migrates its traffic from our netiwtow the merged SBC and AT&T Communications netwbet SBC Communications
acquired from the former AT&T.

Business Support Systems

In order to pursue our sales and distridyutitrategies, we have developed and are contirtaidgvelop and implement a set of integrated
software applications designed to automate ouratjperal processes. These development activitiesralate to the integration of the systems
that were used by the companies that we have actjuihrough the development of a robust, scalaldkess support system, we believe that
we have the opportunity to develop a competitiveaatage relative to traditional telecommunicatioampanies. In addition, we recognize 1
for the success of certain of our services thatesofrour business support systems will need toalséyeaccessible and usable directly by our
customers.

We are currently deploying a unified sesiofiplified processes and systems that are streangland synchronizing our service, sales, and
operational functions through our "Unity" platforivnity has been designed to provide improved cdipabi service catalog management,
sales opportunity management, customer managemeting, order entry, order workflow, physical dodical network inventory
management, service management, and financial rearexg.

Key design aspects of the business suggstém development program are:
. integrated modular applications to allow us to @olgr specific applications as new services areablail

18




. a scalable architecture that allows our customegisdsstributors direct access to certain functithagt would otherwise have to
performed by our employees;

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

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

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

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

Our Employees

As of December 31, 2007, we had approxim#&®80 employees. We believe that our successrdipin large part on our ability to
attract and retain substantial numbers of qualiéiegbloyees.

Competition

The communications industry is highly cotitpee. A number of factors in recent years haweréased the number of competitors in the
market. First, the Telecommunications Act of 198€ated opportunities for non-incumbent providersrter the marketplace. Second, the
capital markets responded by making funding moeglalvle to new and existing competitors. Third heisiasm over the opportunities created
by the rapid developments of the Internet led itmssand market participants in general to overesti the rate at which demand for
communications services would grow. Finally, theeegence of new IP-based services has created ptsdpe new entrants with non-
traditional business models to compete with legaroyiders.

We believe that a confluence of these faatoeated an unsustainable level of competitidchénmarket. We believe that this was
evidenced by both the number of competitors vymgsfmilar business and by the amount of inventwrgapacity each brought to the market
for many services. The result of these actionsavasversupply of capacity and an intensely conipeténvironment.

While we believe the current industry stane has improved significantly, we believe thatHher restructuring is likely. With the growth
of communications demand, excess capacity is isorgly being absorbed. Similarly, some form of istiy consolidation will continue to
occur based on underlying economics. Given theslargyoing fixed costs associated with operatingakibone network, we believe that the
natural industry structure will continue to evoteea more limited number of competitors with eaelihg high traffic scale across their
networks.

While we believe that the long-run industtsucture will evolve toward that described abawgcertainty surrounds how the existing
competitive landscape will evolve toward this namcture. For example, while a number of next-gatien and incumbent providers have
been consolidated, we believe there are still abarof competitors operating fundamentally poorlifess models, are resource constrained,
and are unlikely to be long-term survivors in thairrent forms. In addition, the ultimate effecttoé completed acquisition transactions by
AT&T and Verizon is yet to be known.

We believe that each competitor's lsng-success in the market will be driven by itsilade resources (for example, financial, persoy
marketing, customers) and the effectiveness dftisness model (for example, service focus and coigt effectiveness, ability to adapt to new
technologies, channel effectiveness). We recoghiaemany of our existing and potential competifarthe communications industry have
resources significantly greater than ours.
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Our primary competitors are long distanagiers, incumbent local exchange carriers, cortipetiocal exchange carriers, PTTs, Content
Delivery Network companies, and other companiesghavide communications services. The followinfpimation identifies key competitors
for each of our product offerings.

Our key competitors for our voice serviéengs are other providers of wholesale commuinee services including AT&T, Verizon,
Sprint and competitive local exchange carriers. Kayrcompetitors for managed modem services aer gtioviders of dial up Internet access
including Verizon and Qwest Communications.

For our IP and Data services, we competle @mpanies that include Verizon, Sprint, AT&T, €t Communications, Global Crossing,
Cogent and XO in North America, and Sprint, VerizBrance Telecom, Deutsche Telecom, Global CrossingCogent in Europe.

For transport services, our key competitoithe United States are other facilities basedroanications companies including AT&T,
Verizon, Sprint, Qwest Communications and XO. Imdpe, our key competitors are other carriers sscR&l's, Telia International, Colt
Telecom Group plc, Verizon, and Global Crossing.

Our key competitors for our colocation $eeg are other facilities based communications @migs, and other colocation providers such
as web hosting companies and third party colocat@mnpanies. In the United States, these compamifisdie AT&T, Savvis, Equinix,
Switch & Data and Qwest Communications. In Euraaanpetitors include Global Switch, InterXion, Redbuielecity and Telehouse Europe.

For enterprise services, our key competiboclude incumbent local exchange carriers (sscAT& T, Verizon and Qwest), long distance
services providers (such as Sprint), and competiteal exchange carriers (such as Time Warnercdaieand XO).

For content distribution network or CDN\sees, our key competitors include Akamai Techn@egnd Limelight Networks.

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

Regulation
Federal Regulation

The Federal Communications Commission e C has jurisdiction over interstate and intéomat communications services, among
other things. The FCC's regulation of common cesnethout market power, such as us, is less srihthan its regulation of dominant
incumbent local exchange carriers. We have obtai@&d approval to land our transatlantic cable anltinited States. We have obtained FCC
authorization to provide international servicesadiacilities and resale basis. Under the Teleconications Act of 1996 (the "1996 Act"), any
entity, including cable television companies, eie@nd gas utilities, may enter any telecommuincet market, subject to reasonable state
regulation of safety, quality and consumer protecti

The FCC has pending a Notice of ProposddiRaking ("NPRM") to initiate a comprehensive ravief rules governing the pricing of
special access service offered by ILECs subjeptite cap regulation. Special access pricing bgalwrriers currently is subject to price cap
rules, as well as

20




pricing flexibility rules which permit these canrieto offer volume and term discounts and contiadffs (Phase | pricing flexibility) and/or
remove from price caps regulation special accasécgein a defined geographic area (Phase Il pgiiexibility) based on showings of
competition. In the NPRM the FCC tentatively comiga to continue to permit pricing flexibility whecempetitive market forces are sufficient
to constrain special access prices, but undert@ke&xamination of whether the current triggerspiicing flexibility accurately assess
competition and have worked as intended. The NPRM asks for comment on whether certain aspedis€ special access tariff offerings
(e.g., basing discounts on previous volumes ofisertying nonrecurring charges and terminationgttés to term commitments; and impos
use restrictions in connection with discounts), areeasonable. At this time, we cannot predictitiqgact, if any, that a ruling on the NPRM
will have on our network cost structure.

Both AT&T and Verizon, in connection withre acquisitions, have agreed to abide by cectaiditions that are enforceable by the FCC
in connection with special access prices, termscanditions. In December 2007, we filed a complaigainst AT&T alleging, among other
things, that AT&T had violated those commitmentsttfis stage, the proceeding is continuing andntenid to vigorously pursue our claims.
We cannot at this time predict the outcome of grateeding.

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

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

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

While the FCC has released a number ofreragserting its jurisdiction over intercarrier gensation for ISP traffic, states such as
California and Massachusetts have increasinglyrasdiuthe role of determining the compensation olibiga as between the carrier serving the
customer dialing the ISP and the carrier servirgl8P. RBOCs and other incumbent local exchangeecatypically assert that either they
owe no compensation to the carrier serving thedS&lternatively that they are owed compensatiosumh carrier.

There is also uncertainty in respect tericdrrier compensation for VolP traffic. As in 18P intercarrier compensation situation, the FCC
has issued a number of rulings asserting its jiotigsh over such traffic, but to date it has natied any rulings on the scope and rate of
intercarrier compensation to be paid by carrieharging VolP traffic. While carriers that servelN@roviders such as Level 3 have typically
asserted that VolP traffic is local in nature ameréby subject to local compensation rates, the B8@nd other incumbents have taken the
position that some or all of this traffic shoulddabject to higher intrastate or interstate ra@esrently the FCC has two forbearance petitions
before it requesting that the FCC either forbeamfisubjecting VolIP to the higher interstate
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or intrastate rates, or alternatively to forbeanfrimposing rules that might be construed to rexgthie payment of access charges on VolP
traffic terminated to the PSTN.

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

Prior to 2004, we entered into agreemeruasiging for payment of compensation for termingti§P-bound traffic with Verizon, in its
former Bell Atlantic operating territory, with SBCorporation for the 13-state operating territorgttimcludes its affiliates Pacific Bell,
Southwestern Bell, Ameritech and Southern New ErdjiEelephone, and with BellSouth in its nine-staterating territory. We also entered
into interconnection agreements with Qwest, CinatnBell Telephone, and Sprint that reflect theiarrier compensation rates adopted b
FCC in its ISP Remand Order.

In late 2003, we reached an agreement 386, now AT&T, continuing payment for the exchamgéSP-bound traffic. In February 20C
we and SBC agreed to successor interconnectioegrs which cover the payment for the exchang8mtraffic and treating VolIP traffic
subject to dispute. The SBC agreement expired aelber 31, 2006. Level 3 and SBC continue to pesitvices and exchange payments
under that agreement until a successor agreemegadhed.

In May 2004, we reached a new interconnectigreement with Bell South, now AT&T, that incorgted terms contained in FCC orders
relating to ISP-bound traffic. Level 3 and BellSvagreed that compensation for VolIP traffic wapdiied. BellSouth requested renegotiation
of this agreement in early October 2006; the psutntinue to provide services and exchange payertter the agreement until a successor
agreement is reached.

As a result of representations regardimgetktension of interconnection agreements madeT&TAo the FCC in connection with its
merger with BellSouth, we have requested that AT&Tend the BellSouth and SBC (now AT&T) intercortigat agreements for a three-year
period with an effective termination date of Jayukd, 2011. We are awaiting a response from AT&T.

In September 2004, Level 3 and Verizon atedrour existing interconnection agreements tdéstaintercarrier compensation terms.
The compensation section of amendments to thoseagmts expired in August 2007. Level 3 and Verizdihcontinue to provide services
under these agreements until successor agreenterggecuted.

We are negotiating new agreements with edthese carriers but at this time cannot predtwat the final terms will be, including
compensation for ISP-bound traffic or VolIP traff@given the general uncertainty surrounding thectféé the FCC and state decisions and
appeals, we may have to change (1) how we treatdimpensation we receive for terminating calls abiam ISPs if the agreements under
which compensation is paid provided for the incoation of changes in FCC rules and regulationst{@manner in which we account for the
compensation and costs of intercarrier compens&ioOIP.

Universal Service. Level 3 is subject to federal and state regutatthat implement universal service support faress to
communications services in rural, high-cost and-logome markets at reasonable rates; and acceslvémced communications services by
schools, libraries and rural health care provid€rgrently, the FCC assesses Level 3 a percenfdgeeostate revenue it receives from retail
customers as its contribution to the federal UrsaeBervice Fund. The FCC is currently considecimgnging the method by which our
contributions are assessed to a flat-fee chargh, @s1a per-line or per-number charge. Any chamgee assessment methodology may affect
Level 3's revenues but at this time, it is not gdego predict the extent we would be affectedtigll.
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State Regulation

The 1996 Act is intended to increase coitipatin the telecommunications industry, espegiallthe local exchange market. With respect
to local services, ILECs are required to allow iotanection to their networks and to provide unbeddccess to network facilities, as well as
a number of other pro-competitive measures. Bectugsiemplementation of the 1996 Act is subject tionerous state rulemaking proceedings
on these issues, it is currently difficult to prdiow quickly full competition for local servicesll be realized.

State regulatory agencies have jurisdictitnen our facilities and services are used to pi®imtrastate telecommunications services. A
portion of our traffic may be classified as integsttelecommunications and therefore subject te stgulation. We expect that we will offer
more intrastate telecommunications services (irioythtrastate switched services) as our businedgpeoduct lines expand. To provide
intrastate services, we generally must obtain #ficate of public convenience and necessity frowm $tate regulatory agency and comply with
state requirements for telecommunications utiljtiesluding state tariffing requirements. We cuthgmare authorized to provide
telecommunications services in all fifty states #mel District of Columbia. In addition, we will bequired to obtain and maintain
interconnection agreements with ILECs where we wasprovide service. We expect that we should be etbnegotiate or otherwise obtain
renewals or successor agreements through adogtmthers' contracts or arbitration proceeding$algh the rates, terms, and conditions
applicable to interconnection and the exchangeaffi¢ with certain ILECs could change significanth certain cases. The degree to which the
rates, terms, and conditions may change will depertiebnly upon the negotiation and arbitration pscand availability of other
interconnection agreements, but will also deperglgnificant part upon state commission proceedthgseither uphold or modify the current
regimes governing interconnection and the exchamhgertain kinds of traffic between carriers. In\2004, we reached agreement on new
interconnection agreements with BellSouth in atlendf the BellSouth states. In September 2004 eaelred new interconnection agreements
with Verizon, and with SBC in February 2005.

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

Local Regulation

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

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

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

The rules respecting the payments madebyecs for the exchange of VolIP traffic have beehject to much debate. The FCC has not
clarified whether VolP traffic is to be subjectedthe access charges regime that is applicablad@ional telecom service, or whether VolP
traffic is to be treated as an "information serVioe"enhanced" and not subject to access chalgese are a number of
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petitions and proceedings pending before the FCE&evthis issue could be resolved. At this timés difficult to predict the outcome of any of
these proceedings or the timing for their eventeablution. As a result, we cannot predict theaffieat any such rulings could have on our
provision of VoIP services.

The FCC has classified VoIP services aefgtate” services subject to FCC regulations,hesdstated that states have limited authority to
regulate the offering of VolP services. On Septen22 2003, Vonage Holdings Corporation ("Vonad#&d a petition with the FCC
requesting a declaration that its offerings, wtocdlginate on a broadband network in IP format atchtnate on the PSTN, are interstate
information services not subject to state regutatinder the 1996 Act and existing FCC rules. Onéyaler 10, 2004, the FCC adopted an
order (which was subsequently upheld on appedhgthat Vonage's service was an interstate sendtsubject to state regulation.

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

In 2007, the FCC imposed some regulatoguirements on VolP providers that had previouskrbapplicable only to traditional
telecommunications providers. Specifically, the FH@imposed obligations on VolP providers to citmtte to the federal universal service
fund, and (b) required VolIP carriers to comply wigigulations relating to local number portabilitycfuding contributing to the costs of
managing number portability requirements). In dddita number of state public utility commissioms eonducting regulatory proceedings 1
could impact our rights and obligations with redgedP-based voice applications. Specifically, sostates have taken the position that the
"local" component of VoIP service is subject taitimnal regulations applicable to local telecomieations services, such as the obligation to
pay intrastate universal service fees.

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

European Regulation

Unlike the United States which has a freeduregulatory scheme with respect to VolP seryitesEuropean Union has adopted a more
systematic approach to the convergence of netwatds/olP regulation specifically. The European Cassion will oversee the
implementation by its membetates of six new directives developed to regudéetronic communications in a technology and platf neutra
manner. Implementation of the directives has nenhaiform across the Member States of the Europksan and it is difficult to predict
when they will be implemented at the national le#len with harmonization, the national regulataggncies will continue to be responsible
for issuing general authorizations and specifieriges.

The European Union's approach to the réigul®f VVolP turns on whether VolP is voice telepioThe European Commission has
defined voice telephony to have four elementsc@hmercial offering as voice telephony; (2) promisto the public; (3) provision to and from
the public switched telephone network terminatiomts; and (4) direct speech transport and switthbinspeech in real time, particularly at the
same level of reliability and speech quality asvjited by the PSTN. In its "Communication from then@nission, Consultation on Voice on
the Internet” in June 2000, the European Commisdil@tted that "Member States should continueltmalnternet access providers to offer
voice over Internet protocol under data transmisgieneral authorizations, and that specific licegsionditions are not justified."
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The European Commission has subsequemtsfined its definitions to suggest that some Vdifierings are voice telephony. In its
December 2000 communication, the European Commissited that increasing quality and reliabilityasl as marketing of voice capabiliti
with bundled services, made certain kinds of "vaieer Internet" much more like voice services. While current European Commission
directives do not mandate the treatment of VolRaise telephony, the commission will continue tewaluate the regulation of VoIP as sen
quality becomes the equivalent of traditional vdiglephony.

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

The United Kingdom was one of the first oies to fully implement the European Union's Hemmework for electronic
communications, which it did by July 25, 2003. A&t time, certain provisions of the United Kingdsmielecommunications Act of 1984 were
repealed. Pursuant to that framework, the licenségime was replaced with a general authorizatiur. existing licenses were canceled and
replaced with a general authorization.

Under the regime, the United Kingdom retpga/olP as an electronic communication service dégree of regulation imposed on the
service depends upon whether the service is caeside be a Publicly Available Telephone ServicATB). A service is considered to be a
PATS if the following conditions are met: it is rkated as a substitute for the traditional telephsmrgice; the service appears to the customer
to be a substitute for the traditional public télepe service over which they expect access to emeygservices; or the service provides the
customers sole means of access to the traditiamralitcswitched public telephone network.

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

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

Canadian Regulation

The Canadian Radio-television and Telecomipations Commission, or the CRTC, has jurisdictmmegulate long distance
telecommunications services in Canada. Regulatevgldpments over the past several years have tatedinthe historic monopolies of the
regional telephone companies, bringing signifigarhpetition to this industry for both domestic anigérnational long distance services, but
also lessening regulation of domestic long distasmapanies. Resellers, which, as well as facilib@sed carriers, now have interconnection
rights, but which are not obligated to file tarjffaay not only provide transborder services toUtfe. by reselling the services provided by the
regional companies and other entities but also resgll the services of the former monopoly intdoredl carrier, Teleglobe Canada or
Teleglobe, including offering international switchgervices provisioned over leased lines. AlthotnghCRTC formerly restricted the practice
of "switched hubbing" over leased lines througleiintediate countries to or from a third country, @RTC lifted this restriction. The Teleglc
monopoly on international services and undersekedabding rights
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terminated as of October 1, 1998, although theipimv of Canadian international transmission ftielli based services remains restricted to
"Canadian carriers" with majority ownership by Cdiaas. Ownership of non-international transmisgaailities are limited to Canadian
carriers but we can own international underseaesdlahding in Canada. We cannot, under currentdater the Canadian market as a provider
of transmission facilities based domestic servite2003, two committees of the Canadian Houseah@ons issued conflicting
recommendations on whether to lift the foreign omhe restrictions that prohibit carriers like usrfi owning intra-Canadian transmission
facilities. If the ownership restrictions are releela we anticipate that we will be able to expand @perations and service offerings in Canada.
Recent CRTC rulings address issues such as theirark for international contribution charges paygstiol the local exchange carriers to offset
some of the capital and operating costs of theipimv of switched local access services of thenmgent regional telephone companies, in
capacity as ILECs, and the new entrant CLECs.

While competition is permitted in virtualyl other Canadian telecommunications market se¢gneve believe that the regional compa
continue to retain a substantial majority of thealoand calling card markets. Beginning in May 1938@ CRTC released a number of decisions
opening to competition the Canadian local telecomications services market, which decisions wereevegaplicable in the territories of all of
the regional telephone companies. As a result, or&svoperated by CLECs may now be interconnectéd tve networks of the ILECs.
Transmission facilities based CLECs are subjetihiécsame majority Canadian ownership "Canadianetarequirements as transmission
facilities based long distance carriers. CLECs htheesame status as ILECs, but they do not hawestsal service or customer tariff-filing
obligations. CLECs are subject to certain consumetection safeguards and other CRTC regulatorysigiet requirements. CLECs must file
interconnection tariffs for services to interexcharservice providers and wireless service provideestain ILEC services must be provided to
CLECs on an unbundled basis and subject to mandpatiming, including central office codes, subserilistings, and local loops in small url
and rural areas. For a five-year period, certdireoimportant CLEC services must be provided oordyundled basis at mandated prices,
notably unbundled local loops in large, urban arddsCs, which, unlike CLECs, remained fully regigld, are subject to price cap regulatio
respect of their utility services and these sewimeist not be priced below cost. Interexchangeritniton payments are now pooled and
distributed among ILECs and CLECs according torenfda based on their respective proportions oflerstial lines, with no explicit
contribution payable from local business exchanggirectory revenue. CLECs must pay an annual e@ecunications fee based on their
proportion of total CLEC operating revenue. All biled and unbundled local services (including resiiéélines and other bulk services) may
now be resold, but ILECs need not provide theseices to resellers at wholesale prices. Transmidsicilities based local and long distance
carriers (but not resellers) are entitled to caleeaguipment in ILEC central offices pursuant torte and conditions of tariffs and intercarrier
agreements. Certain local competition issues dte¢osbe resolved. The CRTC has ruled that reselt@nnot be classified as CLECs, and thus
are not entitled to CLEC interconnection terms aoditions. The CRTC conducted a proceeding in 2004view issues relating to the
introduction of VoIP technology. The CRTC has esgel a number of preliminary views about how ippses to regulate VolP services
including the view that VolP services (and senpeeviders) should be regulated according to the CRExisting rules. If the preliminary
views are confirmed, then the rules for VolP-basedices will depend on the category of serviceviger (ie., ILEC, CLEC or reseller), the
nature of the service and the geographic area iohathe service is provided.

Our Other Business

Our company was incorporated as Peter Ki8ams', Inc. in Delaware in 1941 to continue astarttion business founded in Omabha,
Nebraska in 1884. In subsequent years, we invesfegtion of the cash flow generated by our cowmsitva activities in a variety of othu
businesses. We entered the coal mining busines®4ig, the telecommunications business in 1988nfleemation services
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business in 1990 and the alternative energy businek991. We have also made investments in seslexalopment-stage ventures.

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

On November 30, 2005, we completed the afadeir (i )Structure, LLC subsidiary to Infocrossing, IncidPto the sale, {)Structure
provided computer operations outsourcing to custerieeated primarily in the United States.

On September 7, 2006, we completed theasdl®0% of the capital stock of our indirect, Wgawned subsidiary, Software
Spectrum, Inc., to Insight Enterprises, Inc. Inrection with the transaction, we received totakpeals of approximately $351 million in cash.
Prior to the sale, Software Spectrum was a leadiiregt marketer of software and provider of softwhcensing services to corporations. With
the completion of the sale of Software Spectrumewiged the information services business.

Coal Mining

We are engaged in coal mining through aipsgliary, KCP, Inc. or KCP. KCP has a 50% intene$tvo mines, which are operated by a
subsidiary of Peter Kiewit Sons', Inc. or PKS. Dackoal Company or Decker is a joint venture witestérn Minerals, Inc., which is a
subsidiary of Rio Tinto Energy America Inc. BlackitBe Coal Company or Black Butte is a joint ventwith Bitter Creek Coal Company, a
subsidiary of Anadarko Petroleum Corporation. Tteekzr mine is located in southeastern Montana lsa@lack Butte mine is in
southwestern Wyoming. The coal mines use the seirfdining method.

The coal produced from the KCP mines igl goimarily to electric utilities, which burn cotd produce steam to generate electricity.
Essentially all of the sales were made under lemgrtcontracts. Approximately 36%, 37% and 44% oP¥&Zevenue in 2007, 2006 and 2005,
respectively, were derived from long-term contragith Commonwealth Edison Company (with Decker) ahe Detroit Edison Company
(with Decker). KCP has commitments to deliver apprately 9.0 million tons of coal through 2012 undentracts with Commonwealth
Edison and Detroit Edison. KCP also has other salasmitments, including those with Sierra Pacifigho Power, PacifiCorp, and Minnesota
Power that provide for the delivery of approximgtel8 million tons through 2011. Under a mine mamagnt agreement, KCP pays a
subsidiary of PKS an annual fee equal to 30% of K@Hjusted operating income. The fee for 2007 apgpsoximately $1 million.

The coal industry is highly competitive. R€Gompetes not only with other domestic and foreigal suppliers, some of whom are larger
and have greater capital resources than KCP, baotveith alternative methods of generating eledyriand alternative energy sources. In 2006,
the most recent year for which information is aafalié, KCP's production represented less than 18taifU.S. coal production. Demand for
KCP's coal is affected by economic, political aadulatory factors. For example, recent "cleanlaiw's may stimulate demand for low sulfur
coal. KCP's western coal reserves generally hdoe gulfur content (less than one percent) andcareently useful principally as fuel for coal-
fired, steam-electric generating units.

KCP's sales of its coal, like sales by pthestern coal producers, typically provide foridedy to customers at the mine. A significant
portion of the customer's delivered cost of coaltisbutable to transportation costs. Most of¢bal sold from KCP's western mines is
currently shipped by rail to utilities outside Mant and Wyoming. The Decker and Black Butte mimesach served by a single
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railroad. Many of their western coal competitors served by two railroads and such competitorsbousrs often benefit from lower
transportation costs because of competition betwaitnoads for coal hauling business. Other westead producers, particularly those in the
Powder River Basin of Wyoming, have lower strippragjos (that is, the amount of overburden thattrbesremoved in proportion to the
amount of minable coal) than the Black Butte andk&e mines, often resulting in lower comparativetsf production. As a result, KCP's
production costs per ton of coal at the Black Batid Decker mines can be as much as four andifiestgreater than production costs of
certain competitors. Because of these cost disadgas, there is no assurance that KCP will be taldater into additional long-term coal
purchase contracts for Black Butte and Decker prtidn. In addition, these cost disadvantages magaely affect KCP's ability to compete
for sales in the future.

We are required to comply with various fedestate and local laws and regulations concgrpiotection of the environment. KCP's share
of land reclamation expenses for the year endeémber 31, 2007 was approximately $7 million. KCGfPiare of accrued estimated
reclamation costs was $98 million at December 8072We did not make significant capital expendituior environmental compliance with
respect to the coal business in 2007. We believe@upliance with environmental protection and lagstoration laws will not affect our
competitive position since our competitors in thi@img industry are similarly affected by such lawawever, failure to comply with
environmental protection and land restoration lawsgctual reclamation costs in excess of our adsreould have an adverse effect on our
business, results of operations, and financial itimmd

Glossary of Terms

access Telecommunications services that permit long distacarriers t(
use local exchange facilities to originate andéominate long
distance service

access charges The fees paid by long distance carriers to LEC®figinating
and terminating long distance calls on the LEGsalmetworks
backbone A high-speed network that interconnects smaller, indepmatr

networks. It is the through- portion of a transngasetwork, as
opposed to spurs which branch off the thrc¢- portions.

ATM (asynchronous transfer mode) An information transfer standard that is one otaeyal class of
packet technologies that relay traffic by way ofaalress
contained within the first five bytes of a standfifty-three byte
long packet or cell. The ATM format can be usedigny
different information systems, including LANS, telier traffic
at varying rates, permitting a mix of data, voiog aideo.

CAP Competitive Access Provider. A company that prosite
customers with an alternative to the local exchazayepany for
local transport of private line and special access
telecommunications service

caching A process by which a Web storage device or cacloeaed
between Web servers (or origin servers) and a asérwatches
requests for HTML pages and objects such as imageso, and
video, then saves a copy for itself. If there isther request for
the same object, the cache will use its copy, atstef asking the
origin server for it agair
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capacity The information carrying ability of a telecommurtioas facility.
carrier A provider of communications transmission serviogdiber,
wire or radio.
CDN Content Distribution Network or CDN describes atsys of

computers networked together across the Intera¢tctioperate
transparently to deliver various types of contergnd users. The
delivery process is optimized generally for eitherformance or
cost. When optimizing for performance, locatiorst tban serve
content quickly to the user are chosen. When opiimgifor cost,
locations that are less expensive to serve from Ineaghosen
instead.

central office Telephone company facility where subscribers' lauesjoined tc
switching equipment for connecting other subsceliereach
other, locally and long distanc

CLEC Competitive Local Exchange Carrier. A company tf@hpete:
with LECs in the local services mark

ce-carrier
A relationship between a CLEC and an ILEC thatraf§ceact



common carrie

conduit

DS-3

dark fiber
dedicated lines

dialing parity

equal acces

facilities based carriel

company the same access to and right on the ottevi®rk and
provides access and services on an equal |

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

A pipe, usually made of metal, ceramic or plaghiet protect:
buried cables

A data communications circuit capable of transmgttilata at 4!
Mbps.

Fiber optic strands that are not connected to tnéswon
equipment

Telecommunications lines reserved for use by pagic
customers

The ability of a competing local or toll serviceogider to provid
telecommunications services in such a manner tisitbmers
have the ability to route automatically, withou¢ tinse of any
access code, their telecommunications to the sepriovider of
the customers' designatic

The basis upon which customers of interexchanggecaiare
able to obtain access to their Primary Interexckang
Carriers' (PIC) long distance telephone networkliajing "1",
thus eliminating the need to dial additional digitsl an
authorization code to obtain such acc

Carriers that own and operate their own networkemdpment
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fiber optics

Gbps

ILEC

Interconnectior

InterLATA
Internet
IntraLATA

ISDN

ISPs

IXC

Kbps

LATA

A technology in which light is used to transpoffoirmation from
one point to another. Fiber optic cables are titamfents of glass
through which light beams are transmitted over ldistances
carrying enormous amounts of data. Modulating lighthin
strands of glass produces major benefits inclutiigh
bandwidth, relatively low cost, low power consuroptismall
space needs and total insensitivity to electromtigne
interference

Gigabits per second. A transmission rate. One dgigajoals
1.024 billion bits of information

Incumbent Local Exchange Carrier. A company histily
providing local telephone service. Often referstie of the
Regional Bell Operating Companies (RBOCs). Oftdarred to
as "LEC" (Local Exchange Carrie

Interconnection of facilities between or amongleévorks ol
carriers, including potential physical colocatidroae carrier's
equipment in the other carrier's premises to fatdisuch
interconnection

Telecommunications services originating in a LAT#da
terminating outside of that LAT/

A global collection of interconnected computer natks which
use a specific communications protoc

Telecommunications services originating and tertimigain the
same LATA.

Integrated Services Digital Network. An informatitvansfer
standard for transmitting digital voice and datarmtelephone
lines at speeds up to 128 Kb

Internet Service Providers. Companies formed teigeacces
to the Internet to consumers and business custoreehscal
networks.

Interexchange Carrier. A telecommunications comghay,
provides telecommunications services between kexehhanges
on an interstate or intrastate ba

Kilobits per second. A transmission rate. One Kkilequals 1,02
bits of information

Local Access and Transport Area. A geographic eoaapose(
of contiguous local exchanges, usually but not ghwaithin a
single state. There are approximately 200 LATAghm United



leased line

LEC

States

An amount of telecommunications capacity dedicébeal
particular customer along predetermined rot

Local Exchange Carrier. A telecommunications conythat
provides telecommunications services in a geogcagptda. LEC.
include both ILECs and CLEC
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local exchange

local loop

long distance carriel

Mbps

MPLS

multiplexing

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

PBX

A geographic area determined by the appropriate s¢égulatory
authority in which calls generally are transmitteithout toll
charges to the calling or called pai

A circuit that connects an end user to the LEC re¢iofffice
within a LATA.

Long distance carriers provide services betweeal lexchange
on an interstate or intrastate basis. A long dcstararrier may
offer services over its own or another carrierslitzes.
Megabits per second. A transmission rate. One niegqbals
1.024 million bits of information

MultiProtocol Label Switching. A standar-approved technolog
for speeding up network traffic flow and making#sier to
manage. MPLS involves setting up a specific patlafgiven
sequence of packets, identified by a label puttchepacket, thus
saving the time needed for a router or switch tklop the
address to the next node to forward the packe

An electronic or optical process that combinesgdaumber o
lower speed transmission lines into one high sfieedy
splitting the total available bandwidth into narevbands
(frequency division), or by allotting a common chahto several
different transmitting devices, one at a time igusnce (time
division).

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

A data communications circuit capable of transmittiata at 15
bps.

A data communications circuit capable of transmgttilata at 62
Mbps.

A data communications circuit capable of transmgttilata at
approximately 2.45 Gbp

Private Branch eXchange. A PBX, sometimes knowa plsone
switch or phone switching device, is a device ttatnects office
telephones in a business with the PSTN. The funstad a PBX
include routing incoming calls to the appropriatéeasion in an
office, sharing phone lines between extensiongraated
greetings for callers using recorded messagesndiaienus,
connections to voicemail, automatic call distribatand
teleconferencing
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peering

POP

private line

PSTN

Public Safety Answering Point

RBOCs

The commercial practice under which ISPs excharaféic with
each other. Although ISPs are free to make a grigammercial
arrangement, there are generally two types of pgewith a
settlement free peering arrangement the ISPs doewat to pay
each other for the exchange of traffic. With pageipng, the
larger ISP receives payment from the smaller ISEatoy the
traffic of that smaller ISP. Peering occurs at mtblic and
private exchange point

Point of Presence. Telecommunications facility veh&
communications provider locates network equipmeetiito
connect customers to its network backbc

A dedicated telecommunications connection betweenusel
locations.

Public Switched Telephone Network. That portioradécal
exchange company's network available to all useneiglly on a
shared basis (i.e., not dedicated to a particidar)uTraffic along
the public switched network is generally switchéthe local
exchange company's central offic

An answering location for 911 calls originatingargiven area.
PSAPs are typically a common bureau used to ansmergency
calls and dispatch safety agencies such as pfilieeemergency
medical, etc

Regional Bell Operating Companies. Originally, #een local
telephone companies established as a result T8



reciprocal compensation

resale

router

selective router

SONET

Divestiture.

The compensation of a CLEC for termination of aalazll by
the ILEC on the CLEC's network, which is the saméha
compensation that the CLEC pays the ILEC for teatiam of
local calls on the ILEC's networ

Resale by a provider of telecommunications servisesh as
LEC) of such services to other providers or casrian a
wholesale or a retail bas

Equipment placed between networks that relays tdatzose
networks based upon a destination address contairthd data
packets being route

Telephone switch or functional equivalent, congdlby the
relevant local exchange carrier (LEC), which defass the
PSAP to which a 911 call should be delivered basethe
location of the 911 calle

Synchronous Optical Network. An electronics andvoek
architecture for variable bandwidth products wheckables
transmission of voice, data and video (multimediayery high
speeds. SONET ring architecture provides for vilyua
instantaneous restoration of service in the eveatfibber cut or
equipment failure by automatically rerouting trefiin the
opposite direction around the rir
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special access services

streaming

switch

Tbps
T-1
unbundlec

unbundled access

VolP
VPC

web site
wireless

world wide web or web

xDSL

The lease of private, dedicated telecommunicatioes or
“circuits" along the network of a local exchangenpany or a
CAP, which lines or circuits run to or from the tpdistance
carrier POPs. Examples of special access serviees a
telecommunications lines running between POPssirigle long
distance carrier, from one long distance carriePR®the POP (
another long distance carrier or from an end uwserlong
distance carrier POI

Streaming is the delivery of media, such as moaietlive
presentations, over a network in real time. A cotap(a
streaming server) sends the media to another camfautlient
computer), which plays the media as it is delive

A device that selects the paths or circuits to sedufor
transmission of information and establishes a cctime
Switching is the process of interconnecting cistit form a
transmission path between users and it also capiufi@mation
for billing purposes

Terabits per second. A transmission rate. One itezgbals 1.02
trillion bits of information.

A data communications circuit capable of transmittilata a
1.544 Mbps

Services, programs, software and training sold reeplg from
the hardware

Access to unbundled elements of a telecommunicatenvices
provider's network including network facilities,.@gment,
features, functions and capabilities, at any tezilyi feasible
point within such network

Voice over Internet Protoct

VoIP Positioning Center. An entity that maintaimseand user
location database and manages the technology inglugiery
keys and routing number pools used to deliver &l ¢o the
correct PSAP for emergency handlil

A server connected to the Internet from which Inétusers ca
obtain information

A communications system that operates without wigsdlular
service is an exampl

A collection of computer systems supporting a comitations
protocol that permits multimedia presentation dbimation ovel
the Internet

A term referring to a variety of new Digital Subibar Line



technologies. Some of these new varieties are agyriomwvith
different data rates in the downstream and upstidiegstions.
Others are symmetric. Downstream speeds range38ahkKbps
(or "SDSL") to 1.5 to 8 Mbps ("ADSL"
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Directors and Executive Officers

Set forth below is information as of Felyua8, 2008, about our directors and our execuifiieers. Our executive officers have been
determined in accordance with the rules of the SEC.

Name Age Position

Walter Scott, Jr. 76 Chairman of the Boar

James Q. Crow 58 Chief Executive Officer and Direct

Kevin J. O'Har¢ 47 President and Chief Operating Offic

Charles C. Miller, llI 55 Vice Chairman and Executive Vice Presid

Thomas C. Stort 56 Executive Vice President, Chief Legal Offic
and Secretar

Sunit S. Pate 46 Group Vice President and Chief Financial Off

John Neil Hobb: 48 Executive Vice President Sales and Operatiol
Level 3 Communications, LL!

Brady Rafuse 44  President Content Markets Group of Leve

Communications, LLC and President and CE!
Europe Operation

Eric J. Mortensel 49 Senior Vice President and Control
Douglas C. Eb 48 Director
Admiral James O. Ellis, Jr.(: 60 Director
Richard R. Jaros(z 56 Director
Robert E. Julian(1)(z 68 Director
Michael J. Mahone 57 Director
Arun Netravali(2) 61 Director
John T. Reed(1)(% 64 Director
Michael B. Yanney(3 74 Director
Dr. Albert C. Yates(1 66 Director

(1) Member of Audit Committee
(2) Member of Compensation Committee
3) Member of Nominating and Governance Committee

Other Management

Set forth below is information as of Felyua8, 2008, about the following members of seni@nagement of Level 3
Communications, LLC, except as otherwise noted.

Name Age Position

Raouf F. Abde 40 President Business Markets Grc

Sureel A. Choks 35 Chief Marketing Officel

Andrew Crouck 37 President Wholesale Markets Grc

John F. Waters, Jt 43 President Operations, Chief Technology Offi
Kevin T. Hart 41  Chief Information Officel

Margaret E. Porfidt 50 Chief Human Resources Offic

Donald H. Gips 48 Group Vice Presider
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Walter Scott, Jr. has been the ChairmaheBoard of the Company since September 1979aaticctor of the Company since April
1964. Mr. Scott has been Chairman Emeritus of R&Gwwit Sons', Inc. ("PKS") since the split-off #998. Mr. Scott is also a director of PKS,
Berkshire Hathaway Inc., MidAmerican Energy Holdirgompany, and Valmont Industries, Inc. Mr. Scothie Chairman of the Board of
Directors.

James Q. Crowe has been the Chief ExecQtifieer of the Company since August 1997, andraador of the Company since June 1993.
Mr. Crowe was also President of the Company untjt 2000. Mr. Crowe was President and Chief Exeeu®fficer of MFS Communications
Company, Inc. ("MFS") from June 1993 to June 1987.Crowe also served as Chairman of the Board ofldCom from January 1997 until
July 1997, and as Chairman of the Board of MFS fi@®2 through 1996.

Kevin J. O'Hara has been President of th@@any since July 2000 and Chief Operating Offafehe Company since March 1998.
Mr. O'Hara was also Executive Vice President of@oenpany from August 1997 until July 2000. Priothat, Mr. O'Hara served as President
and Chief Executive Officer of MFS Global Networ&r8ices, Inc. from 1995 to 1997, and as Senior Wmsident of MFS and President of
MFS Development, Inc. from October 1992 to Augi#99. From 1990 to 1992, he was a Vice Presidehts Telecom, Inc. ("MFS
Telecom™).

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

Thomas C. Stortz has been Executive ViesiBent, Chief Legal Officer and Secretary sinder&ary 2004. Prior to that, Mr. Stortz was
Group Vice President, General Counsel and Secrefahe Company from February 2000 to February 260#r to that, Mr. Stortz served as
Senior Vice President, General Counsel and Segrefahe Company from September 1998 to Februa®0@0. Prior to that, he served as
Vice President and General Counsel of Peter Ki8wits', Inc. and Kiewit Construction Group, Incnfrépril 1991 to September 1998. He |
served as a director of Peter Kiewit Sons', Inc.

Sunit S. Patel has been Chief Financiaic®ffsince May 2003 and a Group Vice Presidenbh@f@ompany since March 13, 2003. Prior to
that, Mr. Patel was Chief Financial Officer of Laiog Glass Networks, Inc., a provider of metropalifdoer optic networks, from April 2000
until March 2003. Mr. Patel was Treasurer of WoddCInc. and MCIWorldcom Inc., each long distandepikone services providers from
1997 to March 2000. From 1994 to 1997, Mr. Pated Waeasurer of MFS Communications Company Incorapetitive local exchange carri
On October 15, 2007, the Company announced thasibegun a search for a new Chief Financial Offexed that Mr. Patel is expected to
remain with the Company during the transition.

John Neil Hobbs has been Executive ViceiBent Sales and Operations since January 20081diibs has responsibility for our
Wholesale Markets Group, Business Markets GroupGobal Network Services. Prior to that, Mr. Hobtess President Global Network
Services from August 2006 to January 2008. Prioh&d, Mr. Hobbs was Executive Vice President SafesMarketing from January 2006 to
August 2006. Prior to that, Mr. Hobbs was Groupe/resident Global Sales from September 2000 wadp2006. Prior to that, Mr. Hobbs
was President, Global Accounts for Concert, a jeariture between AT&T and British Telecom from Ju899 until September 2000. Prior to
that, Mr. Hobbs was Director Transition and Implenagion for the formation of Concert representingigh Telecom from June 1998 until
July 1999. From April 1997 until June 1998, Mr. Hislhwas British Telecom's General Manager for Gl@zdés & Service and from April
1994 until April 1997, Mr. Hobbs was British Telents General Manager for Corporate Clients.
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Brady Rafuse has been President ConterkéisaGroup since August 2006 and President and &fE0r European operations since
January 2006. Prior to this role, Mr. Rafuse wasuprVice President and President of our Europeanadipns from August 2001 to January
2006 and Senior Vice President of European Salédvmketing from December 2000 to August 2001. FPchat, Mr. Rafuse served as H
of Commercial Operations for Concert, a joint veathetween AT&T and British Telecom, from Septemb@99 to December 2000, and in a
variety of positions with British Telecom from 198#til December 2000. His last position was as Gdrdanager, Global Energy Sector
which he held from August 1998 to September 199Pmior to that he was Deputy General Manager, BanBector from April 1997 to
August 1998.

Eric J. Mortensen has been Senior Vicei@eas and Controller of the Company since 2003014 that, Mr. Mortensen was Vice
President and Controller of the Company from 1992003 and was the Controller of the Company fr@®71to 1999. Prior to that,
Mr. Mortensen was Controller and Assistant Congotif Kiewit Diversified Group for more than fivegrs.

Douglas C. Eby has been a director of tam@any since August 2007. Mr. Eby is chairman aB@®f TimePartners LLC, an investm
advisory firm since 2004. Prior to that from AptB97 until September 2007, Mr. Eby was Presideffioofay LLC, an registered investment
advisory firm, having joined Torray LLC in 1992. MEby is also a member of the Board of DirectorMafkel Corporation, CBRE Realty
Finance, Inc. and Suburban Healthcare System. Sige2007, Mr. Eby is also the Chairman of the BBoaf the Boys and Girls Clubs of
Greater Washington, D.C.

Admiral James O. Ellis, Jr. U.S. Navy (rétas been a director of the Company since Mar@ 2Bffective May 18, 2005, Admiral Ellis
became the president and chief executive officeéh@finstitute of Nuclear Power Operations or INR@onprofit corporation established by
the nuclear utility industry in 1979 to promote tiighest levels of safety and reliability in theeogtion of nuclear electric generating plants.
Admiral Ellis most recently served as Commande§. &trategic Command in Omaha, Nebraska, befarengein July 2004 after 35 years of
service in the U.S. Navy, as Commander of the &jiatCommand. In his Naval career, he held numerongnands. A graduate of the U.S.
Naval Academy, he also holds M.S. degrees in AerosjEngineering from the Georgia Institute of Tetbgy and in Aeronautical Syster
from the University of West Florida. He served dsawval aviator and was a graduate of the U.S. Naegat Pilot School. Admiral Ellis is alsc
member of the Board of Directors of Lockheed Ma@rporation and Inmarsat PLC. Admiral Ellis is tBleairman of the Nominating and
Governance committee.

Richard R. Jaros has been a director o€tmapany since June 1993 and served as Presiddrg Gompany from 1996 to 1997. Mr. Je
has been a private investor for more than thefpasyears. Mr. Jaros served as Executive ViceiBeas of the Company from 1993 to 1996
and Chief Financial Officer of the Company from %38 1996. He also served as President and Chiefdfipg Officer of CalEnergy from
1992 to 1993. Mr. Jaros is the Chairman of the Gamsption Committee.

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

Michael J. Mahoney has been a directohef@ompany since August 2007. Mr. Mahoney is agpeivnvestor since March 2007. From
2000 until March 2007, Mr. Mahoney was the presidard chief executive officer of Commonwealth Télepe Enterprises. Prior to that, fre
1997 until 2000, Mr. Mahoney was president andfahperating officer of RCN Corporation. Mr. Mahonalgo served as president and chief
operating officer of C-TEC Corporation from 1993iuf997. Mr. Mahoney is a member of the Board afistees of Wilkes University.
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Arun Netravali has been a director of tlempany since April 2003. Mr. Netravali is currentthe managing partner of OmniCapital
Group LLC, a venture capital firm since Novembe®20Mr. Netravali was a private investor from A@003 until November 2004. Prior to
that, Mr. Netravali was Chief Scientist for Lucdmchnologies, working with academic and investnoammunities to identify and implement
important new networking technologies from Jan092 to April 2003. Prior to that position, Mr. Ketali was President of Bell Labs as v
as Lucent's Chief Technology Officer and Chief NatvArchitect from June 1999 to January 2002. Bals serves as the research and
development organization for Lucent Technologies. Netravali is a director of LS| Corporation. Mietravali is a member of the
Compensation Committee.

John T. Reed has been a director of theg@aomsince March 2003. Mr. Reed has been a primagsstor since February 2005. Mr. Ree
also a Director of and Chairman of the Audit Contegtof First National Bank of Omaha. Mr. Reed saChairman of the Board of Alegent
Health, a health care system headquartered in Qrisimaska and a member of the Board and Chairrhtre dudit Committee of Father
Flanagan's Boys' Home located in Boys Town, NelzraBk. Reed was Chairman of HMG Properties, theestate investment banking joint
venture of McCarthy Group, Inc. from 2000 until Fedry 2005. Prior to that, he was Chairman of M¢iBa& Co., the investment banking
affiliate of McCarthy Group. Prior to joining McQay Group in 1997, Mr. Reed spent 32 years withArtAndersen LLP. Mr. Reed is the
Chairman of the Audit Committee and a member ofNbeninating and Governance Committee.

Michael B. Yanney has been a director ef@ompany since March 1998. He has served as Céraiofithe Board of The Burlington
Capital Group, LLC (formerly known as America Fi&bmpanies L.L.C.) for more than the last five gedr. Yanney also served as Presit
and Chief Executive Officer of The Burlington CabiGroup, LLC. Mr. Yanney is a member of the Nontiimg.and Governance Committee.

Dr. Albert C. Yates has been a directathef Company since March 2005. Dr. Yates retireerdf8 years as president of Colorado State
University in Fort Collins, Colorado in June 2068 was also chancellor of the Colorado State Usitye6ystem until October 2003, and is a
former member of the board of the Federal ResepsgdBof Kansas City-Denver Branch and the boawirettors of First Interstate Bank and
Molson Coors Brewing Company. He currently sengea director of Centennial Bank Holdings, Inc. &tdrTek, Inc. Dr. Yates is a member
of the Audit Committee.

Raouf F. Abdel has been President Busikesgets Group since February 2007. Prior to that, Abdel was Group Vice President of
Integration and Development Services from March&2@0February 2007. Prior to those roles, Mr. Abdat Senior Vice President of
Integration and Development Services from Noven2@85 to March 2006, responsible for managing L&&eIntegration and systems and
process development. Prior to that, Mr. Abdel wesi& Vice President of Product Development frorpt&mber 2003 to November 2005,
responsible for developing and managing Level 3lpcodevelopment activities. Prior to that, Mr. Abdias Senior Vice President of M&A
Integration from March 2002 to September 2003, oasjble for managing the execution of Level 3'sgnation activities. From July 2000 ut
March 2002, Mr. Abdel was Senior Vice PresidenNefwork Deployment, and from September 1999 untif 2000, Mr. Abdel was Vice
President of Colocation Services. Mr. Abdel joinedel 3 in February 1998 as Senior Director of Gargion.

Sureel A. Choksi has been Chief Marketirific@r since January 2008, responsible for prosdaahagement and marketing. Prior to that,
Mr. Choksi was President Wholesale Markets GroamfAugust 2006 to January 2008. Prior to that, &roksi was Executive Vice President
of Switched Services from January 2006 to Augu®62®rior to this role, Mr. Choksi was Executive¥iPresident of Services from
November 2004 to January 2006, responsible forldpireg and managing Level 3's communications seszirior to that, Mr. Choksi wi
Executive Vice President Softswitch Services franuary 2004 and Group Vice President Transport@nastructure from May 2003 until
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January 2004. Mr. Choksi was a Group Vice PresidadtChief Financial Officer of the Company frontyJ2000 to May 2003. Prior to that,
Mr. Choksi was Group Vice President Corporate Dgwelent and Treasurer of the Company from Febru@®@ 2intil August 2000. Prior to
that, Mr. Choksi served as Vice President and Treaf the Company from January 1999 to Februa®0@0. Prior to that, Mr. Choksi was a
Director of Finance at the Company from 1997 to8 % Associate at TeleSoft Management, LLC in 1&9F an Analyst at Gleacher &
Company from 1995 to 1997.

Andrew Crouch has been the President of\thelesale Markets Group since January 2008, aftefing as Group Vice President of Sales
for the Wholesale Markets Group beginning in ARAD6. Prior to that, Mr. Crouch served as the Seviice President of the Carrier Channel
from January 2005 to April 2006, and Senior Viceditent of the Enterprise Voice Services from Jan2804 to January 2005. Mr. Crouch
began his career at Level 3 in November 2001 aSéméor Vice President of Sales for the Cable &RIChannel and held this position until
December 2003. Before joining Level 3, Mr. Crouelved as the Deputy General Manager within the @attp Clients Division at British
Telecom. He also served as the Vice President ofr@ercial Operations for Concert Communicationiat jventure between British Telecc
and AT&T from January 2000 to October 2001.

John F. Waters, Jr. has been Presidentafipes, Chief Technology Officer since January 20®@&r to that, Mr. Waters was Executive
Vice President, Chief Technology Officer from Jaryu2004 to January 2008. Prior to that, Mr. Wateas Group Vice President and Chief
Technology Officer of the Company from February @90 January 2004. Prior to that, Mr. Waters wase\WRresident, Engineering of the
Company from November 1997 until February 1, 20®@or to that, Mr. Waters was an executive staffmher of MClI Communications from
1994 to November 1997.

Kevin T. Hart has been Chief Informatiofficgr since January 2008. Prior to that, Mr. Haalsvisroup Vice President Global Systems
Development and Chief Information Officer from Janu2005 to 2008. Prior to that, Mr. Hart was Viresident of Telecommunications,
Media & Entertainment at Capgemini (formerly Er&sYoung), a management consulting firms in Dallésxas, for over nine years. In that
role, he was responsible for the overall growth dinélction of the organization's Communications @fiens Support Systems,
Billing/Business Support Systems and the Networkdtgement Systems service offerings and deliveigr Ry joining Capgemini's
management consulting practice, he held the pasitid Director of Strategic Planning at InternatibRaper and Manager of Operations at
SBC Communications.

Margaret E. Porfido has been Chief HumasdReces Officer since May 2007. Prior to that, Matfido was Senior Vice President
Executive Operations from February 2000, actinthashief of staff to Kevin J. O'Hara, Level 3'egident and chief operating officer.
Ms. Porfido joined Level 3 in September 1998 ase\Reesident Business Development. Prior to joilhiegel 3, Ms. Porfido served as Chief of
Staff and chief legal adviser to Colorado GoveRoy Romer. Prior to her government service, MsfiBowas an attorney in private practice.

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

At our 2008 Annual Meeting of Stockholdete term of office of all of our directors will pixe. At each annual meeting of stockholders,
successors to the directors will be elected fonexgear term.

38




Our officers are elected annually to serve untihesuccessor is elected and qualified or untibhiser death, resignation or removal.

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

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

We have adopted a code of ethics that cesplith the standards mandated by the Sarbanesy@xt of 2002. The complete code of
ethics is available on our websitevatw.level3.com At any time that the code of ethics is not adddaon our website, we will provide a copy
upon written request made to Investor Relationgel.8 Communications, Inc., 1025 Eldorado Blvd.o@&nfield, Colorado 80021. We caution
you that any information that is included in ourbsie is not part of this Form -K. If we amend the code of ethics, or grant anjvesafrom a
provision of the code of ethics that applies to executive officers or directors, we will publialysclose such amendment or waiver as reqt
by applicable law, including by posting such ameadtor waiver on our website &tvw.level3.conor by filing a Form 8K with the Securitie
and Exchange Commission or SEC.

SEC Filings

Our Form 10-K, along with all other repoatsd amendments filed with or furnished to the SEECpublicly available free of charge on the
investor relations section of our website as sareasonably practicable after we file such mdteviéth, or furnish them to, the SEC. We
caution you that the information on our websitads part of this or any other report we file withn,furnish to, the SEC.

Section 16(a)—Beneficial Ownership Reporting Compdince

Except as described below, to our knowledgeperson that was a director, executive offardseneficial owner of more than 10% of the
outstanding shares of our common stock failednely file all reports required under Section 18{Bbhe Securities Exchange Act of 1934. On
one occasion, Dr. Albert C. Yates filed a late Fdro report an open market purchase of our comstmek.

Employees

As of December 31, 2007, we had approxilp&g80 total employees. We believe that our sseckepends in large part on our ability to
attract and retain substantial numbers of qualiéiegbloyees.

Item 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time meetimay make or may have made certain forward-lgpkiatements, either orally or in writing,
including without limitation statements made ob®made in this Form 10-K, our Quarterly Reportd-orm 10-Q, information contained in
other filings with the SEC, press releases andraibblic documents or statements. In addition, our
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representatives, from time to time, participatspeeches and calls with market analysts, confesanitk investors or potential investors in our
securities and other meetings and conferences. $bthe information presented at these speech#s, geeetings and conferences may inc
forward-looking statements. We use words like "&tpé "anticipates" or "believes" to identify forrealooking statements.

We wish to ensure that all forward-lookstgtements are accompanied by meaningful cautistatgments, so as to ensure to the fullest
extent possible the protections of the safe hagbtablished in the Private Securities LitigatioridR@a Act of 1995. Accordingly, all forward-
looking statements are qualified in their entireyyreference to, and are accompanied by, the faligwiscussion of certain important factors
that could cause actual results to differ materigitbm those projected in these forwdeomking statements. We caution the reader thatigtisf
important factors may not be exhaustive. We opénaterapidly changing business, and new risk factonerge from time to time. We cannot
predict every risk factor, nor can we assess tfeegfif any, of all such risk factors on our biess or the extent to which any factor, or
combination of factors, may cause actual resultiffer materially from those projected in any famd-looking statements. Accordingly,
forward-looking statements should not be reliedrugs a prediction of actual results. Further, weeutake no obligation to update forward-
looking statements after the date they are maderitorm the statements to actual results or chaimgesr expectations.

Risks Related to Our Businesses
Communications Group

Our financial condition and growth depends upon thesuccessful integration of our acquired businessed/e may not be able to
efficiently and effectively integrate acquired opeations, and thus may not fully realize the anticipted benefits from such acquisitions.

Achieving the anticipated benefits of tluguaisitions that we have completed starting in Damer 2005 will depend in part upon whether
we can integrate our businesses in an efficientedfedtive manner.

Since December 2005, we have acquiredhiiommological order, WilTel Communications Group,CProgress Telecom, LLC, ICG
Communications, Inc., TelCove, Inc., Looking Glaktworks Holding Co., Inc., Broadwing Corporatitime CDN services business of
SAVVIS, and Servecast Limited. In the future we naaguire additional businesses in accordance wittbasiness strategy. The integratior
our acquired businesses and any future busindssew¢ may acquire involves a number of risks uditlg, but not limited to:

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

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

. failure to fully achieve expected synergies andxeavings;
. unanticipated impediments in the integration ofat&pents, systems, including accounting systerabntdogies, books and

records and procedures, as well as in maintainiifgium standards, controls, including internal cohbver financial reporting
required by the Sarbanes-Oxley Act of 2002, prooesiand policies;

. loss of customers or the failure of customers tlebincremental services that we expect them terord
. failure to provision services that are ordered bgtomers during the integration peri
. higher integration costs than anticipated;
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. difficulties in the assimilation and retention aghly qualified, experienced employees, many of mtere geographicall
dispersed.

Successful integration of these acquiresirtmsses or operations will depend on our abitittnnage these operations, realize
opportunities for revenue growth presented by gtesned service offerings and expanded geographikehcoverage, obtain better terms
from our vendors due to increased buying power,dimiinate redundant and excess costs to fullyzeahe expected synergies. Because of
difficulties in combining geographically distanterptions and systems which may not be fully conbpstive may not be able to achieve the
financial strength and growth we anticipate from #tquisitions.

We cannot be certain that we will realize anticipated benefits from our acquisitions,hattwe will be able to efficiently and effectively
integrate the acquired operations as planned. failéo integrate the acquired businesses andabipeis efficiently and effectively or fail to
realize the benefits we anticipate, we would belliko experience material adverse effects on asirless, financial condition, results of
operations and future prospects.

We need to continue to increase the volume of traéf on our network to become profitable.

We must continue to increase the volumeéadd, voice and content transmissions on our corgations network at acceptable prices in
order to realize our targets for anticipated reegrowth, cash flow, operating efficiencies anddbst benefits of our network. If we do not
maintain or improve our current relationships vattisting customers and develop new large volumeeaerprise customers, we may not be
able to substantially increase traffic on our nekyavhich would adversely affect our ability to loaee profitable.

Intellectual property and proprietary rights of oth ers could prevent us from using necessary technolpdo provide our services or
subject us to expensive intellectual property litigtion.

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

While our own extensive patent portfolioyntketer other operating companies from bringinghsations, patent infringement claims are
increasingly being asserted by patent holding caongsawhich do not use technology and whose sambss is to enforce patents against
operators, such as us, for monetary gain. Becawdepatent holding companies, commonly referreatpatent “trolls," do not provide
services or use technology, the assertion of our jpatents by way of counter-claim would be largesffective. We have already been the
subject of time-consuming and expensive pategglitbn brought by certain patent holding compaaies we can reasonably expect that we
will face further claims in the future, particubaif legislation now pending in Congress is noteed in a way that will decrease the number
and frequency of claims by patent trolls.
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Our business requires the continued development efffective business support systems to implement ¢omer orders and to provide
and bill for services.

Our business depends on our ability toicoetto develop effective business support systémsertain cases, the development of these
business support systems is required to realizamticipated benefits from our acquisitions. Tkisticomplicated undertaking requiring
significant resources and expertise and suppam fiord-party vendors. Business support systemsaeeed for:

. accepting and inputting customer orders for sesyi
. provisioning, installing and delivering these seed; anc
. billing for these services.

Because our business provides for contimapil growth in the number of customers that weesand the volume of services offered and
requires the integration of acquired companieshess support systems, there is a need to contindevelop our business support systems on
a schedule sufficient to meet proposed milestonesdd he failure to continue to develop effectivified business support systems could
materially adversely affect our ability to implent@ur business plans, realize anticipated benéita our acquisitions and meet our financial
goals and objectives.

Our revenue is concentrated in a limited number otustomers.

A significant portion of our communicatioressenue is concentrated among a limited numbeustomers. For the year ended
December 31, 2007, our top ten customers represaptaoximately 34% of our consolidated total rexeerRevenue from our largest
customer, AT&T Inc. and its subsidiaries, includBBC Communications, BellSouth and AT&T MobilitysGuming those subsidiaries were
wholly owned by AT&T for all of 2007), representagproximately 15% of our consolidated total revefure2007. The next largest customer
accounted for approximately 5% of our consoliddtedl revenue and most of the remaining top temotners each account for 3% or less of
our consolidated total revenue. If we lost one orerof our top five customers, or if one or moretefse major customers significantly
decreased orders for our services, our businesklveeumaterially and adversely affected.

In connection with the acquisition of WilTie December 2005, we acquired a large custometract between WilTel and SBC
Communications, now known as AT&T. We expect thattevenue generated under this contract will coetito decline over time as SBC
Communications migrates its traffic from our netiwtw the merged SBC and AT&T Communications netwbet SBC Communications
acquired when it purchased the former AT&T.

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

Our operations depend on our ability toidwnd mitigate any interruptions in service orueed capacity for customers. Interruptions in
service or performance problems, for whatever neasould undermine confidence in our services anbe us to lose customers or make it
more difficult to attract new ones. In additionchase many of our services are critical to thertmssies of many of our customers, any
significant interruption in service could resultlast profits or other losses to customers. AltHouge limit our liability for service failures in
our service agreements to limited service crediserally in the form of free service for a shatipd of time, a court might not enforce these
limitations on liability, which could expose usftoancial loss. In addition, we often provide ousstomers with committed service levels. If we
are unable to meet these service level commitnangsresult of service interruptions, we may béyabd to provide service credits to our
customers, which could negatively affect our opagatesults.
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The failure of any equipment or facility oar network, including our network operations eohtenters and network data storage
locations, could result in the interruption of @raer service until necessary repairs are effeatedmacement equipment is installed. Network
failures, delays and errors could also result fraatural disasters, terrorist acts, power lossesirgg breaches, computer viruses, or other
causes. These failures, faults or errors couldecdetays, service interruptions, expose us to oustdiability, or require expensive
modifications that could significantly hurt our lusss.

There is no guarantee that we will be successful increasing sales of our content distribution senge offering.

As we believe that one of the largest sesiaf future incremental demand for our communicetiservices will be derived from custom
that are seeking to distribute their feature riohtent, applications or video over the Internet,puechased the content distribution network or
CDN assets of SAVVIS, Inc. in January 2007 and weslpased Servecast Limited in July 2007. Althoughhave sold high speed Internet
access, transport and colocation services sinctf®d990's, we have only been selling our CDNises since January 2007. As a result, tl
are many difficulties that we may encounter, inalgdcustomer acceptance, intellectual property ensittechnological issues, developmental
constraints and other problems that we may notipatie. There is no guarantee that we will be ssgfaéin generating significant revenues
from our CDN service offering.

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

We continuously develop, test and introdoe® communications services that are delivered onecommunications network. These r
services are intended to allow us to address ngmeaets of the communications marketplace and tgpetenfor additional customers. In
certain instances, the introduction of new servieggiires the successful development of new tecigyolTo the extent that upgrades of
existing technology are required for the introdoctof new services, the success of these upgradg®endependent on reaching mutually-
acceptable terms with vendors and on vendors nge#teir obligations in a timely manner. In additiolew service offerings may not be wid
accepted by our customers. If our new service ioffisrare not widely accepted by our customers, &g t@rminate those service offerings and
we may be required to impair any assets or teclgyalsed to develop or offer those services. If veermt able to successfully complete the
development and introduction of new services immely manner, our business could be materially exblg affected.

Rapid technological changes can lead to further copetition.

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

During our communications business operating histor we have generated substantial losses, and we esip® continue to generate
losses.

The development of our communications bessirequired, and may continue to require, sigmifiexpenditures. These expenditures
could result in substantial negative cash flow froperating activities and substantial net losseshf® near future. For the fiscal years ended
December 31, 2007 and December 31, 2006, we irtlosses from continuing operations of approxinya$dl. 114 billion and $790 million,
respectively. We expect to continue to experienssds,
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and we may not be able to achieve or sustain dpgrptofitability in the future. Continued operagitosses could limit our ability to obtain the
cash needed to expand our network, make interespramcipal payments on our debt, or fund othelifess needs.

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

. growing number of customers;

. the development and launching of new services;

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

. technological advances by competitors; and

. governmental regulations.

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

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

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

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

. some of our customer agreements contain vo-based pricing or other contractually agi-upon decreases in prices during
term of the respective agreements; and

. some of our competitors have been willing to acsepdller operating margins in the short term imtt@mpt to increase long-
term revenues.

In order to retain customers and revenweopften must reduce prices in response to marketittons and trends. As our prices for some
of our communications services decrease, our dpgregsults may suffer unless we are unable teeitbduce our operating expenses or
increase traffic volume from which we can deriveliéidnal revenue.

We expect revenue from our managed modewicss to continue to decline, primarily due to:

. an increase in the number of subscribers migratifyoadband service
. continued pricing pressures; and
. declining customer obligations under existing cactinal arrangements.

We may be liable for the information that content avners or distributers distribute over our network.

The law relating to the liability of priveahetwork operators for information carried on issdminated through their networks is still
unsettled. We may become subject to legal claitadimg to the content disseminated on our netwevien though such content is owned or
distributed by our customers or a customer of astamers. For example, lawsuits may be broughnagas claiming that material distributed
using our network was inaccurate, offensive, otatexd the law or the rights
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of others. Claims could also involve matters susldefamation, invasion of privacy and copyrightimjement. In addition, the law remains
unclear over whether content may be distributethfome jurisdiction, where the content is legalp iahother jurisdiction, where it is not.
Companies operating private networks have beenisubé past, sometimes successfully, based onahee of material distributed, even if
the content is not owned by the network operatdrthe network operator has no knowledge of theestrur its legality. It is not practical for
us to monitor all of the content which is distribdtusing our network. If we need to take costly sneas to reduce our exposure to these risks,
or are required to defend ourselves against swgims] our financial results could be negativelyetéd.

The need to obtain additional capacity for our netwrk from other providers increases our costs.

We use network resources owned by othepemies for portions of our network both in North érica and in Europe. We obtain the ri
to use such network portions, including both tefeowinications capacity and rights to use dark filequgh operating leases and IRU
agreements. In several of those agreements, threezquarty is responsible for network maintenanuwe r@pair. If a counter party to a lease or
IRU suffers financial distress or bankruptcy, weymat be able to enforce our rights to use thesaark assets or, even if we could continu
use these network assets, we could incur mateqereses related to maintenance and repair. We etaddncur material expenses if we were
required to locate alternative network assets. Vilg not be successful in obtaining reasonable atsmnetwork assets if needed. Failure to
obtain usage of alternative network assets, if sagy, could have a material adverse effect ormbility to carry on business operations. In
addition, some of our agreements with other pragidequire the payment of amounts for services dratr not those services are used.

In the normal course of business, we neeghter into interconnection agreements with masmestic and foreign local telephone
companies, but we are not always able to do saworéble terms. Costs of obtaining local servicenfother carriers comprise a significant
proportion of the operating expenses of long distagarriers. Similarly, a large proportion of thests of providing international service
consists of payments to other carriers. Changesgulation, particularly the regulation of localdainternational telecommunication carriers,
could indirectly, but significantly, affect our cqtitive position. These changes could increaskeorease the costs of providing our services.

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

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

Our businesses are managed by a small nushkey executive officers, including James Q.o Chief Executive Officer, Kevin J.
O'Hara, President and Chief Operating Officer ahdr@s C. Miller, 1ll, Vice Chairman and ExecutiVece President. The loss of any of these
key executive officers could have a material advefféect on our business.

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

If we are unable, on acceptable terms and timely basis, to obtain and maintain the frased permits and rights-of-way needed to
expand and operate our network, our business dmuldaterially adversely affected. In addition, thecellation or non-renewal of the
franchises, permits or
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rights-of-way that are obtained could materiallyadely affect our business. Our communicationsaipey subsidiaries are defendants in
several lawsuits that, among other things, chalehg subsidiaries' use of rights-of-way. The pifinhave sought to have these lawsuits
certified as class actions. It is possible thatitaatthl suits challenging use of our rights-of-wail be filed and that those plaintiffs also may
seek class certification. The outcome of suchditgn may increase our costs and adversely afigcoperating results.

Termination of relationships with key suppliers codd cause delay and additional costs.

Our business is dependent on third-pamppbers for fiber, computers, software, optronicansmission electronics and related
components that are integrated into our netwonkesof which are critical to the operation of ousimess. If any of these critical relationships
is terminated or a supplier fails to provide catiservices or equipment and we are unable to reaitéble alternative arrangements quickly
may experience significant additional costs or vag/mot be able to provide certain services to custs. If that happens, our business coul
materially adversely affected.

AT&T and Verizon may not provide us local access seices at prices which allow us to effectively congte.

We acquire a significant portion of ourdbaccess services, the connection between ourdnetevork and the customer premises, from
incumbent local exchange carriers or ILECs. Wit ithcent acquisitions by AT&T and Verizon, the ILlEE@w compete directly with our
business and may have a tendency to favor thenssahatheir affiliates to our detriment. Networkegs represents a very large portion of our
total costs and if we face less favorable pricind provisioning, we may be at a competitive disadzge to the ILECs.

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

The success of our subscriber based Valrces is dependent upon future demand for Vol@ptebny services in general in the
marketplace. In order for the IP telephony marketdntinue to grow, several things may need to péoaluding the following:

. Telephone and cable service providers must contmirevest in the deployment of high speed broadbetworks to residenti
and commercial customers.

. VolP networks must continue to improve quality ef\dce for real-time communications, managing déffestich as packet jitter,
packet loss and unreliable bandwidth, so thatqod#lity service can be provided.

. VolIP telephony equipment and services must achaesimilar level of reliability that users of thelpie switched telephon
network have come to expect from their telephomeice, including emergency calling features andatélfiies.

. VoIP telephony service providers must offer cost Bgature benefits to their customers that aréaefit to cause the custome
to switch away from traditional telephony serviceyiders.

If any or all of these factors fail to occaur VoIP services business may not continuerowas expected.
We are subject to significant regulation that couldchange in an adverse manner.

Communications services are subject toifsogmt regulation at the federal, state, local amdrnational levels. These regulations affec
business and our existing and potential competifdetays in receiving required regulatory approvaisluding approvals relating to
acquisitions or
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financing activities), completing interconnectiagreements with incumbent local exchange carrigrti@enactment of new and adverse
regulations or regulatory requirements may haveterial adverse effect on our business. In addifisiure legislative, judicial and regulatory
agency actions could have a material adverse effeour business.

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

The law in certain countries currently does not pemit us to offer services directly in those countris.

Ownership of telecommunications facilitirat originate or terminate traffic in certain ctrigs, such as Canada and China, is currently
limited to nationals of those countries. This riesitn hinders our entry into those markets.

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

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

The communications industry is highly competitive \ith participants that have greater resources and @reater number of existing
customers.

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

. the consolidation in the industry, led by AT&T avidrizon;

. allowing foreign carriers to more extensively cotep@ the U.S. marke
. further technological advances; ¢
. further deregulation and other regulatory initiagy

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

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

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

. the difficulty of identifying appropriate investmtsn strategic allies or opportunities on terms ptaigle to us
. the possibility that senior management may be redub spend considerable time negotiating agretsva  monitoring thes
arrangements;
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. potential regulatory issues applicable to the ml@munications busines

. the loss or reduction in value of the capital irireant;
. our inability to capitalize on the opportunitiegepented by these arrangements; and
. the possibility of insolvency of a strategic ally.

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

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

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

In connection with certain historical opg@éras, we have responded to or been notified oémitdl environmental liability at approximately
148 properties as of February 15, 2008. We aregatym addressing or have liquidated environmeiahilities at 70 of those properties. Of
these: (a) we have formal commitments or otherrgiakfuture costs at 14 sites; (b) there are féssivith minimal future costs; (c) there are 11
sites with unknown future costs and (d) there &rgies with no likely future costs. The remaini®properties have been dormant for several
years. We could be held liable, jointly or severadind without regard to fault, for such investigatand remediation. The discovery
additional environmental liabilities related tothiscal operations or changes in existing environtakrequirements could have a material
adverse effect on our business.

Potential liabilities and claims arising from coaloperations could be significant.

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

General

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

If we were unable to comply with the regidns and covenants in any of our debt agreemthese would be a default under the terms of
those agreements. As a result, borrowings under albbt instruments that contain cross-acceleratiamoss-default provisions may also be
accelerated and become due and payable. If afhesétevents occur, there can be no assuranceahabwd be able to make necessary
payments to the lenders and noteholders or thataoudd be able to find
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alternative financing. Even if we were able to ab&lternative financing, there can be no assurémaeit would be on terms that are
acceptable.

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

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

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

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

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

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

We had substantial deficiencies of earnbogsover fixed charges of approximately $1.068dsilfor the fiscal year ended December 31,
2007. We had deficiencies of earnings to coverdfigiearges of $720 million for the fiscal year en@etember 31, 2006, $634 million for the
fiscal year ended December 31, 2005, $409 mill@rttie fiscal year ended December 31, 2004 and 86ldn for the fiscal year 2003.

We may not be able to repay our existing debt; failre to do so or refinance the debt could prevent usom implementing our strategy
and realizing anticipated profits.

If we were unable to refinance our debtiooraise additional capital on acceptable terms ability to operate our business would be
impaired. As of December 31, 2007, we had an aggeegf approximately $6.864 billion of long-termbtien a consolidated basis and
including current maturities, and approximatelyG#1billion of stockholders' equity.

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

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

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

. borrow additional money or issue guarantt

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

. create liens on asse

. sell assets
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. enter into sa-leaseback transactior
. enter into transactions with affiliates; a

. engage in mergers or consolidations.

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

As of December 31, 2007, we had net opmgdtiss carry forwards of approximately $9.5 billiior federal income tax purposes,
including $953 million of net operating loss cafoywards from acquired companies after limitatitimst existed at the date of acquisition or
that resulted from the acquisitions or both. Iftaer transactions occur with respect to our cagitatk that result in a cumulative ownership
change of more than 50 percentage points by 5-pesteckholders over a three-year period as deteuninder rules prescribed by the U.S.
Internal Revenue Code and applicable regulatiomsya limitations would be imposed with respecbtw ability to utilize our net operating
loss carry forwards and certain current deductageinst any taxable income it achieves in futur@ps.

We have entered into transactions ovetastethree years resulting in significant cumulatbhanges in the ownership of our capital stock.
Additional transactions that we enter into, as wasltransactions by existing 5% stockholders amastictions by holders that become new 5%
stockholders that we do not participate in, coadse us to incur a 50 percentage point ownerskpgshby 5% stockholders and, if we trigger
the above-noted Internal Revenue Code imposeddliimits, such transactions would prevent us froty futilizing net operating loss carry
forwards and certain current deductions to redoceme taxes.

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

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

. The timing of costs associated with our integrafiotivities with respect to our recently compleseduisitions
. demand for communications servic

. loss of customers or the ability to attract newtconers;

. changes in pricing policies or the pricing policagour competitors;

. costs related to acquisitions of technology or messes

. changes in regulatory rulings; and

. general economic conditions as well as those dpeaoithe communications and related industries.

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

50




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

Congress, the SEC, other regulatory auikserand the media are intensely scrutinizing almemof financial reporting issues and
practices. Although all businesses face uncertairtty respect to how the U.S. financial disclostegime may be affected by this process,
particular attention has been focused recentlyhertélecommunications industry and companies'pné¢ations of generally accepted
accounting principles.

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

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

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

There can be no assurance that there wiilbe further terrorist attacks against the Uni¢ates or U.S. businesses. These attacks or ¢
conflicts may directly affect our physical faciéi or those of our customers. These events coukka@nsumer confidence and spending to
decrease or result in increased volatility in th& Lhnd world financial markets and economy. Antheke occurrences could materially
adversely affect our business.

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

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

. general economic, social and political conditic

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

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

. foreign currency exchange rates may fluctuate, wbhauld adversely affect our results of operatiang the value of ot
international assets and investments;

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

. difficulties and costs of compliance with foreigawls and regulations that impose restrictions ornirugstments and operations,

with penalties for noncompliance, including losdicénses and monetary fines;

51




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

. changes in U.S. laws and regulations relating teifm trade and investmel
Additional issuances of equity securities by us wad dilute the ownership of our existing stockholdes.

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

If a large number of shares of our common stock isold in the public market, the sales could reducéhe trading price of our common
stock and impede our ability to raise future capit&

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

Anti-takeover provisions in our charter and by-lawscould limit the share price and delay a change ghanagement.

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

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

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

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

In addition, the terms of most of our Idegn debt require that upon a "change of conted,tlefined in the agreements that contain the
terms and conditions of the long term debt, we nakeffer to purchase the outstanding long ternt debither 100% or 101% of the aggre!
principal amount of that long term debt.

These provisions could limit the price thetestors might be willing to pay in the future &hares of our common stock and significantly
impede the ability of the holders of our commorcktto change management. Provisions and agreeitiettisihibit or discourage takeover
attempts could reduce the market value of our comstack.
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The market price of our common stock has been vold¢ and, in the future, the market price of our coormon stock may fluctuate
substantially due to a variety of factors.

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

. the depth and liquidity of the trading market for gommon stock;
. quarterly variations in actual or anticipated opiagaresults;

. changes in estimated earnings by securities asa

. market conditions in the communications servicesigtry;

. announcement and performance by competitors;

. regulatory actions; ar

. general economic conditior

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

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

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

Additionally, we lease approximately 12Xgjuare feet of office and technical space iniding located at 180 Peachtree Street, NW in
Atlanta, Georgia. We also lease approximately 228 &uare feet of office and technical space irbthikeling known as One Technology
Center located at 100 South Cincinnati Avenue ilsduOklahoma and approximately 54,000 squaredfeeffice space in the Southpointe
office park in Canonsburg, Pennsylvania, compridfegbproximately 42,500 square feet in the buildoated at 121 Champion Way and
approximately an additional 11,300 square feethéluilding located at 601 Technology Drive. Wedésase approximately 130,000 square
feet of office space in a building located at 1821th Capital of Texas Highway in Austin, TexasEbrope, we have approximately 211,000
square feet of office space in the United Kingdard approximately 3,000 square feet of office spaderance.

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

Our Gateway facilities are designed to ledosal sales staff, operational staff, our trarssioin and IP routing/switching facilities and
technical space to accommodate colocation of egempiiny high-volume Level 3 customers. We ended 20@Y approximately 6.9 million
square feet of space for our Gateway and transoniacilities and have completed construction opragimately 4.6 million square feet of t
space. Our Gateway space is either owned by wssh@ld pursuant to long-term lease agreements.

We have entered into various agreementrdagy our unused office and technical space ierotal reduce our ongoing operating
expenses regarding such space.
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Properties relating to our coal mining segtare described under "ITEM 1. BUSINESS—Our OBusinesses" above. In connection
with certain existing and historical operations, ave subject to environmental risks.

ITEM 3. LEGAL PROCEEDINGS

In April 2002, Level 3 Communications, Inand two of its subsidiaries were named as defgsdaBauer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 stateg] filestate court in Madison County, lllinois. Iny2001, Level 3
was hamed as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed in th8.UDistrict
Court for the District of Idaho. In November of Z)@he court granted class certification only tog state of Idaho. In September 2002, Leyv
Communications, LLC and Williams Communications @ lvere named as defendantsSimith et. al. v. Sprint Communications
Company, L.P., et a).a purported nationwide class action filed in theted States District Court for the Northern Digtof lllinois. In April
2005, the Smith plaintiffs filed a Fourth Amendedn@plaint which did not include Level 3 or Willian@mmunications, Inc. as a party, thus
ending both companies' involvement in the Smitkec@&n February 17, 2005, Level 3 Communications; land Williams
Communications, LLC were named as defendankdabaniel, et. al., v. Qwest Communications Corpiomatet al., a purported class action
covering 10 states filed in the United States istourt for the Northern District of Illinois. Bse actions involve the companies' right to
install its fiber optic cable network in easemeantsl right-of-ways crossing the plaintiffs' land.deneral, the companies obtained the rights to
construct their networks from railroads, utiliti@sd others, and have installed their networksgatbe rights-ofway so granted. Plaintiffs in t
purported class actions assert that they are tmei@of lands over which the companies' fiber ogisle networks pass, and that the railroads,
utilities, and others who granted the companiesitite to construct and maintain their networks dad have the legal authority to do so. The
complaints seek damages on theories of trespasst @mrichment and slander of title and propeagsywell as punitive damages. The
companies have also received, and may in the futeve, claims and demands related to rightsaf-issues similar to the issues in these
cases that may be based on similar or differeratl lagories. To date, other than as noted abolvadpidicated attempts to have class action
status granted on complaints filed against the @origs or any of their subsidiaries involving claiamel demands related to rights-of-way
issues have been denied.

It is still too early for the Company taddh a conclusion as to the ultimate outcome ofetlaetions. However, management believes that
the Company and its subsidiaries have substargfehdes to the claims asserted in all of thesera{and any similar claims which may be
named in the future), and intends to defend thegorausly if a satisfactory form of settlement ig approved.

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

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

No matters were submitted during the foguhrter of the fiscal year covered by this repmi vote of security holders, through the
solicitation of proxies or otherwise.
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Part 1l

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

Market Information. Our common stock is traded on the NASDAQ Gldbalect Market of The NASDAQ Stock Market LLC undeg
symbol "LVLT." As of February 26, 2008, there wé&r890 holders of record of our common stock, péues&.01 per share. The table below
sets forth, for the calendar quarters indicateel hilgh and low per share closing sale prices ofcoummon stock as reported by the NASDAQ
Global Select Market of The NASDAQ Stock Market LLC

Year Ended December 31, 200 High Low

First Quarte! $ 6.7€ $ 55i
Second Quarte 6.2€ 5.2¢
Third Quartel 6.41 4.4¢
Fourth Quarte 5.04 2.8z
Year Ended December 31, 2006 High Low

First Quarte $ 56C $ 2.7:
Second Quarte 5.7z 3.7¢
Third Quartel 5.4€ 3.4
Fourth Quarte 6.02 4,92

Equity Compensation Plan Information.

We have only one equity compensation plahe-T995 Stock Plan, as amended—under which we ssag ishares of our common stock
to employees, officers, directors and consultarigs plan has been approved by our stockholders fdlfowing table provides information
about the shares of our common stock that mayduedsupon exercise of awards under the 1995 Stacka® of December 31, 2007.

Number of
securities to be Number of
issued upon securities
exercise of remaining available
outstanding Weighted-average for future
options, exercise price of issuance
warrants outstanding options, under equity
Plan Category and rights warrants and rights compensation plans
Equity compensation plans approved by stockhol 38,503,691 $ 4.451% 91,780,82
Equity compensation plans not approved by
stockholder: 03 0.0C 0
T Includes awards of nonqualified stock options,rietstd stock, restricted stock units and outperfetatk options or outperform stock

appreciation units ("OS0Os"). For purposes of thidd¢, OSOs are considered to use a single shangr @ommon stock from the total
number of shares reserved for issuance under 9 $fbck Plan.

¥ Includes weighted-average exercise price of ouditgnonqualified stock options and OSOs at the dégrant. The exercise price of

an OSO is subject to change based upon the penficeraf our common stock relative to the performasfabe S&P 50® Index from
the time of the grant of the award until the awlaad been exercised.
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Recipients of OSOs do not realize any védom these awards unless our common stock priggediorms the S&P 500@dex during th
life of the grant. When the stock price gain isagee than the corresponding gain on the S&P 5D@@x (or less than the corresponding los
the S&P 500® Index for grants awarded before Sepézr@0, 2005), the value received for awards utibe©SO program is based on a
formula involving a multiplier related to the levgy which our common stock outperforms the S&P 500&x. To the extent that our comnm
stock outperforms the S&P 500® Index, the valu®80 units to a holder may exceed the value of nalifged stock options.

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustest tmne, which we refer to as the Adjusted Strike
Price, until the exercise date or the vesting degtehe case may be. The adjustment is an amouat &qthe percentage appreciation or
depreciation in the value of the S&P 500® Indexrfrthe date of grant to the date of exercise orinvgsas the case may be. Beginning on
April 1, 2007, OSO units are awarded monthly to Eryges in mid-management level and higher positibase a three year life, will vest
100 percent on the third anniversary of the datih@faward and will fully settle on that date. Réents have no discretion on the timing to
exercise OSO units granted on or after April 1,200

The value of the OSO increases for increpivels of outperformance. OSO units have a pligtirange from zero to four depending
upon the performance of our common stock relativiné S&P 500® Index as shown in the following éabl

If Level 3 Stock Outperforms the S&P 500® Then the Pre-multiplier Gain Is Multiplied by a Success
Index by: Multiplier of:

0% or Less 0.00

More than 0% but Less than 11 Outperformance percentage multiplied4iy1
11% or More 4.00

The Pre-multiplier gain is our common stpeice minus the Adjusted Strike Price on the dditexercise or the vesting date, as the case
may be. Unlike the exercise of a non-qualified ktoption, in the situation where the outperformaisckl percent or greater, the number of
shares of our common stock issued upon exercigesting of an OSO may be up to four times the nurob®S0s awarded.

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

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

The graph compares the cumulative totalrnedf our common stock for the five year perioohir2003 through 2007 with the S&P® 500
Index and the Nasdaq Telecommunications Index.gfagh assumes that the value of the investmen®d&@8 on December 31, 2002, and 1
all dividends and other distributions were reinedst

Comparison of Five Year Cumulative Total Return
Among Our Common Stock, the S&P® 500 Index
and the Nasdaq Telecommunications Index
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—8— |evel 3 Common Stock

— —lh— — S&P 5007 Index

=eneof === NASDAQ Telecommunications

12/02 12/03 12/04 12/05 12/06 12/07

Level 3 Common Stock 100.0( 116.3: 69.1¢ 58.57% 114.2¢ 62.0¢
S&P 50(® Index 100.0( 128.6¢ 142.6¢ 149.7( 173.3¢ 182.87
NASDAQ Telecommunications 100.0( 188.2¢ 199.0¢ 192.21 244 .4; 253.1¢
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ITEM 6. SELECTED FINANCIAL DATA

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

Fiscal Year Ended(1)

2007 2006 2005 2004 2003

(dollars in millions, except per share amounts

Results of Operation:

Revenue $ 426¢ $ 337¢ $ 1,71¢ $ 1,77¢ $ 2,02i
Loss from continuing operations( (1,119 (790) (707) (47¢) (695)
Income (loss) from discontinued operations — 46 69 20 (21)
Net loss (1,119 (744) (63¢) (45¢) (712)
Per Common Shar
Loss from continuing operations( (0.79) (0.79 (2.03) (0.70) (2.29)
Income (loss) from discontinued operations — 0.0t 0.1C 0.0: (0.09)
Net loss (0.73) (0.79 (0.97) (0.67) (1.2€)
Dividends(4) — — — — —
Financial Position
Total asset 10,24t 9,99/ 8,271 7,544 8,30z
Current portion of lon-term debt(5 32 5 — 142 124
Long-term debt, less current portion| 6,83: 7,351 6,02: 5,067 5,24¢
Stockholders' equity (deficit)(¢ 1,07(C 374 (47¢€) (157) 181
(1)  The operating results of Software Spectrum, In8oftware Spectrum™), which was sold in 2006)%tructure, LLC (" )Structure"),
which was sold in 2005, the Midwest Fiber Optic\Metk business acquired from Genuity, Inc. in 2088 aold in 2003 are included in
discontinued operations for all periods presentedvhich Level 3 owned each business.
The Company purchased substantially all of thetass®l operations of Genuity, Inc. in February 2008 Company also purchased
Telverse Communications, Inc. in July 2003.
The Company acquired the managed modem busineSEEG €ommunications, Inc. and Sprint Communicasi@ompany, L.P. o
April 1, 2004 and October 1, 2004, respectively.
The Company purchased WilTel Communications Gralg; ("WilTel") on December 23, 2005, and recordggm@ximately
$38 million of revenue attributable to this busgas 2005.
The Company purchased Progress Telecom, LLC ("Bssgfelecom™) on March 20, 2006; ICG Communicatitms ("ICG
Communications") on May 31, 2006; TelCove, Inc.lGove") on July 24, 2006 and Looking Glass Netwdfolding Co., Inc.
("Looking Glass") on August 2, 2006. The WilTelpBress Telecom, ICG Communications, TelCove andingpGlass results of
operations and financial position are includecdhia tonsolidated financial statements from the respedates of their acquisition.
During 2006, the Company recorded revenue attridetd Progress Telecom of $49 million, ICG Comneations of $46 million,
TelCove of $166 million and Looking Glass of $33lion.
The Company purchased Broadwing Corporation ("Bnoag") on January 3, 2007; the Content Deliverywak services business of
SAVVIS, Inc. (the "CDN Business") on January 2302@&nd Servecast Limited on July 11, 2007. Durid@72 the Company recorded
revenue attributable to Broadwing of $946 millittme CDN Business of $17 million and Servecast ofrfion.
(2) In 2003, the Company recognized approximately $84on of termination and settlement revenue, $4ilion of impairment and

restructuring charges, a gain of approximately §ifllon from the sale of "91 Express Lanes" toladoassets, $200 million of induced
conversion expenses
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attributable to the exchange of the Company's atife debt securities, and a gain of $41 millianaaresult of the early extinguishm
of long-term debt.

In 2004, the Company recognized a gain of $197anilas a result of the early extinguishments ofaierdon¢-term debt ani
$113 million of termination revenue.

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

In 2006, the Company recognized $11 million of timation revenue, approximately $13 million of immaént and restructuring
charges, and a loss on early extinguishment of afe$83 million as a result of the amendment astiatement of its senior secured
credit facility and certain debt exchanges and mgateons.

In 2007, the Company recognized $10 million of timation revenue, approximately $12 million of immaént and restructuring
charges, and a loss on early extinguishment of ale®427 million as a result of the refinancingtsfsenior secured credit agreement
and certain debt exchanges, redemptions and regeeshThe Company also recognized a gain of $3ibmidn the sale of marketable
equity securities and a tax benefit of $23 millfefated to certain state tax matters.

3) In 2005, the Company sold }Structure and recognized a gain on the sale oh§ifl®n. For fiscal years 2005 and 2004,)Gtructure
revenue approximated costs. The loss from opemti@as $17 million in 2003 fori()Structure.

In 2006, the Company sold Software Spectrum anogrized a gain on the sale of $33 million. The meqloss) from the operations
Software Spectrum including the contact servicesrass sold in 2003 were $13 million, $20 milli§20 million and $(16) million for
the fiscal years 2006, 2005, 2004 and 2003, resgdet

(4)  The Company's current dividend policy, in effecicsi April 1998, is to retain future earnings foe urs the Company's business. As a
result, management does not anticipate paying dizgends on shares of common stock in the forddedature. In addition, the
Company is restricted under certain covenants fsaging cash dividends on shares of its common stock

(5) In 2003, the Company received net proceeds of $&8#n from the issuance of $374 million of 2.878%6nvertible Senior Notes due
2010 and the issuance by its wholly owned subsidia$500 million of 10.75% Senior Notes due 20ILfie Company completed a d
exchange whereby the Company issued $295 milliace(Bmount) of 9% Convertible Senior Discount Noigs 2013 and common
stock in exchange for $352 million (book value)arig-term debt. In addition, Level 3 using casthand, restricted cash and the
proceeds from the issuance of the 10.75% Senices\iie 2011, repaid in full, the $1.125 billionghase money indebtedness
outstanding under the Senior Secured Credit Fachitso in 2003, the Company repurchased, usingnmomstock, approximately
$1.007 billion face amount of its long-term debtlaacognized a gain of approximately $41 millioreagsult of the early
extinguishment of debt.

In 2004, the Company received net proceeds of $38ion from the issuance of a $730 million Sen&rcured Term Loan due 20

and the issuance of $345 million of 5.25% ConvéestBenior Notes due 2011. The Company used theroegeds to repay portions of
its 9.125% Senior Notes due 2008, 11% Senior Ntites2008, 10.5% Senior Discount Notes due 2008L8rb% Senior Euro Notes
due 2008. The Company repurchased portions ofutstanding notes at prices ranging from 83 perte80 percent of the repurchas
principal balances. The net gain on the early extishment of the debt, including transaction castalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothiese transactions. Also in 2004, the Compang approximately $54 million and
assumed certain obligations to extinguish a Geruapijtal lease obligation and recognized a gaildf7 million on the transaction.
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(6)

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

In 2006, the Company received net proceeds of $ildn from the issuance by its wholly owned sutiary of $150 million of

Floating Rate Senior Notes due 2011, net procee#538 million from the issuance of $550 million 1i.25% Senior Notes due 2013,
net proceeds of $326 million from its issuance 3% million of 3.5% Convertible Senior Notes dud2@nd net proceeds of

$1.239 billion (excluding prepaid interest) fronetissuance by its wholly owned subsidiary of $1.88ibn of 9.25% Senior Notes di
2014. Also in 2006, the Company exchanged a podifdts outstanding 9.125% Senior Notes due 2008y Senior Notes due 2008
and 10.5% Senior Discount Notes due 2008 for $4komiof cash and $692 million aggregate principghew 11.5% Senior Notes due
2010. In addition, the Company redeemed the remgioutstanding 9.125% Senior Notes due 2008 tgt§898 million, 10.5% Senior
Discount Notes due 2008 totaling $62 million angurehased 99.3% of its wholly owned subsidiary'¥3% Senior Notes due 2011
totaling $497 million.

In 2007, the Company received net proceeds of $38dn from the issuance by its wholly owned sutiaiy of 8.75% Senior Notes
due 2017 and Floating Rate Senior Notes due 20d®enproceeds of $1.382 billion for the refinageaf its senior secured credit
agreement. In connection with the refinancing efdknior secured credit agreement the borrowerdégeh730 million Senior Securt
Term Loan due 2011. In 2007, the Company redeerd8f fillion of its outstanding 12.875% Senior Nodee 2010, $96 million of
outstanding 11.25% Senior Notes due 2010 and $18m{€104 million) of outstanding 11.25% Seniburo Notes due 2010. Also in
2007, the Company's wholly owned subsidiary repased $144 million of its outstanding Floating R&émior Notes due 2011, the
Company repurchased $59 million of its outstandifhgp Senior Notes due 2008, $677 million of its tanding 11.5% Senior Notes
due 2010 and $61 million (€46 million) of its owsting 10.75% Senior Euro Notes due 2008. The Coynakso completed the
exchange of $605 million of its 10% Convertible BeiNotes due 2011 for a total of 197 million sheoé common stock during 2007.
The Company also converted or repurchased $18mif Broadwing's outstanding 3.125% ConvertibéaniSr Debentures due 2026
through the issuance of 17 million shares of comstook and the payment of $106 million in cash(02

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

In 2004, the Company realized $95 million of forerurrency losses on the repurchase of its Eurorderated debt.

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

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

In 2006, the Company issued 20 million shares afroon stock, valued at approximately $66 milliontles stock portion of th
purchase price paid to acquire Progress Telecomillién shares of common stock, valued at apprataty $131 million, as the stock
portion of the purchase price paid to acquire IG@n@unications; 150 million shares of common steelted at approximately

$623 million, as the stock portion of the purchpsee paid to acquire TelCove;
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and 21 million shares of common stock, valued ateimately $84 million, as the stock portion oétpurchase price paid to acquire
Looking Glass.

In 2007, the Company issued 197 million sharesoaimmon stock in exchange for $605 million of its 1@¥nvertible Senior Notes di
2011. The Company also issued 123 million share®wfmon stock, valued at approximately $688 milliasithe stock portion of the
purchase price to acquire Broadwing CorporatiosoAh 2007, the Company issued 17 million shareofmon stock in connection
with the conversion of $179 million of Broadwingststanding 3.125% Convertible Senior Debentures226.

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

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

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

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

Communication Services

The Company is a facilities-based proviofest broad range of communications services. Revémucommunications services is
recognized on a monthly basis as these servicggraveded. For contracts involving private line,wetengths and dark fiber services, Level 3
may receive up-front payments for services to bweled for a period of up to 20 years. In theseations, Level 3 defers the revenue and
amortizes it on a straight-line basis to earningsr ¢he term of the contract. At December 31, 20@7¢ontracts where up-front payments were
received for services to be delivered in the futtlre Company's weighted average remaining conpexddd was approximately 14 years.

The Company separates its communicationgces into three separate categories:

. Core Communications Services;

Other Communications Services; ¢

. SBC Contract Service

Each category of revenue is in a diffefgmdse of the service life cycle, requiring diffdrkavels of investment and focus and providing
different contributions to the Company's Communaa Adjusted EBITDA. Management of Level 3 beligtkat growth in revenue from its
Core Communications Services is critical to thegléerm success of its communications businesshésame time, the Company believes it
must continue to manage effectively the positivehddows from its SBC Contract Services and itsedfiommunications Services, including
the Company's mature managed modem business amthitsd reciprocal compensation. For 2007, the@wmmunications Services categ
included revenue from transport and infrastructlPeand data services, voice and Level 3 Vyvx vided advertising distribution services. 1
Other Communications Services category
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includes revenue from managed modem and relatgatoeal compensation and the legacy managed IRcgdousiness. The SBC Contract
Services category includes all the revenue reltatékde SBC Master Services Agreement, which wasidea in the acquisition of WilTel
Communications Group, LLC ("WilTel").

The Company's transport and infrastrucser@ices include metropolitan and intercity wavegtés, private line, ethernet private line, dark
fiber, colocation services, professional serviaes @ansoceanic services. Growth in transport afrdstructure revenue is largely depender
increased demand for bandwidth services and avitapital of companies requiring communicationsacity for their own use or in
providing capacity as a service provider to thestomers. These expenditures may be in the forapdfont 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 @@npany's high-speed Internet access service, ateditnternet access ("DIA") service, ATM
and frame relay services, IP and ethernet virttighfe network ("VPN") services, and content detiveetwork ("CDN") services, which
includes streaming services. Level 3's high-spaestiiet access service is a high quality and hjgged Internet access service offered in a
variety of capacities. The Company's VPN serviarsit businesses of any size to replace multipterorks with a single, cost-effective
solution that greatly simplifies the converged smission of voice, video, and data. This convergdna single platform can be obtained
without sacrificing the quality of service or seitytevels of traditional ATM and Frame Relay offegs. VPN services also permit customel
prioritize network application traffic so that highiority applications, such as voice and videe, @ot compromised in performance by the flow
of low priority applications such as email.

The Company believes that one of the ldrgesrces of future incremental demand for the Camgls Core Communications Services will
be from customers that are seeking to distribuge feature rich content or video over the InterfRevenue growth in this area is dependent on
the continued increase in usage by both enterpaisé consumers and the pricing environment. Areiee in the reliability and security of
information transmitted over the Internet and desdiin the cost to transmit data have resulteddreased utilization of e-commerce or web
based services by businesses. This market is t¢lyridraracterized by significant price compressaod very high levels of unit growth rates,
resulting in growth in absolute revenue. The Conypaxperienced price compression in the high-spPedarket of over 30% in 2007 and
expects that its pricing for high-speed IP servigdlscontinue to decline in 2008 at similar rates.

The Company continues to experience pripigsure for those transport and infrastructustocners that require simple, low quality,
point-to-point services, as certain competitorsraggively pursued this business. However, Levdl@bes that competitors are less willing to
discount these services if it requires investmerméremental capacity to meet the customer's reménts. For those customers that provide
high quality content or require a combination afisport, IP and voice solutions on a regional ¢éional platform, Level 3 is seeing moderate
price compression and, in some cases, prices areaising.

The Company offers voice services thatabl@rge and existing markets. The revenue poldotizoice services is large; however, the
revenue and margins are expected to continue londeaver time as a result of the new low-cost tid aptical-based technologies. In addition,
the market for voice services is being targetednbyy competitors, several of which are larger aaeelmore financial resources than the
Company.

The Company, through its Level 3 Vyvx besis, provides audio and video programming foruttamers over the Company's fiber-optic
network and via satellite. It uses the Companisrfoptic network to carry live traditional broadcastiacable television events from the site
the event to the network control centers of thealoasters of the event.
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For live events where the location is nodn in advance, such as breaking news storiesniote locations, the Company provides an
integrated satellite and fiber-optic network-based/ice to transmit the content to its customerssi\df Level 3's Vyvx's customers for these
services contract for the service on an event-lgnrebasis; however, there are some customers wheofhachased a dedicated point-to-point
service which enables these customers to trangogramming at any time.

Level 3 Vyvx also distributes advertisimgpss to radio and television stations throughoatWhS., both electronically and in physical fo
Customers for these services can utilize a netwaded method for aggregating, managing, storingdéstdbuting content for content owners
and rights holders.

On December 19, 2007, Level 3 announcedtthad reached a definitive agreement to selktiieertising distribution business of
Vyvx, LLC ("Vyvx Ads") to DG FastChannel, Inc. f&129 million in cash. The sale is expected to clogbe second quarter of 2008. Reve
from the Vyvx Ads business totaled approximatel$ $dllion, $35 million and less than $1 million fre years ended December 31, 2007,
2006 and 2005, respectively. The results of opamatfor the Vyvx Ads business are included in guritig operations from when it was
acquired as part of the WilTel transaction in Deben2005. The pending disposal of the Vyvx Ads hess does not meet the criteria under
Statement of Financial Accounting Standard ("SFA$3) 144, "Accounting for the Impairment or DispbsflLong-Lived Assets" ("SFAS
No. 144") for presentation as discontinued openatigince the business is not considered an assgt gs defined in SFAS No. 14

The Company expects to continue to deviegopontent distribution services through the astjjioin of the Content Delivery Network
("CDN") services business (the "CDN Business") whitqourchased on January 23, 2007 from SAVVIS, facapproximately $133 million in
cash (including transaction costs) and the acdpisdf Dublin, Ireland based Servecast Limited, ethit purchased on July 11, 2007, for
approximately $46 million in cash (including tranBan costs). The Company believes that the additicche CDN Business with its strong,
broad portfolio of patents will help the Companguse its commercial efforts in the heavily patenBN market in which a number of
competitors have significant, patented intellecprabperty. In early 2007 we embarked on a strateggfine our capabilities to address the
communications needs of those organizations tlwtyme the content that individuals want to viewrdhe Internet. This service offering
includes high speed IP services, colocation seswacel services that cost effectively distributedbetent that is produced for consumption «
the Internet. We believe that one of the largestaes of future incremental demand for communicetiervices will be derived from
customers that are seeking to distribute theitufeatich content or video over the Internet.

The Company's Other Communications Senacesnature services that are not areas of emploaiglee Company. Other
Communications Services currently include managedem, related reciprocal compensation and legacyaged IP services.

The Company and its customers continueeocensumers migrate from narrow band dial-up sesvio higher speed broadband services
as the narrow band market matures. Additionally efina Online, a primary consumer of the Companigsup services, has been
implementing a strategic change in its approadtstdial-up internet access business over the#astonths that has accelerated the loss of its
dial-up subscribers. During 2007, America Onlirsttategy accelerated the decline in Level 3 managsidem revenue and is expected to
contribute to further declines in managed modenemeae in 2008. The Company recognized approxim&ER® million of managed modem
revenue in 2007, an approximate 37% decline froarb®86 million of managed modem revenue recogriiz2006. The declines in managed
modem revenue from America Online in 2007 have lwffset to some extent by an increase in markaesas a result of certain competitors
exiting segments of this business in the seconfdi@006 and the full year 2007. Level 3 belietieast
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the low-cost structure of its network will enalbiéd compete aggressively for new business in gadining, but still significant, managed
modem market.

Level 3 receives compensation from otheri@es when it terminates traffic originating oroffe carriers' networks. This reciprocal
compensation is based on interconnection agreemétfitshe respective carriers or rates mandatethéy-CC. The Company earns the
majority of its reciprocal compensation revenuerfroroviding managed modem services. The Compalylegan to receive increasing
amounts of reciprocal compensation from its voeeises during 2007.

Legacy managed IP services primarily inellmv-speed services over ATM technology and fréaelinology, as well as managed
security services. The Company's legacy Internegsgbusiness consists primarily of a businessatagitacquired in the Genuity transaction in
2003. To date, the Company has elected not to pwadditional customers and to limit the capitakisted in this component of its business.

The SBC Master Services Agreement was ageatent between SBC Services Inc. and WilTel ("SR@tract Services Agreement") and
was obtained in the WilTel acquisition. SBC Sersgitec. became a subsidiary of AT&T Inc., (togett@BC"). WilTel and SBC amended th:
agreement in June 2005 to run through 2009. Thep@asrecognized $303 million of revenue under tBE £ontract Services Agreement
during 2007. The agreement provides a gross margichase commitment of $335 million from Decemb@d2through the end of 2007, and
$75 million from January 2008 through the end dd2@nd stipulates that originating and terminatingess charges paid to local phone
companies get passed through to SBC in accordaitice@ormula that approximates costs and do nohtagainst the gross margin purchase
commitment. SBC fully satisfied the $335 milliorogs margin purchase commitment during the thirdtquaf 2007. As a result of satisfying
the initial gross margin purchase commitment, SBQEhases of services that exceed the originad $3Bion gross margin purchase
commitment now count toward the $75 million grosrgin purchase commitment for the period from Jan@808 through the end of 2009.
As of December 31, 2007, SBC had satisfied $39anilbf the $75 million gross margin purchase commeitt. Level 3 expects that based on
SBC's current level of spending, SBC will satidfg temaining $36 million of gross margin purchasmmitment in the first half of 2008.

Additionally, the SBC Contract Services égment provides for the payment of $50 million frSBIC if certain performance criteria are
met by Level 3. The Company met the required peréorce criteria and recorded annual revenue of $i&min both 2006 and 2007 under
the agreement. Of the annual amounts, 50% was lmesewnthly performance criteria and the remairtifgo was based on performance
criteria for the full years. The performance-bage@ntive provisions of the agreement ended on Dbee 31, 2007. Level 3 will not earn
performance-based incentives in 2008 under the GB@ract Services Agreement.

As a result of the reductions in SBC Cattt@ervices revenue and the overall increase ieme® from acquisition activity, concentration
of revenue among a limited number of customersieaseased compared to previous periods. Leveb@'ten customers, including the SBC
Contract Services revenue, represented 61% ofdotamunications revenue in the first quarter of@@Fopping to 36% of total
communications revenue in the fourth quarter of 2@Xxcluding the SBC Contract Services revenuegl8\s top ten customers represented
39% of total communications revenue in the firshrer of 2006, dropping to 31% of total communiaasi revenue in the fourth quarter of
2007. The Company expects the concentration ofevéom its top ten customers to continue to deathoderately in 2008 as the SBC
Contract Services revenue continues to decline.é¥ew if Level 3 would lose one or more major cuostos, or if one or more major custom
significantly decreased its orders for Level 3 g@y, the Company's communications business wailddterially and adversely affected.
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Level 3's management continues to reviéwfahe Company's existing lines of business anrdtise offerings to determine how those
lines of business and service offerings assist thithCompany's focus on the delivery of communicetiservices and meeting its financial
objectives. To the extent that certain lines ofibess, business segments or service offeringsareonsidered to be compatible with the
delivery of the Company's services or with obtajnfimancial objectives, Level 3 may exit those $ire business segments or stop offering
those services.

The Company is focusing its attention omfitilowing operational objectives:

. growing revenue in Core Communications Servi

. continuing to show improvements in Adjusted EBITR#a percentage of revenue;

. achieving sustainable generation of free cash flow;

. completing the integration of acquired busines

. growing its content delivery network servic

. continuing to implement its metro network strateand

. managing cash flows provided by its Other Commuitoa Services and SBC Contract Servis

Management of Level 3 believes the intrditduncof new services or technologies, as well asftinther development of existing
technologies, may reduce the cost or increaseujyel\s of certain services similar to those provitbgd_evel 3. The ability of the Company to
anticipate, adapt and invest in these technologygés in a timely manner may affect the Companjtsd success.

The Company completed the initial plannegldyment of the next generation of optical tramsfehnology in its North American and
European networks in the fourth quarter of 2005 eadly in the first quarter of 2006, respectivaliile Company decided to deploy the
technology for additional routes in North AmerigadeéEurope and completed the deployments on theges 2006. The Company comple
an upgrade of its IP backbone technology in thetfoguarter of 2005. Level 3 believes that thisldgment of new equipment to the existing
network equipment will allow the Company to optimithe amount of traffic it carries over the netwarkd lower its cost of providing its
services.

To expand its service offerings in Eurape, Company invested approximately $20 milliondatark fiber based expansion in Europe.
During 2006, the Company obtained dark fiber priflpan those cities currently served by leased wength capacity and additionally in 2006
the Company completed an expansion of our Europparations to nine additional cities. During 200i& Company obtained dark fiber in
three cities that had been served by leased waytbleapacity and additionally in 2007 the Compaompleted an expansion of its European
operations to nine additional cities. In 2008, @@mpany expects to continue its European expangione additional city using leased
wavelength capacity. The Company expects to usdaHhefiber with appropriate transmission equiprntergell a full suite of transport and IP
services.

The communications industry continues tosodidate. Level 3 has participated in this proaeisis the acquisitions of WilTel in 2005;
Progress Telecom, LLC ("Progress Telecom"); ICG @mmications, Inc. ("ICG Communications"); TelColms. ("TelCove") and Looking
Glass Networks Holding Co., Inc. ("Looking Glassi)2006; and Broadwing Corporation ("BroadwinghetCDN Business and Servecast in
2007. Level 3 will continue to evaluate consolidatopportunities and could make additional acqois# in the future.
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The successful integration of acquired ibesées into Level 3 is important to the succesewél 3. The Company must integrate the
networks and support organizations, while maintajrthe service quality levels expected by custorimeesder to realize the anticipated
benefits of these acquisitions. Successful intégraif these acquired businesses will depend o€timapany's ability to manage these
operations, realize opportunities for revenue ghopresented by strengthened service offerings apdneled geographic market coverage. If
the Company is not able to efficiently and effeelyvintegrate the acquired businesses or operatibesCompany may experience material
negative consequences to its business, finanamlitton or results of operations.

During the second and third quarters of22@0e Company's service activation times increasea result of the following issues.

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

. Insufficient training on the multiple systems fongloyees performing service activation functic
. Lack of sufficient staffing levels in some servextivation areas.
. Identifying and fixing service activation throughpssues was challenging as a result of decernitrgligervice activation

functions across the customer facing groups.

This increase in service activation cyaieethad a negative effect on the Company's seingtallation intervals and the rate of Core
Communications Services revenue growth during geersd, third and fourth quarters of 2007. Duririg #ame period, the Company also
experienced challenges in its service managemenepses that resulted in longer response timestive customers' network service issues.
As a result of consolidating key operational fuos and organizations as part of the integratifortethe Company's operating environment
became more complex in the first half of 2007.

During the second and third quarters, tbenany implemented certain process and organizdtaranges that were expected to improve
service activation times and allow it to achiegepteviously forecasted revenue and Adjusted EBITgp@wth. However these changes were
not adequate to address the breadth of the proldecwmuntered during the third quarter. As a resfulhese service activation and service
management issues, the growth in Communicationgc@srRevenue and Adjusted EBITDA was lower thameeked for the full year 2007 a
is expected to be lower than originally forecaste®007 for the full year 2008.

The Company has ongoing process and syd¢eelopment work that is being implemented as qiattte integration efforts that is
expected to address the service activation andcgemanagement issues described above as welbaislpisignificant overall improvements
operations. The processes and systems under devatbpemain largely on track with certain compogreteployed beginning in October 2007
and additional deployments scheduled through tkdeo£2008. While the operational benefits vary bgle project, the Company expects to
realize meaningful improvements in its operatingiemment during the second half of 2008. In additithe Company is taking steps to
improve its existing processes and systems to addhe increase in service activation times andar®its service management. During the
fourth quarter of 2007, the Company improved ivsioning capability by both increasing resouraed through process improvement. The
Company believes that its customers' experiencétslvevel 3 have improved and the Company continoesake process and organizational
changes to improve its capabilities in 2008.

Level 3 has embarked on a strategy to exjtarcurrent metro presence. The strategy alllm<ompany to increasingly terminate traffic
over its owned metro facilities rather than paytinigd parties to terminate the traffic. Level 3slity to provide high-speed bandwidth directly
to customer
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facilities is expected to be a competitive advaatdghe Company intends to offer a broad range wies in these markets and concentrate its
sales efforts on the bandwidth intensive busine§des expansion into new metro markets should @dswide additional opportunities to sell
services on the Company's national and interndtiogtavorks. This metro strategy included the adtjoiss of Progress Telecom, ICG
Communications, TelCove and Looking Glass. As phitls metro strategy and as a result of the adiprisof TelCove in 2006 and Broadwing
in 2007, the Company is also targeting enterpnistarners directly through its Business Markets @rdescribed in more detail below. With
the acquisition of the CDN Business and Servece2007, Level 3 embarked on a strategy to expancbittent delivery network services in
both the United States and Europe.

The change in the composition of the Corgfsarevenue requires the Company to manage opgrtipenses carefully and concentrate its
capital expenditures on those technologies andsa8s# enable the Company to develop its Core Camications Services further and replace
the decline in revenue and earnings from Other Comcations Services and SBC Contract Services.

In the third quarter of 2006, Level 3 annced the formation of four customer-facing groupbétter serve the changing needs of
customers in growing markets and drive growth actbe organization:

. The Wholesale Markets Group services the commuoitaiheeds of the largest national and global semroviders, including
carriers, cable companies, wireless companiesyaice service providers. These customers typidatiygrate Level 3 services
into their own products and services to offer titlend user customers. Revenue from the Wholé4atkets Group represent
56% of Core Communications Services revenue foi7 200

. The Business Markets Group targets enterprise gusand regional carriers who value a local, msitmal sales forc
Specific customer markets include small, mediund, lange businesses, local and regional carriemte sind local government
entities, and higher education institutions andsootia. Revenue from the Business Markets Groupesgmted 26% of Core
Communications Services revenue for 2007.

. The Content Markets Group focuses on serving mealibcontent 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 brodadcsgelevision networks
and sports leagues. Revenue from the Content Matketup represented 11% of Core Communicationsi&ergvenue for
2007.

. The European Markets Group serves large Europeasuoters of bandwidth, including the European atetiational carriers
large system integrators, voice service provideable operators, Internet service providers, cdmgsviders, and government
and education sectors. Revenue from the Europeaket$aGroup represented 7% of Core Communicatiengi&s revenue fc
2007.

The Company believes that the alignmentiagdacustomer markets should allow it to drive gtowhile enabling it to better focus on the
needs of its customers. Beginning in 2008, the Gompvill disclose Core Communications Services nexein dollars and as a percentage of
total Core Communications Services revenue for ehds market groups, Wholesale, Business, CordaadtEurope.

In addition to the operational objectivesntioned above, the Company has also been focusedpooving its liquidity and financial
condition, including efforts to extend the matuigtes of certain debt and lowering the effectiteriest rate on its outstanding debt.
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In January 2007, in two separate transastithe Company completed the exchange of $60%milif outstanding principal of its 10%
Convertible Senior Notes due 2011 for a total of 8llion shares of Level 3's common stock. The @any recognized a $177 million loss
the exchanges in the first quarter of 2007.

In February 2007, Level 3 Financing, Irrcwholly owned subsidiary of Level 3 ("Level 3 Rmtang") issued $700 million of its 8.75%
Senior Notes due 2017 and $300 million of its RlgaRate Senior Notes due 2015 and received neepds of $982 million. The proceeds
from these private offerings were used to refinacexain Level 3 Financing debt and to fund the cbgonstruction, installation, acquisition,
lease, development or improvement of other assdis tised in Level 3's communications business.

In March 2007, Level 3 Financing refinan@sdsenior secured credit agreement and receigefdroceeds of $1.382 billion. The proceeds
from this transaction were used to repay the @xgs$i730 million senior secured credit agreementaihdr debt. The effect of this transaction
was to increase the amount of senior secured dabt$730 million to $1.4 billion, reduce the intsreate on that debt from the London
Interbank Offering Rate ("LIBOR") plus 3.00% to LIER plus 2.25% and extend the final maturity frold 2@ 2014. The Company
recognized a $10 million loss on the extinguishntdrihe existing $730 million Senior Secured Teroah due 2011 due to recognition of the
remaining unamortized debt issuance costs.

During the first quarter of 2007, the Compaedeemed the entire outstanding principal oftflewing debt 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 at agpequal to 101.875 of the principal amount;

. $138 million €104 million) of 11.25% Senior Euro Notes due 2018 price equal to 101.875 of the principal amo

Also during the first quarter of 2007, tlespective issuers repurchased, through tendesp#841 million 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 pel0®lp@incipal amount of th
notes, which included $1,050 as the tender offesiceration and $30 as a consent payment;

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

. $677 million of its outstanding 11.5% Senior Note® @010 at a price equal to $1,115.26 per $1,00@ipal amount of thi
notes, which included $1,085.26 as the tender offesideration and $30 as a consent payment; and

. $61 million (€46 million) of its outstanding 10.75% Senior Eurotds due 2008 at a price equa€l,061.45 pe€1,000
principal amount of the notes, which included €1,@3 as the tender offer consideration and €30camsent payment.

The Company recognized a $240 million lssociated with the redemptions and repurchadée ifirst quarter of 2007. The cash portion
of the loss on redemptions and tenders totaled $1iBi6n and the remaining $75 million consistedusfamortized debt issuance costs and
unamortized discounts.
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In the first quarter of 2007, for total basonsideration of $106 million and equity consadiem of 17 million shares of common stock
(valued at $97 million) all of Broadwing's outstamgl $180 million aggregate principal amount of Z%2Convertible Senior Debentures due
2026 were retired. These debentures were issudidadwing prior to Level 3's acquisition of Broadwgion January 3, 2007. There was no
gain or loss recognized due to the fact that, upderhase accounting, the liability for the noteswalued at the total cost to retire the
obligation.

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

Coal Mining

Level 3, through its two 50% owned jointatigre surface mines in Montana and Wyoming, sel& primarily through londerm contract
with public utilities. The long-term contracts fitre delivery of coal establish the price, volume] guality requirements of the coal to be
delivered. Revenue under these and other confsatsognized when coal is shipped to the customer.

Information Services

On November 30, 2005, the Company sold/fitslly owned subsidiary,i()Structure, LLC, which provided computer outsougcgervices
primarily to small and medium-sized businesses. Company also completed the disposition of its riemg subsidiary in the information
services business, Software Spectrum, Inc. on Bdyete7, 2006. The results of operations and firenuosition for (i )Structure and Software
Spectrum are reflected as discontinued operatimnalff periods presented in this report.

Critical Accounting Policies

The Company has identified the policieobess critical to its business operations and tigetstanding of its results of operations. The
effect of any associated risks related to theskiipslon the Company's business operations is sieclithroughout this Management's
Discussion and Analysis of Financial Condition &ebults of Operations where these policies affecttompany's reported and expected
financial results.

Revenue

Revenue for communications services, inolgdoice, private line, wavelengths, colocatiamglnet access, managed modem, data
services, video and dark fiber revenue is recoghimenthly as the services are provided. Commurmioatservices are provided either on a
usage basis, which can vary period to period, ar@aintractually committed amount.

Reciprocal compensation revenue is recagivzhen an interconnection agreement is in platie aviother carrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a rg@eanent is negotiated and executed; or
at rates mandated by the FCC. Periodically, the fi2om will receive payment for reciprocal comper@atervices in excess of FCC rates and
before an agreement is in place. These amountadugled in other current liabilities on the corndated balance sheet until a final agreement
has been reached and the necessary regulatoryajgphave been received at which time the reciprmmapensation revenue is recognized.
These amounts were insignificant to the Compar80i7 and 2006.

Revenue attributable to leases of darkrfifpesuant to indefeasible rights-of-use agreem@h®dJs") that qualify for sales-type lease
accounting, and were entered into prior to Junel809, was recognized at the time of delivery asekptance of the fiber by the customer.
Certain sale and long-term IRU agreements of dass fand capacity entered into after June 30, 1889required to be accounted for in the
same manner as sales of real estate with propepsoivements or integral
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equipment. This accounting treatment results irdigferral of revenue for the cash that has beegivied and the recognition of revenue ratably
over the term of the agreement (currently up ty&ars).

Termination revenue is recognized whenstaruer disconnects service prior to the end ottmract period, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination reveésa¢so recognized when customers
make termination penalty payments to Level 3 tesebntractually committed purchase amounts thatcustomer no longer expects to me
when a customer and Level 3 renegotiate a contragr which Level 3 is no longer obligated to pdevproduct or services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is regpamtthe same manner as the original
product or service provided.

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

Nor-Cash Compensation

The Company adopted SFAS No. 123R, "Shage8 Payment" ("SFAS No. 123R") effective Janua006. SFAS No. 123R requires
that compensation cost relating to shbased payment transactions be recognized in thadial statements based on the fair value of equi
liability instruments issued. The Company adopterexpense recognition provisions of SFAS No. 188¢ounting for Stock-Based
Compensation" ("SFAS No. 123"), in 1998. Therefdne, effect of applying the change from the origjpr@visions of SFAS No. 123 on the
Company's financial position or results of openagiavas insignificant. Although the recognition loé tvalue of the instruments results in
compensation or professional expenses in an enfitydncial statements, the expense differs framerotompensation and professional
expenses in that these charges, though generaihitped to be settled in cash, are typically sdttlerough the issuance of common stock,
which would have a dilutive effect upon earnings gfeare, if and when such options are exercised.dBtermination of the estimated fair ve
used to record the compensation or professionaresgs associated with the equity or liability iastents issued requires management to r
a number of assumptions and estimates that carget@rfluctuate over time.

LongLived Assets

Property, plant and equipment is statembat, reduced by provisions to recognize econompairment in value when management
determines that events have occurred that requiemalysis of potential impairment. Costs assodidteectly with network expansions and the
development of business support systems, primaniployee-related costs, are capitalized. The Coynpapitalized $102 million, $72 million
and $51 million of cost, primarily direct labor arelated employee benefits, in 2007, 2006 and 2@3fpectively.

Intercity network segments, gateway faetlif local networks and operating equipment thaeHheeen placed in service are being
depreciated over their estimated useful lives, grity ranging from 2-40 years. The total cost dfisiness support system is amortized over a
useful life of three years. The useful lives of @@mpany's assets are estimates and actual ircegqreriods for specific assets could differ
significantly from these estimates. Due to charigeschnology and the competitive environment, ¢hestimates require a significant amount
of judgment. Management monitors and evaluategtassmates on an annual basis or as circumstaheagie that may indicate a change in
estimate is required. During 2006 the Company alddrthe useful lives of its existing fiber assetsf seven to 12 years, its existing
transmission equipment from five to seven yearsineiisting IP equipment from three to four years
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The Company at least annually, or as evaentircumstances change that could affect thevesadility of the carrying value of its long-
lived assets, conducts a comprehensive revieweotalnrying value of its assets to determine ifdaeying amount of the assets are recovet
in accordance with SFAS No. 144. This review reggithe identification of the lowest level of iddiatble cash flows for purposes of grouping
assets subject to review. The estimate of undigeduresh flows includes long-term forecasts of mereegrowth, gross margins and capital
expenditures. All of these items require significiilgment and assumptions. An impairment loss exast when the estimated undiscounted
cash flows attributable to the assets are lesstti@ncarrying amount. If an asset is deemed toripaired, the amount of the impairment loss
recognized represents the excess of the long-gset's carrying value as compared to its estinfabedalue, based on management's
assumptions and projections.

The Company assessed its communicationsllead assets for impairment in the fourth quaae2007, and determined that an
impairment charge was not required. The commurtinatnetwork includes network equipment, fiber, iplétconduits, customer premise
equipment and colocation facilities. The impairmamalysis is based on a long-term cash flow fottgicaassess the recovery of the
communications assets over their estimated usegs.|

Level 3 also assesses the carrying valgmofiwill on an annual basis in accordance with S’. 142 "Goodwill and Other Intangible
Assets." (SFAS No. 142). The carrying value ofriggorting unit is compared to its fair value. létfair value does not exceed the carrying
value of the reporting unit, an analysis is perfediio determine if an impairment charge shoulddsended. The Company also evaluates
intangible assets with indefinite lives individyatin an annual basis, or as events or circumstari@@ge that could affect the recoverability of
the carrying value of the asset, in accordance 8#AS No. 142. The Company did not record chargethe impairment of long-lived assets
or goodwill in 2007, 2006 or 2005.

Management's estimate of the future cashdlattributable to its long-lived assets and #ievalue of its businesses involve significant
uncertainty. Those estimates are based on managerassumptions of future results, growth trendasiadustry conditions. The impairment
analysis of londived assets also requires management to makdrcstbjective assumptions and estimates regartimgxpected future use
certain additional conduits evaluated for impairtresparately from the network asset group. Managemi continue to assess the
Company's assets for impairment as events ocas rdustry conditions warrant. Given the significancertainty, judgment and assumptions
involved in developing the estimates of future csivs and the number of years of remaining uskfilof certain of the Company's assets, it
is possible that the Company may determine thaingairment charge is required in the future duehtanges in these assumptions and
estimates.

Use of Estimates

The preparation of financial statementsdnformity with generally accepted accounting pipfes requires management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosuireofingent assets and liabilities at the da
the financial statements and the reported amodms/enue and expenses during the reporting pefibd.most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, recovelynaf-lived assets, useful lives of long-
lived assets, accruals for estimated tax and legalities, cost of revenue disputes for commutiaas services, unfavorable contracts
recognized in purchase accounting and asset retireabligations. Actual results could differ frohose estimates and assumptions.
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Recently Issued Accounting Pronouncem

In June 2006, the Financial Accounting 8tads Board ("FASB") issued Interpretation No. '48&counting for Uncertainty in Income
Taxes—An Interpretation of FASB Statement No. 10¥IN No. 48"), which was effective for Level 3 diag January 1, 2007. FIN No. 48
clarifies the accounting for uncertainty in incotages recognized in an enterprise's financial states in accordance with FASB Statement
No. 109, "Accounting for Income Taxes". FIN No. @80 prescribes a recognition threshold and meammeattribute for the financi
statement recognition and measurement of a taxiposaken or expected to be taken in a tax reiuahresults in a tax benefit. Additionally,
FIN No. 48 provides guidance on de-recognitionpine statement classification of interest and p&salaccounting in interim periods and
disclosure. The Company's policy is to recognizergst and penalty expense associated with unceaipositions as a component of income
tax expense in the consolidated statements of tipesa The adoption of FIN No. 48 did not have &ra on the Company's consolidated
results of operations or financial condition agofl for the year ended December 31, 2007.

In June 2006, the FASB ratified the conssren EITF Issue No. 06-3, "How Taxes Collectednfi@ustomers and Remitted to
Governmental Authorities Should Be Presented inrtheme Statement” ("EITF No. 06-3"), which waseeffve for Level 3 starting January 1,
2007. The scope of EITF No. 06-3 includes any &seased by a governmental authority that is dyrécgbosed on a revenue-producing
transaction between a seller and a customer andmolayle, but is not limited to, sales, use, vaddded, Universal Service Fund ("USF")
contributions and some excise taxes. The Task Femnceluded that entities should present these taxt® income statement on either a gross
or a net basis, based on their accounting poli¢ychvshould be disclosed pursuant to APB Opinion 2l "Disclosure of Accounting
Policies". If such taxes are significant and amspnted on a gross basis, the amounts of thoseshreld be disclosed. The Company records
USF contributions on a gross basis in its const@idiatatements of operations, but records salesyakie added and excise taxes billed to its
customers on a net basis in its consolidated stattsmof operations. Communications revenue ondhsalidated statements of operations
includes USF contributions totaling $45 million,9illion and $7 million for the years ended Decem®1, 2007, 2006 and 2005,
respectively. The adoption of EITF No. 06-3 did hate a material effect on the Company's cons@ietsults of operations or financial
condition for year ended December 31, 2007, apdtiey followed was consistent before and afterpm.

In September 2006, the FASB issued StatesvedriFinancial Accounting Standards ("SFAS") Nb7 1"Fair Value
Measurements" ("SFAS No. 157"), which defines Yailue, establishes a framework for measuring falue in generally accepted accounting
principles, and expands disclosures about fairevaleasurements. SFAS No. 157 does not requiree@myair value measurements, but
provides guidance on how to measure fair valuerbyiging a fair value hierarchy used to classifg #ource of the information. This staterr
is effective for fiscal years beginning after Noumn 15, 2007 and interim periods within that fispadr. The adoption of SFAS No. 157 is not
expected to have a material effect on the Compayisolidated results of operations or financialditon upon adoption on January 1, 2008.

In December 2007, the FASB issued SFASIMA. (Revised 2007), "Business Combinations" ("SF&ES 141R"), which replaces SFAS
No. 141, "Business Combinations.” SFAS No.141Rimetthe underlying concepts of SFAS No. 141 in gibusiness combinations are s
required to be accounted for at fair value underatquisition method of accounting, but SFAS Nd.R4vill significantly change the
accounting for business combinations. Under SFABR14n acquiring entity will be required to recagnall the assets acquired and liabilities
assumed in a transaction at the acquisition-datedéue with limited exceptions. SFAS No. 141RIwihange the accounting treatment for
certain specific acquisition related items inclugifil) expensing acquisition related costs as neclj(2) expensing changes in deferred tax
asset valuation allowances and income tax
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uncertainties after the acquisition date; (3) wagunoncontrolling interests at fair value at thguasition date; and (4) expensing restructuring
costs associated with an acquired business. SFA3AAR also includes a substantial number of neeslasure requirements. SFAS No. 141R
is to be applied prospectively to business comhnatfor which the acquisition date is on or aftanuary 1, 2009.

In December 2007, the FASB issued SFASI80, "Noncontrolling Interests in Consolidated Ficial Statements” ("SFAS No. 160").
SFAS No.160 requires noncontrolling interests, fmesly referred to as minority interests, to beteel as a separate component of equity, not
as a liability or other item outside of permaneity and applies to the accounting for nonconinglinterests and transactions with
noncontrolling interest holders in consolidatedfinial statements. SFAS No. 160 will be appliegpeatively to all noncontrolling interests,
including any that arose before the effective @aimept that comparative period information mustdstated to classify noncontrolling interests
in equity, attributed net income and other compnshe income to noncontrolling interests, and pitevither disclosures required by SFAS
No. 160. This statement is effective for the Complaeginning January 1, 2009. The Company is cugrassessing the potential effect that
adoption of SFAS No. 160 will have on its consadi@dhresults of operations or financial condition.
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Results of Operations 2007 vs. 20(

Years Ended

December 31 December 31 Change
(dollars in millions) 2007 2006 %
Revenue
Communication $ 4,19¢ $ 3,311 27%
Coal mining 70 67 4%
Total revenue 4,26¢ 3,37¢ 26%
Costs and Expenses: (exclusive of depreciatioreamattization shown
separately below
Cost of revenue
Communication: 1,76¢ 1,46( 21%
Coal mining 64 57 12%
Cost of revenu 1,83: 1,51 21%
Depreciation and amortizatic 942 73C 29%
Selling, general and administrati 1,72% 1,25¢ 37%
Restructuring and n-cash impairment charg 12 13 (8)%
Total costs and expens 4,51( 3,51¢ 28%
Operating Los: (241) (140 (72)%
Other Income (Expense
Interest incomt 54 64 (16)%
Interest expens (577) (64¢) 11%
Loss on extinguishment of debt, 1 (427) (83 (419%
Other, ne 55 19 18<%
Total other income (expens (89%) (64¢) (38)%
Loss from Continuing Operations Before Income Te (1,13¢) (78¢€) (44)%
Income Tax Benefit (Expens 22 2 1,20(%
Loss from Continuing Operatiol (1,119 (790) (41)%
Income from Discontinued Operatio — 46 (200)%
Net Loss $ 1,119 $ (744) (50)%

Communications Revenuas separated into three categories:

. Core Communications Services (including Transpod kafrastructure services, IP and Data serviceécd/services and Level
Vyvx services);

. Other Communications Services (including Managedi®fo and its related reciprocal compensation aratleylanaged I
services); and

. SBC Contract Services.

74




Revenue attributable to these service categoripigded in the following table:

Year Ended
December 31 December 31 Change
(dollars in millions) 2007 2006 %
Core Communications Service
Transport and Infrastructu $ 1,71¢  $ 1,014 69%
IP and Datz 584 301 94%
Voice 1,18: 53€ 121%
Level 3 Vyvx 14C 122 15%
3,622 1,97: 84%
Other Communications Service
Managed Moder 17¢ 28¢€ (371%
Reciprocal Compensatic 73 10z (28)%
Managed IF 22 57 (61)%
274 44¢% (38)%
SBC Contract Service 303 892 (66)%
Total Communications Reveni $ 4,19¢ $ 3,311 27%

The 84% increase in Core Communicationsiges revenue for 2007 compared to 2006 is duedwatly in the Company's revenue from
existing services, as well as revenue from the fessyTelecom, ICG Communications, TelCove, Lookatgss, Broadwing, CDN Business
and Servecast acquisitions. The Company purchaseplg®s Telecom in March 2006, ICG Communicationglay 2006, TelCove in July
2006 and Looking Glass in August 2006. The Compgamghased Broadwing and the CDN Business in JarR@0y and Servecast in July
2007. From a financial reporting perspective, tlenPany integrated into the Level 3 business theatipms of WilTel, Progress Telecom, I(
Communications, TelCove and Looking Glass in 2@0®] Broadwing and the CDN Business in the first bB2007. As a result, separate
revenue information by revenue category for thesgiimed companies is no longer reported other tbathe SBC Contract Services revenue
acquired from WilTel.

As described earlier, the growth in CorerBmunications Services revenue was lower than eggetitiring the second, third and fourth
guarters of 2007 as a result of an increase inceeactivation times and challenges in service rgangent processes. Service activation times
increased during the second and third quartersesudt of the following issues.

. Continuing to use the multiple order entry and @imning systems and processes that were opergtdlacquired companies
to provision end-to-end services.

. Insufficient training on the multiple systems fongloyees performing service activation functions.
. Lack of sufficient staffing levels in some servaivation areas.
. Identifying and fixing service activation throughpssues was challenging as a result of decentiglgervice activatio

functions across the customer facing groups irthitrd quarter of 2006.

The Company has ongoing process and systemedopment work that is being implemented as @fattie integration efforts that is
expected to address the service activation andcgemanagement issues described above and pragitiicant overall improvements to
operations. The processes and systems under devatbpemain largely on track with certain compogreteployed beginning in October 2007
and additional deployments scheduled through tkdeo#2008. While the operational
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benefits vary by each project, the Company expeatsalize meaningful improvements in its operatmgironment during the second half of
2008. In addition, the Company is taking stepsriprbve its existing processes and systems to a&lthresncrease in service activation times
and improve its service management. With respetttadatter, the Company has seen improvements Beivice response times in the fourth
guarter of 2007 and expects to see further imprevesin the future.

Transport and infrastructure revenue ingede69% for 2007 compared to 2006. The increasahea®sult of growth in existing services
and the recognition of a full year of revenue i®2@or Progress Telecom, ICG Communications, TetCawd Looking Glass acquisitions
completed in 2006, as well as the revenue fronBtlmadwing acquisition completed in January 200¢réased demand in the cable and
wireless market segments for complex nationwidatgmis and colocation capacity in large marketdrilmnted to the revenue growth in
existing services in 2007 as compared to 2006.

IP and data revenue increased 94% for 20@¥pared to 2006. The increase was the resultoofthrin existing services and the
recognition of a full year of revenue in 2007 foo@ress Telecom, ICG Communications, TelCove aruklng Glass acquisitions completec
2006, as well as a full year of revenue from thedglwving acquisition completed in early January 20@7and data revenue also increased in
2007 as a result of the CDN Business acquisitiongieted in January 2007 and the Servecast acquisiitmpleted in July 2007. IP and data
revenue also increased due to traffic growth inthNémerica from new and existing customers thaeexed the rate of price compression
experienced in 2007. During the second quartef672the Company also implemented new, reduceihgrimder the terms of a contract
renewal for its largest IP and data customer whatially offset the overall growth of IP and dat@enue in the last half of 2007. Continued
revenue growth in the Company's VPN service alsdritiuted to the increase in IP and data revenuimgl2007.

Level 3's voice revenue increased 121%@87 compared to 2006. The increase is primarijbatable to the operations acquired in the
TelCove and Broadwing acquisitions, particularlyrestic and international voice termination servieesl growth in Level 3's existing
wholesale and VolP-related services including véézenination, local inbound, enhanced local antiftek services.

Level 3 Vyvx revenue increased 15% for 2606impared to 2006. The increase was a result ofaease in advertising distribution
revenue and the continued demand for high-defimitimadcast services in sports, news and entergginnm

Core Communications Services revenue f672dhd 2006 includes $8 million and $9 million efrhination revenue, respectively. The
Company expects to recognize termination reventledriuture if customers desire to renegotiatereais or are required to terminate service.
The Company is not able to estimate the specifiaevaf these types of transactions until they ocbut does not currently expect to recognize
significant termination revenue for the foreseedbtare.

Managed modem revenue declined 37% to $iilli®n for 2007 compared to 2006 as a result ef tbntinued migration from narrow
band dial-up services to higher speed broadbamitserby end user customers, especially in largieapelitan areas. This change has resulted
in a decline in the demand for managed modem ploresddition to the port cancellation provisiortse tontracts with America Online contain
market-pricing provisions that have the effectafiéring revenue as Level 3 is obligated to provideerica Online a reduced per port rate if
Level 3 offers another customer better pricingddower volume of comparable services. The declin@sanaged modem revenue from
America Online have been partially offset by ina@sin market share as a result of certain corope#ixiting segments of the managed
modem business in the first half of 2007. The Comypaxpects managed modem revenue to continue tmede the future primarily due to
increase in the number of subscribers migratingré@dband services and potential pricing concessigrcontracts are renewed.
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Reciprocal compensation revenue from mashagedem services declined 28% to $73 million fod2@ompared to 2006 as a result of the
continuing decline in demand for managed modemicesvThe Company has historically earned the ritgjof its reciprocal compensation
revenue from managed modem services. Level 3 baonnection agreements in place for the majofityaffic subject to reciprocal
compensation. The majority of the Company's intenection agreements provided rate structures tiwr@0§7. Level 3 continues to negotiate
new interconnection agreements or amendments éxigting interconnection agreements with locatiees. As a result of the Company's
acquisitions of WilTel, TelCove and Broadwing, thempany has started to generate a portion of dipn@cal compensation revenue from
voice services. For the full year ending Decemliger2®07, the Company recognized $26 million ofpemtal compensation revenue earned
from voice services, which are included in Core @umications Services revenue. To the extent tlaCibmpany is unable to sign new
interconnection agreements or signs new agreementaining lower rates, or there is a significamtlthe in the Company's managed modem
dial-up business, or FCC or state regulations chaugh that carriers are not required to compemghgéz carriers for terminating ISP-bound
traffic, reciprocal compensation revenue may dectiignificantly over time.

Managed IP services revenue declined 61$22omillion for 2007 compared to 2006. As discdssarlier, to date the Company has not
invested in this service and the decline in revaawtributable to the disconnection of serviceekisting customers. The Company's legacy
managed IP services business consists primargytofsiness that was acquired in 2003. The Compgmsces this trend to continue in 2008.

SBC Contract Services revenue decreasedt6@203 million for 2007 compared to 2006 as expedue to the migration of the SBC
traffic to the AT&T network. The SBC Contract Sex@s agreement was obtained in December 2005 asfghe WilTel acquisition. Under tl
terms of the agreement, SBC has gross margin pseat@mmitments through 2009. SBC fully satisfiezl $835 million gross margin purchase
commitment for the period from December 2005 thtoDgcember 2007 during the third quarter of 2005 akesult of satisfying the initial
gross margin purchase commitment, SBC's purchdsasaces that exceed the original $335 milliongg margin purchase commitment now
count toward the $75 million gross margin purcham@mitment for the period from January 2008 throtighend of 2009. As of December
2007, SBC had satisfied $39 million of the $#blion gross margin purchase commitment. Levekfezts that, based on SBC's current lev
spending, the remaining $36 million of gross maginchase commitment will be satisfied by SBC i finst half of 2008.

Additionally, the SBC Contract Services égment provided for the payment of $50 million fr8@C if certain performance criteria wi
met by Level 3. The Company met the required peréorce criteria and recorded annual revenue of $i&min both 2006 and 2007 under
the agreement. Of the annual amounts, 50% was lmesewnthly performance criteria and the remairtifgo was based on performance
criteria for the full year. The Company is no longégible for performance bonuses under the SB@t@aat Services agreement after
December 31, 2007. The Company expects SBC rewterzantinue to decline in 2008. However, SBC mtifitcomply with the minimum
gross margin commitments under the terms of théraohunless satisfied sooner.

Beginning in the first quarter of 2008, thempany will change the way it reports Core Comitations Services revenue and will
aggregate revenue from Transport and InfrastructBrand Data, non-wholesale Voice and Level 3 Vservices and report those results as
Core Network Services revenue. Domestic voice teation, international voice termination and toldrservices will be
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totaled and reported as Wholesale Voice Servioemniee. Using this categorization, quarterly antyfehr 2007 Communications Services
revenue would have been reported as shown in ke below:

Quarter Ended

Year Ended
March 31, June 30, September 30 December 31 December 31,

(dollars in millions) 2007 2007 2007 2007 2007
Communications Services Reven

Core Network Service $ 72C $ 73t $ 75¢ $ 78 $ 2,99¢

Wholesale Voice Service 15C 153 153 172 62¢
Total Core Communications Servic 87C 88¢ 90¢ 95k 3,622
Other Communications Servic 84 71 63 56 274
SBC Contract Service 83 76 71 73 305
Total Communications Services Reve $ 1,037 $ 1,038 $ 1,04 $ 1,082 $ 4,19¢

Core Network Services revenue represegtsehimargin services and Wholesale Voice Serviepesents lower margin services. The
Company believes that given the increasing sulbahtlity between Transport and Infrastructure ssggiand IP and Data services, trends in the
communications business are best gauged lookirgyahue trends in Core Network Services.

Coal mining revenue increased 4% to $70ioniin 2007 compared to 2006. The increase waibatable to an increase in the tons of «
sold from the Black Butte mine, partially offset &ylecrease in the tons of coal sold from the Degitee. Overall, the price per ton for coal
from both mines was up slightly in 2007 compare@Q66.

Cost of Revenuéor the communications business, as a percentagssefue, for 2007 and 2006 was 42% and 44%, raégelc The
decrease in the 2007 cost of revenue, as a pegeeotaevenue, is primarily attributable to the tmmed decrease in SBC Contract Services
revenue from 2006 to 2007. The margins for SBC 2aniServices revenue are lower than the margimsedaon other components included in
Core and Other Communications Services revenue. @lstributing to the decrease in 2007 cost of meegeas a percentage of revenue, are
cost of revenue synergy savings that have beerwaathias a result of acquisition integration effoftse Company believes that cost of revenue
synergy savings of $80 million on an annualized$bave been achieved through integration effor007. The Company expects cost of
revenue for the communications business, as ap@@e of revenue, to decrease slightly in 200&agpared to 2007.

Coal mining cost of revenue, as a percentdgevenue, increased to 91% for 2007 compar&8% in 2006. The increase in cost of
revenue, as a percentage of revenue, in 2007 gsacethto 2006 was due to planned equipment mainéeneosts at one mine and higher ¢
related to overburden removal at another mine.

Depreciation and Amortizationexpense increased 29% to $942 million for 2007 amenpto 2006. The increase is primarily attribugabl
to the increased depreciation and amortization rs@eecognized on communications tangible and gitbée assets that were acquired through
acquisitions completed in 2006 and 2007, as wellegseciation expense on the approximately $24llomiincrease in capital expenditures for
2007 compared to 2006.

In addition, during the second quarter@®?2, the Company reviewed and adjusted the estimeseful lives used for amortization of
customerrelated intangible assets for the ICG CommunicatidelCove and Looking Glass acquisitions effecfivee 1, 2007. This resultec
increased amortization expense of $9 million duthyyear ended December 31, 2007.
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During the fourth quarter of 2007, the Camyp finalized the purchase price allocation for Breadwing acquisition which resulted in
reduced amortization expense related to intangibéets for the Broadwing acquisition from the dditecquisition totaling approximately
$18 million, as compared to the total amortizagapense that would have been recognized for 2007 torthe change in the valuation of the
intangible assets.

The increase in depreciation expense fO7 2@as partially offset by a $44 million decreaselépreciation expense compared to the same
period in 2006 attributable to the increase inneated useful lives for network fiber and IP andhgraission equipment implemented in the
second and third quarters of 2006.

The Company expects depreciation and aratitin expense to decrease in 2008 to a range8&f #dlion to $920 million compared to
2007 due to the offsetting effects of increased@ption expense on incremental capital experestusverall reduced amortization expens
intangible assets as a result of the useful livesges and valuation changes described above dandee depreciation and amortization
expense associated with shorter-lived tangibleiatahgible communications assets that were plategiivice in prior years that are expected
to become fully depreciated or amortized in 2008.

Selling, General and Administrativeexpenses increased 37% to $1.723 billion in 200@paoed to 2006. This increase is primarily
attributable to the expenses associated with tleeatipns acquired in the Progress Telecom, ICG Conieations, TelCove and Looking Glass
transactions during 2006; the Broadwing and CDNiBss transactions in January 2007; and the Seswvgeasaction in July 2007.
Specifically, increases in compensation, bonuseanployee related costs, network related costs agility-based expenses all contributed to
the increase in selling, general and administragigenses in 2007. Offsetting the increases disduasisove were selling, general and
administrative expense synergy savings that haea behieved as a result of acquisition integragitborts. As of the end of 2007, the Comp
believes that it has achieved annualized run satergies in selling, general and administrativeegrges totaling approximately $105 million.
Also offsetting the increase in selling, general administrative expenses in 2007 compared to 2236a reduction in incentive-based
compensation expense of $32 million as a resutiwér than expected financial performance in 2007.

Selling, general and administrative experiee 2006 included a $7 million property tax béneflated to the Company's facilities in the
United Kingdom.

Included in selling, general and adminisieexpenses for 2007 and 2006 were $122 milliweh $84 million, respectively, of non-cash
stock-based compensation expense related to griatgperform stock options and restricted stocitsuand restricted stock shares. The
increase in non-cash compensation expense in 2fi@pared to 2006, is due to an increase in the nuoflyestricted stock units and restricted
stock shares issued to employees as a resultinEegase in the number of employees eligible in”26@mpared to 2006, an increase in the 401
(k) employee match and annual discretionary greaderto the 401(k) plan and an increase in non-castpensation expense for those
employees eligible for accelerated vesting of senefards at retirement; with the overall increasiglly offset by a reduction in the number
outperform stock options and units issued in 20@vigared to 2006. The number of employees eligblearticipate in the Company's stock-
based long-term incentive plan increased signiflggnom 2006 to 2007 as a result of the employ&fescquired companies becoming eligible
to participate in the long-term incentive planta beginning of 2007.

In 2007, the Company recognized additiowa-cash stock-based compensation expense totgdprgximately $11 million for those
employees eligible for accelerated vesting of stnetards at retirement. The Company provides acel@vesting of stock awards at the date
an employee retires if the employee meets cerggnaad years of service requirements and certher oequirements. Under SFAS No. 123R,
the fair value of stock-based employee awardsgreresed over the minimum
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service period, which is from the grant date togh#diest vesting date. Therefore, the Compangdsiired to fully expense at the grant date the
value of stock awards made to those employeesaltestidy meet both the age and years of servicéresnents for accelerated vesting at
retirement at the date of grant. If the employelemeéet the age and years of service requirementadcelerated vesting at retirement sooner
than the normal vesting period for the stock awgttEn the Company is required to use that shpggod for recognition of the non-cash
compensation expense associated with the grant.

Included in the 2006 non-cash compensatiquense of $84 million was $6 million related te tievaluation of the October 2005 and
January 2006 grants using May 15, 2006 as theg@\gsant date, in accordance with SFAS No. 123Rstaked in the Company's proxy
materials for its 2006 Annual Meeting of Stockhakj@ver the course of the years since April 1,81 98e compensation committee of the
Company's Board of Directors had administered #8#51Stock Plan under the belief that the actiothefCompany's Board of Directors to
amend and restate that plan effective April 1, 1888 the effect of extending the original termtad Plan to April 1, 2008. After a further
review of the terms of the plan, however, the conspéon committee determined that an ambiguityaeuist as to the date of the expiration
of the plan. To remove any ambiguity, the Boar@oéctors sought the approval of the Company'skétolclers to amend the plan to extend
term of the plan by five years to September 25020his approval was obtained at the 2006 Annuattig of Stockholders held on May 15,
2006.

After taking into account the $6 milliorcrease in 2006 non-cash compensation expenseefgraimts revalued using a May 15, 2006
grant date and the $11 million increase in 2007-cesh compensation expense for the employeesrhatigible for accelerated vesting at
retirement as discussed above, non-cash compem$ati@ased $33 million for 2007 compared to 2006.

As part of a comprehensive review of itsgdgerm compensation program completed in the diustrter of 2007, beginning with awards
made on or after April 1, 2007, outperform stockiams ("OSO") units are awarded monthly to emplayemid-management level and higher
positions, have a three year life, will vest 100fatoe third anniversary of the date of the award &itl fully settle in net shares on that date.
OSO units awarded beginning April 1, 2007 have @gerprices and are valued for non-cash compemspticposes based on the closing price
of Level 3 common stock on the last day of eachtimdRecipients have no discretion on the timingxtercise OSO units granted on or after
April 1, 2007, thus the expected life of all sucB@units is three years.

The Company expects selling, general amdirgidtrative expenses to decrease in 2008 on aralbvasis compared to 2007. The expected
reduction in overall 2008 selling, general and adstiative expenses is a result of reduced sellirgeral and administrative expenses for
integration activities, reductions in headcounatedl to continuing integration activities and tlepldyment of improved business processes anc
systems during 2008, offset by an increase in iteefased compensation compared to 2007.

Restructuring and Non-Cash Impairment Chargsdeclined 8% to $12 million in 2007 compared to 20D&e Company recognized
severance charges of $11 million in 2007 and $&aniin 2006, related to workforce reductions ie tommunications business in North
America. The workforce reductions completed in 2@@re primarily related to the integration of comigs acquired by Level 3 in 2006 and
January 2007. As of December 31, 2007, the Compadyremaining obligations of approximately $4 roitli

The Company recognized non-cash impairroeatges of $1 million and $8 million in 2007 and80respectively. The non-cash
impairment charge of $1 million in 2007 and $4 ruill of the 2006 charge were primarily related teviwusly capitalized costs of certain
information technology development projects no Emgsed by the Company. The costs incurred foetpegjects, including capitalized labor,
were impaired as the Company did not expect tizatthe assets in the future. The
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remaining $4 million non-cash impairment charge®6 was related to excess land of the communitatiosiness deemed available for sale
in Germany. This charge resulted from the diffeechetween the recorded carrying value and the astomarket value of the land. During
third quarter of 2007, the Company reclassifiedekeess land in Germany to property, plant andpment due to the fact the land had not
been sold and was no longer being actively markietesale.

The Company expects to continue to recestiucturing charges in 2008 in connection withdbietinued integration of businesses
acquired in 2006 and 2007 and as a result of theogment of improved business processes and systanrgy 2008 that should result in
reduced headcount.

The Company continues to periodically cartdiomprehensive reviews of the long-lived asskits dusinesses, specifically
communication assets deployed along its intercity metro networks and in its gateway facilitieds Ipossible that assets may be identified as
impaired and impairment charges may be recordeeffect the realizable value of these assets imréuperiods.

Adjusted EBITDA, as defined by the Company, is net income (lossh fitee consolidated statements of operations béigrgain (loss)
from discontinued operations, (2) income taxestd®l other income (expense), (4) non-cash impaitneharges included within restructuring
and impairment charges as reported in the condetidstatements of operations, (5) depreciationeamartization and (6) non-cash stock
compensation expense included within selling, gareerd administrative expenses on the consolidstegdments of operations.

Adjusted EBITDA is not a measurement ura@rounting principles generally accepted in thetééhBtates and may not be used by other
companies. Management believes that Adjusted EBIT€d#n important part of the Company's internabrépg and is a key measure used by
management to evaluate profitability and operagiegormance of the Company and to make resouroeatibn decisions. Management
believes such measures are especially importantapital-intensive industry such as telecommuignat Management also uses Adjusted
EBITDA to compare the Company's performance to #ids competitors. Management uses Adjusted EBAT® eliminate certain non-cash
and non-operating items in order to consistentlasoee from period to period its ability to fund itapexpenditures, fund growth, service debt
and determine bonuses.

Adjusted EBITDA excludes non-cash impairtngmarges and non-cash stock compensation expewsede of the non-cash nature of
these items. Adjusted EBITDA also excludes inteiestme, interest expense, income taxes and gass)(bn extinguishment of debt because
these items are associated with the Company'satiaption and tax structures. Adjusted EBITDA at¢swludes depreciation and amortization
expense because these non-cash expenses refl@optiet of capital investments which managemeriebe$ should be evaluated through
consolidated free cash flow. Adjusted EBITDA exdadotal other income (expense) because these &@emwot related to the primary
operations of the Company.

There are limitations to using non-GAAPafiitial measures, including the difficulty assodatéth comparing companies that use similar
performance measures whose calculations may diitfier the Company's calculations. Additionally, tfirancial measure does not include
certain significant items such as interest incoimterest expense, income taxes, depreciation amdteation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossqudy extinguishment of debt and total other inedjexpense). Adjusted EBITDA should
not be considered a substitute for other measur@samcial performance reported in accordance V@HAP.

Note 19 of the consolidated financial staats provides a reconciliation of net income (JassAdjusted EBITDA for each of the
Company's operating segments.

Adjusted EBITDA for the communications mess was $823 million and $677 million in 2007 2066, respectively. The increase is
primarily attributable to the Adjusted EBITDA coittution from the
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operations acquired in the Progress Telecom, IC@rGanications, TelCove, Looking Glass, Broadwing,NCBusiness and Servecast
acquisitions, growth in the Company's Core Commatioas Services revenue and the benefits of castvafhue and operating expense
synergies realized in 2007 from integration adtdgit partially offset by declines in other commuaicons services revenue, SBC Contract
Services revenue and costs of integration incudtgthg 2007 as compared to 2006.

Adjusted EBITDA for the coal mining busisedecreased to $5 million in 2007 from $8 millior2006. The decrease is primarily
attributable to an increase in the amount of coll 5om the Black Butte mine which has higherpging ratios that result in higher overall
costs and a planned increase in maintenance awstsriing equipment in 2007.

The Company expects Adjusted EBITDA to @ase in 2008 compared to 2007 to a range of $9Bidmtio $1.1 billion. The expected
increase in Adjusted EBITDA is based on continuemhgh in Core Communications Services revenue, egoeimprovements in service
delivery times, and the benefit of integration sgies in cost of revenue and selling, general amdimistrative expenses realized from the
Broadwing acquisition.

Interest Incomedecreased 16% to $54 million in 2007 compared @620The decrease in interest income was primati/td a decrease
in the average invested balance partially offseatbyncrease in the average return on the portfoli@ Company's average return on its
portfolio increased to 4.8% in 2007 compared t&@4i8 2006. The average portfolio balance decrets&d.0 billion in 2007 compared to
$1.5 billion in 2006.

Pending the utilization of cash and caghivedents, the Company invests its funds primarilgovernment and government agency
securities, money market funds and commercial pdper investment strategy generally provides loyvelds on the funds than would be
obtained on alternative investments, but reducesisik to principal in the short term prior to tedands being used in the Company's business

Interest Expensealecreased 11% to $577 million in 2007 compared@b2Interest expense decreased primarily as & mfshe
refinancing activities that were completed by tlm@any in the first quarter of 2007. The overadlugtion in interest expense is a result of the
offsetting interest expense effects attributablghofollowing debt issuances, debt for equity exades, debt redemptions and debt repurchase
transactions.

Interest expense increased as a resuiedbtlowing debt issuances:

. $1.250 billion of 9.25% Senior Notes due 2014 issmeOctober and December 2006;

. $1 billion of Senior Notes issued in February 200#sisting of $700 million of 8.75% Senior Notes @047 and $300 millio
of Floating Rate Senior Notes due 2015; and

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

The increase in interest expense from slbinces described above was more than offséebipliowing debt for equity exchanges, debt
redemptions and debt repurchases completed duminfpurth quarter of 2006 and the first quarte2@d7:

. $497 million of 10.75% Senior Notes due 2011 repaseu in December 200
. $605 million of 10% Convertible Senior Notes due 2@kchanged in January 2007 for 197 million shafemmon stock
. $488 million of 12.875% Senior Notes due 2010 retkin March 2007;

. $96 million of 11.25% Senior Notes due 2010 rededemeMarch 2007;
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. $138 million €104 million) of 11.25% Senior Euro Notes due 20&@eemed in March 200
. $144 million of Floating Rate Notes due 2011 repassgd in March 200’

. $59 million of 11% Senior Notes due 2008 repurchaseMarch 2007;

. $677 million of 11.5% Senior Notes due 2010 repaseld in March 2007; and

. $61 million (€46 million) of 10.75% Senior Euro Notes due 2008urehased in March 200

Level 3 expects quarterly interest expens2008 to be consistent with the level of inte@gbense in the second and third quarters of
of $138 million per quarter based on outstandirigt halances as of December 31, 2007.

Loss on Extinguishment of Debtvas $427 million in 2007 compared to $83 millior2P06. The loss on extinguishment of debt for 2006
was primarily the result of a $54 million loss frdhe repurchase of certain debt and a $55 milliss bn the amendment and restatement of
Level 3 Financing's Senior Secured Term Loan ddd 2partially offset by a $27 million gain realized a debt exchange. The loss on
extinguishment of debt for 2007 resulted from thiéofving transactions.

. $177 million loss recognized for the January 200dhexge of $605 million of 10% Convertible Seniort&ndue 2011 fc
approximately 197 million shares of the Compangimimon stock. The loss included $1 million of unatized debt issuance
costs.

. $10 million loss recognized for the March 2007 rafiging of the Company's $730 million Senior Secdredn Loan due 201
into a $1.4 billion Senior Secured Term Loan dugf0he loss consisted of unamortized debt issueoses associated with t
previous $730 million Senior Secured Term Loan 20&1.

. $54 million loss recognized on the redemption of 3#illion of outstanding debt consisting of theldating debt issuance

. $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 unamortizkbt issuance costs.

. $3 million loss on the redemption of $96 millionaitstanding 11.25% Senior Notes due 2010 consisfiag2 million
cash loss and $1 million in unamortized debt issaarosts.

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

. $186 million loss recognized on the repurchaseutiindender offers of $941 million of outstandindptieonsisting of the
following debt issuances:

. $18 million loss on the repurchase of $144 millidrootstanding Floating Rate Senior Notes due 2@iikisting of &
$12 million cash loss and $6 million in unamortizkbt issuance costs and unamortized discount.

. $3 million loss on the repurchase of $59 millionooftstanding 11% Senior Notes due 2008 consistireg®# million cas
loss and less than $1 million in unamortized destiance costs.

. $141 million loss on the repurchase of $677 milladroutstanding 11.5% Senior Notes due 2010 congisif a
$78 million cash loss and $63 million in unamontizkebt issuance costs and unamortized discount.
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$24 million loss on the repurchase of $61 milli€46 million) of outstanding 10.75% Senior Euro Nadeg 200¢
consisting of a $24 million cash loss and less tmillion in unamortized debt issuance costs.

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

Other, netincreased 189% to $55 million in 2007 comparedii® illion in 2006. Other, net is primarily compdof gains and losses
on the sale of marketable securities and non-oipegrassets, realized foreign currency gains argewand other income. The increase in 2007
compared to 2006 is primarily due to a gain of $8llion recognized in the fourth quarter of 2007tbe sale of 80% of the Company's
holdings of Infinera common stock.

Income Tax Benefit (Expenseyas a $22 million benefit in 2007 and was a $2iarilexpense in 2006. The income tax benefit for7’200
was primarily the result of reversing $23 milliohtbe valuation allowance against the Company'srdedl tax asset for certain state net
operating loss carry forwards ("NOLs"). These stateNOLs were converted to a state tax creditycfmward associated with a change in the
state tax law that replaced the tax on net incoritie avtax on gross margin. The Company now exgeutsl be able to use this state tax credit
carry forward against current and future statelibexgross margin.

The Company incurs income tax expensebattible to income in various Level 3 subsidiariesluding the coal business, that are
required to file state or foreign income tax retuom a separate legal entity basis. The Companyret®gnizes accrued interest and penalties
related to contingent tax benefits that have nehbecognized in income tax expense, but have te@gnized in the Company's tax returns.

As of December 31, 2007, Level 3 had nefraling loss carry forwards of approximately $9ilbdm for federal income tax purposes,
including $953 million of net operating loss cafoywards from acquired companies after limitatitimst existed at the date of acquisition or
that resulted from the acquisitions or both. Iftaer transactions occur with respect to Level @sital stock that result in a cumulative
ownership change of more than 50 percentage ploynBspercent stockholders over a three-year pextodetermined under rules prescribed by
the U.S. Internal Revenue Code ("IRC") and appleabgulations, annual limitations would be impogeth respect to the Company's ability
to utilize its net operating loss carry forwardsl @ertain current deductions against any taxaldenre Level 3 achieves in future periods.
Level 3 has entered into transactions over thethase years resulting in significant cumulativaieges in the ownership of its capital stock.
Additional transactions could cause the Comparigdar a 50 percentage point ownership change bgrbemt stockholders and, if the
Company triggers the above-noted IRC imposed ltioita, could prevent it from fully utilizing net epating loss carry forwards and certain
current deductions to reduce income taxes.

Income (Loss) from Discontinued Operations 2006 of $46 million was related to the disconéd operations of the Company's
Information Services segment. The Company soldwgo#é Spectrum, Inc. ("Software Spectrum™) to Insighterprises, Inc. ("Insight") in
September 2006. There were no gains or lossesdigrontinued operations recognized in 2007. Softvgpectrum, Inc.'s results of operations
resulted in income from discontinued operation$18 million in 2006. In addition, Level 3 recogniza gain on the sale of Software Spectrum
to Insight in 2006 of $33 million.
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Results of Operations 2006 vs. 20(

Years Ended

December 31 December 31 Change
(dollars in millions) 2006 2005 %
Revenue
Communication: $ 3,311 $ 1,64¢ 101%
Coal mining 67 74 (9)%
Total revenue 3,37¢ 1,71¢ 97%
Costs and Expenses: (exclusive of depreciation
amortization shown separately belc
Cost of revenue
Communication: 1,46( 463 21%%
Coal mining 57 53 8%
Cost of revenu 1,513 51€ 194%
Depreciation and amortizatic 73C 647 13%
Selling, general and administrati 1,25¢ 76¢ 64%
Restructuring and n-cash impairment charg 13 23 (43)%
Total costs and expens 3,51¢ 1,95¢ 80%
Operating Los: (140 (23¢€) 41%
Other Income (Expense
Interest incomt 64 35 83%
Interest expens (648 (530) (22)%
Loss on extinguishment of debt, 1 (83 — 10C%
Other, ne 19 29 (39)%
Total other income (expens (648) (46€) (39)%
Loss from Continuing Operations Before Incom
Taxes (788 (702) (12)%
Income Tax Expens (2 (5) 6C%
Loss from Continuing Operatiol (790) (707) (12)%
Income from Discontinued Operatio 46 69 (33)%
Net Loss $ (7449 $ (63¢) 17%
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Communications Revenuefor 2006 and 2005 is summarized as follows:

Year Ended
December 31 December 31 Change
(dollars in millions) 2006 2005 %
Core Communications Service
Transport and Infrastructu $ 1012 % 652 55%
IP and Datz 301 18€ 62%
Voice 53¢ 12C 347%
Level 3 Vyvx 122 3 3,9671%
1,97: 962 105%
Other Communications Service
Managed Moder 28€ 39¢€ (28)%
Reciprocal Compensatic 102 10C 2%
Managed IF 57 83 (B31)%
DSL Aggregatior — 79 (200)%
44t 65€& (32)%
SBC Contract Service 892 25 3,47%
Total Communications Reveni $ 3311 % 1,64¢ 101%

The Company's Core Communications Servieesnue increased 105% in 2006 compared to 20G5giidwth in the Company's existing
services as well as the acquisitions of WilTel,gPess Telecom, ICG Communications, TelCove and lmap&lass contributed to the increase.
During 2006, the Company recorded revenue, frontd#te of acquisition, attributable to Progress dabe of $49 million, ICG
Communications of $46 million, TelCove of $166 il and Looking Glass of $33 million. During 20@8e Company integrated a significant
portion of WilTel into the business. As a resuliparate revenue information for former WilTel cuséss is no longer available other than for
SBC Contract Services.

Transport and infrastructure revenue ingedeb5% in 2006 primarily due to the acquisitioh®MiiTel, Progress Telecom, ICG
Communications, TelCove and Looking Glass. In adidjtincreased demand for complex nationwide sohgtiand colocation capacity in large
markets contributed to the revenue growth in 20@mination revenue related to transport and itfuasure services decreased approximately
$129 million from $131 million in 2005 to $2 millivin 2006. The termination revenue in 2005 was arily attributable to the termination of
dark fiber lease agreements with two customers.

IP and data revenue increased 62% in 2€@taply due to customers obtained in the acqusiiof WilTel, Progress Telecom, ICG
Communications, TelCove and Looking Glass. IP aatd devenue also increased due to traffic growtddrth America from new and existing
customers that exceeded the approximately 25%ofgigce compression in 2006. Traffic growth wagigated by one customer's migration of
traffic to its own network which was acquired vianarger with another carrier. Improved market ataege of the Company's VPN service
the continued growth of previously awarded confratso contributed to the increase in IP and datanue. IP and data revenue includes
$7 million of termination revenue in 2006.

Level 3's voice revenue increased 347%0DB62 The increase is primarily attributable to tiperations acquired in the WilTel, TelCove
and ICG Communications acquisitions, particuladyngstic and international voice termination sersj@nd growth in Level 3's existing
wholesale and VolP-related services including veéézenination, local inbound, enhanced local antiftek services. On a combined basis,
voice services experienced a 321% increase in esmftuse in the fourth quarter of 2006 comparetiecsame period in 2005.
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Level 3 Vyvx revenue increased to $122iomllin 2006 as a result of including a full yeareivel 3 Vyvx revenue in the Company's
results. Vyvx was acquired in December 2005 asqgfdatte WilTel acquisition.

Managed modem revenue declined 28% in 2806 result of the continued migration from nartemd dial-up services to higher speed
broadband services by end user customers. ThigeHzas resulted in a decline in the demand for gethanodem ports. Managed modem
revenue also declined in 2006 as a result of cedantracts being renewed or renegotiated at plisesr than were in effect in 2005. The
declines in managed modem revenue have been padiitslet by increases in market share as a rewértain competitors exiting segment
the managed modem business in the second half0&f. 20

The Company did not recognize DSL aggregatévenue in 2006 due to the fact that the Compamimary DSL aggregation customer
completed the migration of its DSL subscriberg$miwvn network in the third quarter of 2005. In iéidd, the Company's other DSL contracts
expired in 2005 and were not renewed.

Reciprocal compensation revenue increa8adiffion in 2006. The Company has historicallyresd the majority of its reciprocal
compensation revenue from managed modem serviegs! B has interconnection agreements in placthéomajority of traffic subject to
reciprocal compensation.

SBC Contract Services revenue increaseatfigigntly in 2006 as a result of including a fuéar of SBC Contract Services revenue in the
Company's results. The SBC Contract Services agmeewns acquired in December 2005 as part of tH€alNacquisition. Under the terms of
the agreement, SBC has gross margin purchase corantit through 2009. As of December 31, 2006, thair@ing minimum gross margin
commitment under the agreement to be utilized du2id07 was approximately $67 million, and $75 miilfrom January 2008 through the end
of 2009. Additionally, the SBC Contract Servicesemgnent provides for the payment of $50 millioneaftain performance criteria are met by
Level 3. Level 3 was eligible to earn $25 million2006 and 2007. Of the annual amount, 50% is basedonthly performance and the
remaining 50% is based on performance criteridHerfull year. The Company met the required pertoroe criteria and earned $25 million in
2006.

Coal mining revenue decreased to $67 millio2006 compared to $74 million in 2005. The dexin revenue for 2006 is attributable to a
decline in the average price per ton of coal soédtially offset by a slight increase in tons sleigpThe price decline is attributable to coal sold
under a contract that was renewed in 2005 and ic@utdower price per ton than the original contract

Cost of Revenuéor the communications business, as a percentaggvehue for 2006 and 2005 was 44% and 28%, rasplciThe
increase in 2006 cost of revenue, as a percenfageaenue, is primarily attributable to the recdgm of termination revenue in 2005, with no
corresponding cost of revenue, and the signifigaitte and SBC Contract Services revenue obtainétkiWilTel acquisition. The margins for
the voice and SBC Contract Services revenue arerltivan the margins earned on other componentsdedlin Core and Other
Communications Services revenue. Partially offsgtthe lower WilTel margins were the margins earnmgdérogress Telecom, ICG
Communications, TelCove and Looking Glass. Marimghese businesses were slightly higher in 20@@ those reported by the Company in
2005. In 2005, the Company recognized $133 milibtermination revenue with no corresponding cdstwenue, favorably affecting the cost
of revenue percentage. Excluding the terminatioemae, cost of revenue as a percentage of reveaukl\wave been 31% in 2005.

Cost of revenue as a percentage of revinmube coal mining business increased to 85% D6X0om 72% in 2005. The increase in cost
of revenue as a percentage of revenue for thensiméihg business is due to a decline in the avepaige per ton of coal sold in 2006 compared
to 2005 and due to increased product costs in B8aéed to changes in stripping ratios and incregise and fuel
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costs. In addition, in the second quarter of 20886 ,Company was able to favorably resolve certemalyction tax issues. The resolution of this
matter resulted in a $5 million reduction in coktevenue. Cost of revenue as a percentage of ueviem 2005 was 78% after excluding the
effect of the $5 million reduction in cost of rewenfor the period.

Depreciation and Amortizationexpense was $730 million in 2006, a 13% increas® 2005 depreciation and amortization expense of
$647 million. The increase is primarily attributalb the communications tangible and intangibletshat were acquired in the WilTel
acquisition in December 2005, the Progress Telemoguisition in March 2006, the ICG Communicatiopguasition in May 2006, the TelCo
acquisition in July 2006 and the Looking Glass @sitjan in August 2006. This increase was partiatfiset by an $80 million decrease in
depreciation expense attributable to the increasstimated useful lives for network fiber and tl &ransmission equipment.

Selling, General and Administrativeexpenses increased 64% to $1.258 billion in 20061769 million in 2005. This increase is
primarily attributable to the inclusion of expensasociated with the operations acquired in th&®@ilProgress Telecom, ICG
Communications, TelCove and Looking Glass transastin December 2005, March 2006, May 2006, JuB62ind August 2006,
respectively. Specifically, increases in compemsatbonus and employee related costs, networkecklaists and facility-based expenses all
contributed to the increase in selling, general ahainistrative expenses in 2006.

Included in operating expenses for 2006 20@b were $84 million and $51 million, respectyealf non-cash compensation and
professional expenses recognized under SFAS Nd&R 4R8 SFAS No. 123, respectively, related to grahtsitperform stock options, warra
and other stock-based compensation awards. Then#8@ increase in non-cash compensation expem&906 is primarily attributable to an
increase in the number of outperform stock optimramted to employees and an increase in the véliee @ptions granted to employees
associated with the increasing price of Level 3 wmmn stock in 2006. These increases were partififgoby a reduction in the amount of
restricted stock and restricted stock units graime2D06 compared to 2005.

In addition, during the second quarter @@, the October 2005 and January 2006 outperfayok ®ption grants were revalued using
May 15, 2006 as the grant date, in accordance S#AS No. 123R, and resulted in a $6 million incesimsnon-cash compensation expense
during the second quarter of 2006. As stated irCbpany's proxy materials for its 2006 Annual Ntegbf Stockholders, over the course of
the years since April 1, 1998, the compensationroittee of the Company's Board of Directors had aistered the 1995 Stock Plan under the
belief that the action of the Company's Board atbiors to amend and restate that plan effectivél Ap1998 had the effect of extending the
original term of the Plan to April 1, 2008. Aftefurther review of the terms of the plan, howevbe compensation committee determined that
an ambiguity could have existed that may have tegduh an interpretation that the expiration dédtthe plan was September 25, 2005. To
remove any ambiguity, the Board of Directors soubbtapproval of the Company's stockholders to ahtie& plan to extend the term of the
plan by five years to September 25, 2010. This@apdrwas obtained at the 2006 Annual Meeting ot&tolders held on May 15, 2006 which
resulted in a final measurement date of May 156400 the outperform options granted in October®8@60d January 2006.

Restructuring and Impairment Chargeswere $13 million in 2006 and $23 million in 2006.2006, the Company recognized $5 million
of restructuring charges related to workforce réidns in the communications business in North AceeriThe employees impacted by this
workforce reduction were Level 3 employees affedtgdhe integration of companies acquired in 20086 2006. As of December 31, 2006,
Company had remaining obligations of less than $tlom
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In 2005, the Company recognized $15 millielated to the workforce reductions in the comroatidns business in North America and
Europe. The employees affected by this workforcleicéon provided support functions or worked dilgon mature services. All obligations
attributable to the 2005 restructuring activitiesrevpaid by December 31, 2005.

The Company recognized non-cash impairroeatges of $4 million in 2006 and $9 million in Z0@sulting from the decision to
terminate projects for certain voice services dngrbjects in the communications business. In &@di2005 included a $1 million reduction
expected lease impairment obligations. These pojeve identifiable costs which Level 3 can eviaszparately for impairment. The costs
incurred for these projects, including capitalitsloor, were impaired as the Company did not exfeeatilize the assets in the future. In
addition, during the second quarter of 2006, L&vetcognized $4 million of non-cash impairment gearrelated to excess land of the
communications business deemed available for saermany. This charge resulted from the differdmetaveen the recorded carrying value
and the estimated market value of the land.

Adjusted EBITDA for the communications business was $677 millioth $458 million for 2006 and 2005, respectively. Tingrease is
primarily attributable to the Adjusted EBITDA coittution from the operations acquired in the WilTtpgress Telecom, ICG
Communications, TelCove and Looking Glass transastand growth in the Company's Core Communicatgarsices revenue partially offs
by related costs. Partially offsetting these insesawas a $122 million reduction in termination aetlement revenue from 2005 to 2006.

Adjusted EBITDA for the coal mining busisegecreased to $8 million in 2006 from $16 millinr2005. The decrease is primarily
attributable to the favorable resolution of certainduction tax issues, which resulted in a $5iarildecrease in the cost of revenue for the
mining business in the second quarter of 2005 ashethine in the average price per ton of coal §o@006 compared to 2005.

Interest Incomewas $64 million in 2006, increasing $29 millionfmd35 million in 2005. The increase in interesbime was due to an
increase in the Company's average return on it$gtiorto 4.3% in 2006 compared to 2.8% in 2005e Hverage portfolio balance was
$1.5 billion and $1.2 billion in 2006 and 2005, pestively.

Interest Expenséncreased by $118 million to $648 million in 200éhgpared to 2005. Interest expense increased phnsaria result of
interest expense attributable to the issuance &b $&illion of 10% Convertible Senior Notes due 2@40ed in the second quarter of 2005,
$550 million of 12.25% Senior Notes due 2013 issuetie first half of 2006, $150 million of FloagrRate Senior Notes due 2011 issued on
March 14, 2006 and $335 million of 3.5% ConvertiBkenior Notes due 2012 issued on June 13, 20065280 billion of 9.25% Senior Not
due 2014 issued in the fourth quarter of 2006 diditéon, the Company exchanged portions of its 8% 2enior Notes due 2008, 11% Senior
Notes due 2008 and 10.5% Senior Discount Note2608 for new 11.5% Senior Notes due 2010 durinditeequarter of 2006, therel
increasing the effective interest expense on tbid.dlhe increase in interest expense from newidsbances was partially offset by the
July 13, 2006 redemption of the 9.125% Senior Ndtes2008 and 10.5% Senior Discount Notes due 2808 400 basis-point reduction in
the interest rate on the $730 million Senior Se¢drerm Loan due 2011 subsequent to its amendméatisirdune of 2006.

Loss on Extinguishment of Debtvas $83 million in 2006 and zero in 2005. In therfb quarter of 2006, the Company realized a
$54 million loss from the repurchase of the $49Hioni principal amount of Level 3 Financing's 10%%enior Notes due 2011 and in the
second quarter of 2006, Level 3 realized a $55anilloss on the amendment and restatement of L3kFalancing's Senior Secured Term Loan
due 2011. These losses were partially offset bysg¥emillion gain realized on the debt exchang#hfirst quarter of 2006.
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Other, netis primarily comprised of gains and losses on tile ef marketable securities and non-operatingteisselized foreign
currency gains and losses and other income.

Income Tax Expens&vas $2 million in 2006 compared to $5 million in0&0

Income from Discontinued Operationsvas $46 million for 2006 and is comprised of $13ion from the operations of Software
Spectrum and a $33 million gain from the sale di@are Spectrum to Insight in September, 2006. imedrom discontinued operations was
$69 million for 2005 and is comprised of $20 millifom Software Spectrum and a $49 million gaimfrihe sale of {)Structure to
Infocrossing.

Income from Discontinued Operations dedliite2006 versus the same period in 2005 due tedleof Software Spectrum on
September 7, 2006. Software Spectrum earns a gisgironate share of its revenue at the end of ttetgr but incurs operating expenses
ratably during the quarter. As a result of the §al8eptember 2006, operating expenses for Soft®#peetrum exceeded the gross profits
earned on sales through the transaction date dihe tyclical nature of the Software Spectrum bessn

Software Spectrum increased its sales aartteting efforts and resources targeting mid-mabkisinesses over the last 18 months of its
ownership by the Company resulting in higher rexeeand profits for the period ending September D6ampared to the twelve months
ended December 31, 2005. The increase in grosggwas partially offset by an increase in opegtnpenses, primarily for employee related
costs, and the disproportionate level of operagixgenses recognized for the partial third quat@006.

Level 3 received gross proceeds of appratéty $353 million and recognized a gain on the sélSoftware Spectrum, after transaction
costs, of approximately $33 million in the thirdagter of 2006. During the fourth quarter of 2006y&l 3 paid $2 million to Insight as a final
post-closing working capital adjustment.

Financial Condition—December 31, 2007

Cash flows provided by (used in) operatictjvities of continuing operations, investing sitiés and financing activities for the year
ended December 31, 2007 and 2006, respectivelstemenarized as follows (dollars in millions):

Years Ended

December 31, December 31,

(dollars in millions) 2007 2006 Change
Net Cash Provided by Operating Activities of Coniirg Operation: $ 231 % 221 % 10
Net Cash Used in Investing Activiti (961) (648) (313)
Net Cash (Used in) Provided by Financing Activit (243) 1,68¢ (2,939
Net Cash (Used in) Provided by Discontinued Openai — (43 43
Effect of Exchange Rates on Cash and Cash Equi 6 10 4

Net Change in Cash and Cash Equival $ (967) $ 1,22¢ $ (2,196

I W |
Operating Activities of Continuing Operations

Cash provided by operating activities afitdouing operations increased by $10 million in 2@@mpared to 2006. The increase in cash
provided by operating activities of continuing ogté@wns was primarily due to an increase in Adjus8dTDA generated by the
communications business in 2007 as compared to, 2@08ally offset by fluctuations in working caglitbalances which resulted in an
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incremental use of cash of $153 million for workirepital items in 2007 compared to 2006. The ireea cash used for working capital ite
is primarily due to the changes in accounts red#@&/accounts payable and other current liabilifiestially offset by an increase in deferred
revenue. The Company expects that cash provideghésating activities of continuing operations vinitrease over the course of 2008.

Investing Activities

Cash used in investing activities incredsg8313 million in 2007 compared to 2006. The &ase in cash used in investing activities was
primarily due to the fact that 2006 included casthling $325 million related to the sale of thet®@ire Spectrum business in September 2006.
Cash used for acquisitions decreased $73 millig6#6 million in 2007 compared to $749 million #006. Cash used for acquisitions during
2007 includes the acquisitions of Broadwing for 48illion (net of cash acquired of $257 millioretCDN business for $133 million,
Servecast for $45 million (net of cash acquire@bmmillion) and a minority investment in a privatempany for $6 million. In addition, capital
expenditures increased $241 million from $392 wrillin 2006 to $633 million in 2007. The increaseapital expenditures was primarily for
success based capital related to new customehlatistas and integration activities in the commuations business. During 2007, $288 million
of marketable securities held by the Company mdture Company received proceeds of $45 milliomftbe sale of approximately 80% of
investment in Infinera and restricted securitiesrdased by $12 million. During 2006, the Company et purchases of marketable securities
totaling $182 million. In 2007, an arbitrator ruldtht Level 3 owed Infocrossing approximately $2iom for working capital adjustments
pertaining to the sale ofi (Structure completed in 2005.

Financing Activities

Cash provided by financing activities desed $1.932 billion to a $243 million use of casR007 compared to 2006. Included in cash
flows from financing activities is $2.349 billiorf et proceeds from the issuance of:

. $300 million of Floating Rate Senior Notes due 2015ebruary 2007
. $700 million of 8.75% Senior Notes due 2017 in Feloyl?007; ant

. $1.4 billion Senior Secured Term Loan due 2014 ardh 2007.

The Company used proceeds from these pnfferalong with cash on hand to retire or refinaaqmmeroximately $2.497 billion aggregate
principal amount of debt. Total cash consideragiaitl to retire or refinance this debt was $2.618hi Financing activities also include
proceeds of $26 million from the exercise of watsaassociated with the Broadwing transaction ahdro¢quity-based instruments. During
2006, the Company raised $543 million in net prdsdieom an equity offering, raised $2.256 billionnet proceeds from long-term debt
offerings and repaid $1.110 billion of debt.

The Company also issued approximately 2ildlomshares of its common stock, valued at $87Bion, to retire $702 million of debt.
Liquidity and Capital Resources

The Company incurred operating losses ftontinuing operations of $1.114 billion and $790iom in 2007 and 2006, respectively. The
Company used $402 million and $171 million of cémhoperating activities and capital expenditure2007 and 2006, respectively. The
Company expects that the communications busindssamisume cash in 2008, with the largest use sf@curring in the first quarter of 20
as a result of reduced Adjusted EBITDA and incrdasee of cash for working capital in the quartdre Tompany expects that the use of cash
by the communications
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business will be modest in subsequent quarterslacihe overall by the end of 2008. The Companyeetpthat the communications business
will generate cash for the full year 2009.

The Company expects that to the extertéiscconsume cash in 2008, it will be primarily tmuéterest payments and capital expenditt
The Company expects Adjusted EBITDA to improve @08 to a range of $950 million to $1.1 billion panly as a result of a full year of
benefit from the integration related synergies eisged with the acquisitions completed in 2006 20d7, as well as moderate growth in Core
Communications Services revenue that is expectbd fmartially offset by reductions in Other Comnuations Services and SBC Contract
Services revenue. Interest payments are expectae sbghtly lower than the $545 million incurred2007 based on current debt outstanding
and the financing and other capital markets traiwas completed in 2007. Capital expenditures fi2are expected to be in the range of
to 14% of revenue and significantly lower than $8&3 million incurred in 2007 due to much lowerigtation-related capital expenditures.
The majority of the Company's ongoing capital exjiemes are expected to be success-based, ootiadremental revenue. The Company
does not have any significant principal amountsaués outstanding debt until 2010. As of Decen®ikr2007, the Company had debt of
$32 million and $366 million that matures in 20081&2009, respectively.

Level 3 has approximately $723 million afh, cash equivalents and marketable securitibsuoth at December 31, 2007. In addition,
$124 million of current and non-current restricgstturities are used to collateralize outstanditigrie of credit, long-term debt, certain
operating obligations of the Company or certaitamation liabilities associated with the coal besis. Based on information available at this
time, management of the Company believes that thregany's current liquidity and anticipated futuastt flows from operations will be
sufficient to fund its business for at least thetrieelve months.

The Company may elect to secure additioapital in the future, at acceptable terms, to owprits liquidity or fund acquisitions. In
addition, in an effort to reduce future cash intepyments, as well as future amounts due at ityaturto extend debt maturities, Level 3 ol
affiliates may, from time to time, issue new dedstter into debt for debt, debt for equity or casimsactions to purchase its outstanding debt
securities in the open market or through privatelgotiated transactions. Level 3 will evaluate samgh transactions in light of then existing
market conditions and the possible dilutive effecstockholders. The amounts involved in any suahsaction, individually or in the
aggregate, may be material.

In January 2007, in two separate transasfithe Company completed the exchange of $60%milif its 10% Convertible Senior Notes
due 2011 for a total of 197 million shares of Le8'sl common stock. The Company recognized a $1#ibmioss on the exchanges in the first
quarter of 2007.

In February 2007, Level 3 Financing iss8&a0 million of its 8.75% Senior Notes due 2017 &880 million of its Floating Rate Senior
Notes due 2015 and received net proceeds of $9amiThe proceeds from these private offeringsevgsed to refinance certain Leve
Financing debt and to fund the cost of constructiostallation, acquisition, lease, developmenngerovement of other assets to be used in
Level 3's communications business.

In March 2007, Level 3 Financing refinand@sdsenior secured credit agreement and receigegdroceeds of $1.382 billion. The proceeds
from this transaction were used to repay the exgs$i730 million Senior Secured Term Loan due 20id ather debt. The effect of this
transaction was to increase the amount of sencured debt from $730 million to $1.4 billion, reduthe interest rate on that debt from LIB:
plus 3.00% to LIBOR plus 2.25% and extend the fiaturity from 2011 to 2014. The Company recogniaéi 0 million loss on this
transaction related to unamortized debt issuanses.co
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During the first quarter of 2007, the Compaedeemed the outstanding principal amount ofdllewing debt issuances totaling
$722 million:

. $488 million of 12.875% Senior Notes due 2010 atieepequal to 102.146 of the principal amot

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

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

Also during the first quarter of 2007, tlespective issuers repurchased, through tendasp#841 million of the outstanding principal
amounts of the following debt issuances:

. $144 million of outstanding Floating Rate Senioté&odue 2011 at a price equal to $1,080 per $Ip@i@dipal amount of the
notes, which included $1,050 as the tender offesitteration and $30 as a consent payment;

. $59 million of outstanding 11% Senior Notes due 2808 price equal to $1,054.28 per $1,000 prin@pabunt of the note
which included $1,024.28 as the tender offer carsiion and $30 as a consent payment;

. $677 million of outstanding 11.5% Senior Notes 80&0 at a price equal to $1,115.26 per $1,000 ipdhamount of the notes,
which included $1,085.26 as the tender offer carsition and $30 as a consent payment; and

. $61 million (€46 million) of outstanding 10.75% $emEuro Notes due 2008 at a price equal to €14%fer €1,000 principal
amount of the notes, which included €1,031.45 agehder offer consideration and €30 as a conssment.

The Company recognized a $240 million lssociated with the redemptions and repurchadée ifirst quarter of 2007. The cash portion
of the loss on redemptions and tenders totaled $iiBidn and the remaining $75 million consistedunfamortized debt issuance and discol

In the first quarter, for total cash comsation of $106 million and equity consideratioril@ million shares of common stock (valued at
$97 million) all of Broadwing's outstanding $180llinn aggregate principal amount of 3.125% ConWéetiSenior Debentures due 2026 were
retired. These debentures were issued by Broadmringto Level 3's acquisition of Broadwing on Janu3, 2007. There was no gain or loss
recognized due to the fact that under purchaseuatiog, the liability for the notes was valuedfa total cost to retire the obligation.

In addition to raising capital through thebt and equity markets, the Company may sellspatie of existing businesses, investments or
other non-core assets. In 2005 and 2006, the Coyrganpleted the sale of its two businesses thapcised its Information Services segment
for total cash proceeds of $433 million and commsimtk from one of the purchasers valued at $3onilli

On December 19, 2007, Level 3 announcedtthad reached a definitive agreement to selbtiieertising distribution business of
Vyvx, LLC ("Vyvx Ads") to DG FastChannel, Inc. f&129 million in cash. The sale is expected to clogbe second quarter of 2008. Reve
from the Vyvx Ads business totaled approximatel$ $dllion, $35 million and less than $1 million fre years ended December 31, 2007,
2006 and 2005, respectively. The results of opamatfor the Vyvx Ads business are included in guritig operations from when it was
acquired as part of the WilTel transaction in Deben005.

The communications industry continues tosobidate. Level 3 has participated in this proaeiis the acquisitions of several companie
2006, as well as Broadwing, the CDN Business amdeSast
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during 2007. Level 3 will continue to evaluate coligation opportunities and could make additiorajudsitions in the future.

On January 3, 2007, Level 3 acquired Braagya publicly held provider of optical networkramunications services. Under the terms of
the merger agreement dated October 16, 2006, [3epaid $8.18 of cash plus 1.3411 shares of Lewsi3mon stock for each share of
Broadwing common stock outstanding at closingotalf Level 3 initially paid approximately $753 toh of cash (including transaction costs)
and issued approximately 123 million shares of L&8&weommon stock, valued at $688 million. As pdrthee transaction, approximately
4 million previously issued Broadwing warrants (ke at approximately $4 million) became exercisatite approximately 5 million shares of
Level 3 common stock. In the second quarter of 268 Company subsequently reduced the total cerstidn paid by $4 million for
insurance proceeds received in June 2007 thaedelatthe settlement of an insurance claim thatiwed prior to acquisition. In the fourth
quarter of 2007, the Company incurred additioreat$action costs of $2 million related to the tratisa.

On January 23, 2007, the Company acquirecContent Delivery Network services business o¥/8kKs, Inc. Under the terms of the
agreement, Level 3 paid $133 million in cash (idahg transaction costs) to acquire certain assetikiding network elements, customer
contracts, and intellectual property used in theNCEBusiness.

On July 11, 2007, Level 3 acquired Servekasited, a Dublin, Ireland based provider of liged on-demand video management services
for broadband and mobile platforms. Level 3 paigragimately €4 million, or $46 million, including $1 million afansaction costs, in cash
complete the acquisition of Servecast.

Off-Balance Sheet Arrangements

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

Contractual Obligations

The following table summarizes the conwatbbligations and commercial commitments of tlien@any at December 31, 2007, as
further described in the notes to the consolidéitethcial statements.

Payments Due by Period

Less than 1-3 4-5 After
Total 1 Year Years Years 5 Years

Contractual Obligations

Long-Term Debt, including current portic $ 6857 $ 32 $ 133 $ 968 $ 4,52

Interest Expense Obligatiol 3,07t 532 1,002 84¢ 692

Asset Retirement Obligatiot 231 4 18 18 191

Operating Lease 727 12¢€ 19z 147 261

Right of Way Agreement 1,352 101 17¢€ 157 91¢

Purchase Obligatior 28t 28t — — —
Other Commercial Commitments

Letters of Credi 36 9 3 — 24

The Company's debt instruments contairagedovenants which, among other things, limit #iddal indebtedness, dividend payments,
certain investments and transactions with affisatethe Company should fail to comply with thessenants, amounts due under the
instruments may be accelerated at the note holdiscsetion after the declaration of an event dadk.
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Long-term debt obligations reflect only amts recorded on the balance sheet as of Decertib2037 and exclude issue discounts and
fair value adjustments.

Interest expense obligations assume irttesigss on variable rate debt do not change frowebDer 31, 2007. In addition, interest is
calculated based on debt outstanding as of Dece®ih&007 and on existing maturity dates.

Certain right of way agreements includevigions for increases in payments in future perioalsed on the rate of inflation as measured by
the consumer price index. The Company has notdedestimates for these increases in future peniothe amounts included above.

Certain right of way agreements are caab#dlor can be terminated under certain conditiblosvever, in most cases cancellation or
termination of the right of way agreement requiessoval of the Company's network. Because the Cagnpansiders it unlikely that it would
cancel or terminate its right of way agreementsranaove its network, the payments due under thgseements have been included in the
table above. Certain of these right of way agreamprovide for automatic renewal on a periodic §asor purposes of presenting future
payment commitments under these agreements, thp&uonias included 18 years of future payments ffamuary 1, 2008 in the table above.

Purchase obligations represent all outstgnpurchase order amounts of the Company as oéfber 31, 2007.

The table above does not include other-kanign liabilities, such as reserves for legal nratend income taxes, that are not contractual
obligations by nature. The Company cannot determitie any degree of reliability the years in whitkese liabilities might ultimately be paid.

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

Level 3 is subject to market risks arisirgg changes in interest rates and foreign exchaaigs. As of December 31, 2007, the Company
had borrowed a total of $1.706 billion under a Sefiecured Term Loan due 2014, Floating Rate S&tes due 2015 and Floating Rate
Senior Notes due 2011 that bear interest at LIB&Bsrplus an applicable margin. As the LIBOR réltetuate, so too does the interest
expense on amounts borrowed under the debt instrgmEhe weighted average interest rate on thabigrrate instruments at December 31,
2007 was approximately 7.80%.

On March 13, 2007, Level 3 Financing erdanto two interest rate swap agreements to hdugeterest payments on $1 billion notional
amount of floating rate debt. The two interest mt@p agreements are with different counterpaatiesare for $500 million each. The interest
rate swap agreements are effective beginning ABri007 and mature on January 13, 2014. Undeetires of the interest rate swap
agreements, Level 3 Financing, Inc. receives istggayments based on rolling three month LIBOR seamd pays interest at the fixed rate of
4.93% under one arrangement and 4.92% under tlee. ditvel 3 has designated the interest rate syegements as a cash flow hedges on the
interest payments for $1 billion of floating ratebd.

For the remaining variable rate debt, adtlygtical increase in the variable portion of theighted average interest rate by 1 point (i.e. a
weighted average rate of 8.80%) would increase @rinterest expense of the Company by approxim&eélgnillion. At December 31, 2007,
the Company had $5.150 billion (excluding discolunfdixed rate debt bearing a weighted averager@st rate of 7.84%. A decline in interest
rates in the future will not benefit the Companyhwiespect to the fixed rate debt due to the temusconditions of the loan agreements that
would require the Company to repurchase the dedpetified premiums if redeemed early.

The Company's business plan includes oipegréglecommunications network businesses in Eurdpef December 31, 2007, the
Company had invested significant amounts of capitéte
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region for its communications business. The Compmires not make use of financial instruments to miire: its exposure to foreign currency
fluctuations.

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

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

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

Management's Report on Internal Control Over Finandal Reporting

Management of the Company is responsiblestablishing and maintaining adequate internatrobover financial reporting, as such te
is defined in Exchange Act Rules 13a-15(f) and 15¢F) under the Securities Exchange Act of 1934raended. Under the supervision and
with the participation of our management, includig principal executive officer and principal fir@dal officer, management assessed the
effectiveness of internal controls over financgpaorting as of December 31, 2007 based on the ljnedeestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO).

Our internal control over financial repagiincludes policies and procedures that providsorable assurance regarding the reliability of
financial reporting and the preparation of finahstatements for external reporting purposes imatance with U.S. generally accepted
accounting principles.

Based on our assessment, management ketleateour internal control over financial repaogtivas effective as of December 31, 2007.
The results of management's assessment have heéewed with the Audit Committee of the Company'saBbof Directors.

The Company's independent registered palkounting firm, KPMG LLP, has issued an audibrépn its assessment of the Company's
internal control over financial reporting at DeceanB1, 2007. This report appears on page F-3.

Changes in Internal Control over Financial Reportirg.

There were no changes in the Company'snateontrol over financial reporting identified @nnection with the evaluation required by
paragraph (d) of Exchange Act Rules 13a-15 or Ii5¢hat occurred during the last fiscal quartet tieve materially affected, or are reason
likely to materially affect, the Company's intericahtrol over financial reporting.

ITEM 9B. OTHER INFORMATION
None.
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Part Ill
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

The information required by this Item 10risorporated by reference to our definitive prexgtement for the 2008 Annual Meeting of
Stockholders to be filed with the Securities andliange Commission, however certain informatioméuded in ITEM 1. BUSINESS above
under the caption "Directors and Executive Officers

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 1inisorporated by reference to our definitive prexgtement for the 2008 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission.

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

For information as of December 31, 200Zhwespect to compensation plans (including indigiccompensation arrangements) under
which our equity securities are authorized for ésme, please see "ltem 5. MARKET FOR REGISTRANTGBMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER REPURCHASES OF EQUYIBECURITIES" above.

The information required by this Item 12risorporated by reference to our definitive praexgtement for the 2008 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13risorporated by reference to our definitive prexgtement for the 2008 Annual Meeting of
Stockholders to be filed with the Securities andliange Commission.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item 14risorporated by reference to our definitive praekgtement for the 2008 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission.
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Part IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

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

3.1 Certificate of Amendment to the Level 3 Communigas, Inc. Certificate of Incorporation and the
Level 3 Communications, Inc. Restated Certificdtinoorporation. (Exhibit 3 to the Registrant's
Current Reports on Forn-K filed on May 27, 2005 and May 17, 200

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

3.3 Amended and Restated By-laws of Level 3 Commuradaatilnc. (Exhibit 3(ii) to the Registrant's
Current Report on Forr-K dated August 17, 2007

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

4.1.z First Supplemental Indenture, dated as of Septe2m®@©99, between the Registrant and IBJ
Whitehall Bank & Trust Company as Trustee relatmghe Registrant's 6% Convertible
Subordinated Notes due 2009 (Exhibit 4.1 to theifeamt's Current Report on Form 8-K dated
September 20, 199¢

4.1.: Second Supplemental Indenture, dated as of FebR®ar3000, between the Registrant and The
Bank of New York as Trustee relating to the Registts 6% Convertible Subordinated Notes due
2010 (Exhibit 4.1 to the Registrant's Current ReparForm i-K dated February 29, 200(

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

4.3 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as

Trustee relating to the Registrant's31® % Senior Euro Notes due 2008 (Exhibit 4.1 to the
Registrant's Registration Statement on Fo-4 File No. 33-37364).

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

4.5 First Supplemental Indenture, dated as of July0832by and between the Company and The Bank
of New York, as successor to IBJ Whitehall Bank 81§t Company, as Trustee (Exhibit 4.2 to the
Registrant's Current Report on For-K filed July 8, 2003)

4.6 Indenture, dated as of October 1, 2003, by anddstviLevel 3 Communications, Inc., as
Guarantor, Level 3 Financing, Inc. as Issuer anel Bank of New York as Trustee relating to the
Level 3 Financing, Inc. 10.75% Senior Notes duel2(Exhibit 4.11 to the Registrant's Annual
Report on Form 1-K for the year ending December 31, 20(
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4.7.1 Indenture, dated as of October 24, 2003, by andd®t the Registrant and The Bank of New York
as Trustee relating to the Registrant's 9% Corer§enior Discount Notes due 2013 (Exhibit 4.12
to the Registrant's Annual Report on Forn-K for the year ending December 31, 20(
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4.14
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First Supplemental Indenture, dated as of Fepraa2005, by and between the Company and The
Bank of New York, as Trustee relating to the Regigts 9% Convertible Senior Discount Notes
due 2013. (Exhibit 4.12.2 to the Registrant's AtiRegport on Form 10-K for the year ending
December 31, 2005

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

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

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

Indenture, dated December 2, 2004, among LevelBmmnications, Inc. and The Bank of New
York. (Exhibit 4.1 to the Registrant's Current Remm Form -K filed December 7, 2004

Supplemental Indenture, dated December 1, 2004ng@revel 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LU@ &he Bank of New York, as Trustee,
relating to the Level 3 Financing 10.75% Seniord$éadue 2011. (Exhibit 4.2 to the Registrant's
Current Report on Forrr-K filed December 7, 2004

Second Supplemental Indenture dated as of ApBD85, by and between Level 3 Communicati
Inc. and the Bank of New York, as trustee (Exhbit to the Registrant's Current Report on Form 8-
K filed April 8, 2005).

Indenture, dated as of January 13, 2006, amond Be@emmunications, Inc. as Issuer and The
Bank of New York, as Trustee relating to the 11.588fior Notes Due 2010 (Exhibit 4.1 to the
Registrant's Current Report on For-K dated January 17, 200¢

Indenture, dated as of March 14, 2006, among L&w@bmmunications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YasTrustee, relating to the Floating Rate
Senior Notes due 2011 of Level 3 Financing, In&h{&it 4.1 to the Registrant's Current Report on
Form &K dated March 16, 2006

Indenture, dated as of March 14, 2006, among L&@bmmunications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YasTrustee, relating to the 12.25% Senior
Notes due 2013 of Level 3 Financing, Inc. (ExhibR to the Registrant's Current Report on Fo-

K dated March 16, 2006

Third Supplemental Indenture between Level 3 Comioations, Inc. and The Bank of New York,
as Trustee, relating to up to $345,000,000 aggeeaicipal amount of 3.5% Convertible Senior
Notes due 2012, dated as of June 13, 2006 supptemtre Amended and Restated Indenture ¢
as of July 8, 2003 (Senior Debt Securities) (ExHibi1 to the Registrant's Current Report on
Form &K dated June 13, 200¢
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Supplemental Indenture, dated as of October 1%,28ong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York assiee, supplementing the Indenture date
of March 14, 2006, among Level 3 Financing, Ineyé&l 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financiimg,'s Floating Rate Senior Notes due 2
(Exhibit 4.1 to the Registrant's Current Reporfamnm ¢-K dated October 17, 200¢

Supplemental Indenture, dated as of October 1%,28ong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@@ &he Bank of New York as Trustee,
Supplementing the Indenture dated as of March @d62among Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3 Financing, Inc.'s
Floating Rate Senior Notes due 2011 (Exhibit 4.theoRegistrant's Current Report on Form 8-K
dated October 17, 200¢
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4.24

Supplemental Indenture, dated as of October 1%,28ong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture date
of March 14, 2006, among Level 3 Financing, Iney&l 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financimg,'s 12.25% Senior Notes due 2(

(Exhibit 4.3 to the Registrant's Current Reporfamnm ¢-K dated October 17, 200¢

Supplemental Indenture, dated as of October 12%,28ong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@@ &he Bank of New York as Trustee,
supplementing the Indenture dated as of March @d62among Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3 Financing, Inc.'s
12.25% Senior Notes due 2013 (Exhibit 4.4 to thgi®eant's Current Report on Form 8-K dated
October 17, 2006

Indenture, dated as of October 30, 2006, amongll3@®mmunications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer, and The BanKef York, as Trustee, relating to the 9.25%
Senior Notes due 2014 of Level 3 Financing, In&h{kit 4.1 to the Registrant's Current Report on
Form &K dated October 30, 200¢

Supplemental Indenture, dated as of December 28,20mong Level 3 Communications, Inc.,
Level 3 Financing, Inc., Level 3 Communicationsd.and The Bank of New York as Trustee,
supplementing the Indenture dated as of Octob20@3, among Level 3 Financing, Inc., as Issuer,
Level 3 Communications, Inc., as Guarantor, and Béwek of New York as Trustee, relating to
Level 3 Financing, Inc.'s 10.75% Senior Notes dd&122014 (Exhibit 4.2 to the Registrant's
Current Report on Forrr-K dated December 28, 200!

Indenture, dated as of February 14, 2007, amongIlLl3Communications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer and The BanKef York, as Trustee, relating to the Floating
Rate Senior Notes due 2015 of Level 3 Financing, (BExhibit 4.1 to the Registrant's Current
Report on Form-K dated February 20, 200’

Indenture, dated as of February 14, 2007, amongll2Communications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer and The BanKef York, as Trustee, relating to the 8.75%
Senior Notes due 2017 of Level 3 Financing, In&h(git 4.2 to the Registrant's Current Report on
Form &K dated February 20, 2007
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4.2t

4.2¢

4.27

Supplemental Indenture, dated as of February 237,28mong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LIBBEpadwing Financial Services, Inc. and The
Bank of New York, as Trustee, supplementing thesiridre dated as of March 14, 2006, among
Level 3 Financing, Inc., as Issuer, Level 3 Comroations, Inc., as Guarantor, and The Bank of
New York as Trustee, relating to Level 3 Financiimg,'s 12.25% Senior Notes due 2(

(Exhibit 4.1 to the Registrant's Current Reporfonm ¢-K filed February 26, 2007

Supplemental Indenture, dated as of March 1, 28@ibdng Level 3 Communications, Inc. and The
Bank of New York as Trustee, supplementing the mitwie dated as of February 29, 2000, among
Level 3 Communications, Inc. and The Bank of Newkvas Trustee, relating to Level 3
Communications, Inc.'s 11% Senior Notes Due 2008kt 4.1 to the Registrant's Current Report
on Form K dated March 2, 2007

Supplemental Indenture, dated as of March 1, 2@8@ibng Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LIBBEpadwing Financial Services, Inc., toget
with Level 3 Communications, Inc. and Level 3 Conmications, LLC, as Guarantors and The
Bank of New York as Trustee, supplementing the mitwie dated as of March 14, 2006, among
Level 3 Financing, Inc., Level 3 Communicationg;.land The Bank of New York as Trustee, the
supplemental Indenture dated as of October 12, 280&nd among Level 3 Financing, Inc.,
Level 3 Communications, LLC and The Bank of New ias Trustee, the supplemental Indenture
dated as of October 12, 2006, among Level 3 Fimgndnc., Level 3 Communications, Inc.,

Level 3 Communications, LLC and The Bank of New kas Trustee, and the supplemental
Indenture dated as of January 4, 2007, among L3®Félancing, Inc., Level 3 Communications,
Inc., Level 3 Communications, LLC, Broadwing Finet&ervices, Inc. and The Bank of New
York as Trustee relating to Level 3 Financing, 'mEloating Rate Senior Notes Due 2011
(Exhibit 4.2 to the Registrant's Current Reporfamnm ¢-K dated March 2, 2007



4.2¢  Supplemental Indenture, dated as of March 6, 28@ibng Level 3 Communications, Inc. and The
Bank of New York as Trustee, supplementing the mihalee dated as of February 29, 2000, among
Level 3 Communications, Inc. and The Bank of NewkYas Trustee, relating to Level 3
Communications, Inc.'s 13 4% Senior Euro Notes Due 2008 (Exhibit 4.1 to thgiReant's
Current Report on Formr-K dated March 7, 2007

4.2¢  Amended and Restated Supplemental Indenture, datetiMarch 13, 2007, among Level 3
Financing, Inc., Level 3 Communications, Inc., Ule¥&€ommunications, LLC and The Bank of
New York as Trustee, supplementing the Indentuteddas of March 14, 2006, among Levt
Financing, Inc., Level 3 Communications, Inc. ariee Bank of New York as Trustee, the
supplemental Indenture dated as of October 12,,28086ng Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, and the supplemental Indenture
dated as of October 12, 2006, among Level 3 Fimandnc., Level 3 Communications, Inc.,
Level 3 Communications, LLC and The Bank of New kras Trustee, relating to Level 3
Financing, Inc.'s Floating Rate Senior Notes Duk12(Exhibit 4.1 to the Registrant's Current
Report on Form-K dated March 16, 2007
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4.3C Amended and Restated Supplemental Indenture, datetiMarch 13, 2007, among Level 3
Financing, Inc., Level 3 Communications, Inc., Btaéng Financial Services, Inc. and The Banl
New York as Trustee, supplementing the Indentuteddas of March 14, 2006, among Levt
Financing, Inc., Level 3 Communications, Inc. ariee Bank of New York as Trustee, the
supplemental Indenture dated as of October 12,,2886ng Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, and the supplemental Indenture
dated as of January 4, 2007, among Level 3 Fingntigc., Level 3 Communications, Inc., Level 3
Communications, LLC, Broadwing Financial Servides, and The Bank of New York as Trustee,
relating to Level 3 Financing, Inc.'s Floating R&enior Notes Due 2011 (Exhibit 4.2 to the
Registrant's Current Report on For-K dated March 16, 2007

4.31 Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3
Financing, Inc., Level 3 Communications, Inc., Ule¥&€ommunications, LLC and The Bank of
New York as Trustee, supplementing the Indentutecdas of March 14, 2006, among Leve
Financing, Inc., Level 3 Communications, Inc. aret Bank of New York as Trustee, the
supplemental Indenture dated as of October 12,,2806ng Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, and the supplemental Indenture
dated as of October 12, 2006, among Level 3 Fimandnc., Level 3 Communications, Inc.,
Level 3 Communications, LLC and The Bank of New kras Trustee, relating to Level 3
Financing, Inc.'s 12.25% Senior Notes Due 2013 {lii#A.3 to the Registrant's Current Report on
Form &K dated March 16, 2007

4.3z Amended and Restated Supplemental Indenture, datetiMarch 13, 2007, among Level 3
Financing, Inc., Level 3 Communications, Inc., Btaéng Financial Services, Inc. and The Banl
New York as Trustee, supplementing the Indentuteddas of March 14, 2006, among Levt
Financing, Inc., Level 3 Communications, Inc. afet Bank of New York as Trustee, and the
supplemental Indenture dated as of January 4, 200@ng Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LIBEgadwing Financial Services, Inc. and The
Bank of New York as Trustee, relating to Level 8dficing, Inc.'s 12.25% Senior Notes Due 2013
(Exhibit 4.4 to the Registrant's Current Reporfonm ¢-K dated March 16, 2007

4.3z  Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3
Financing, Inc., Level 3 Communications, Inc., Lle¥€ommunications, LLC and The Bank of
New York as Trustee, supplementing the Indentuteddas of October 1, 2003, among Lev:
Financing, Inc., Level 3 Communications, Inc. ariege Bank of New York as Trustee, the
supplemental Indenture dated as of October 20, a6tzhg Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, and the supplemental Indenture
dated December 1, 2004, among Level 3 Financing, Level 3 Communications, Inc., Level 3
Communications, LLC and The Bank of New York asstee, relating to Level 3 Financing, Inc.'s
10.75% Senior Notes Due 2011 (Exhibit 4.5 to thgifeant's Current Report on Form 8-K dated
March 16, 2007)
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4.34 Amended and Restated Supplemental Indenture, datetiMarch 13, 2007, among Level 3
Financing, Inc., Level 3 Communications, Inc., Bia@ng Financial Services, Inc. and The Banl
New York as Trustee, supplementing the Indentuteddas of October 30, 2006, among Lev
Financing, Inc., Level 3 Communications, Inc. ariet Bank of New York as Trustee, the
supplemental Indenture dated as of January 4, 200@8ng Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York asstee, and the supplemental Indenture dated
as of January 4, 2007, among Level 3 Financing, lrevel 3 Communications, Inc. and The Bank
of New York as Trustee, relating to Level 3 Finaggilnc.'s 9.25% Senior Notes Due 2014
(Exhibit 4.6 to the Registrant's Current Reporfonm ¢-K dated March 16, 2007

4.3t Supplemental Indenture, dated as of March 13, 28@6ng Level 3 Communications, Inc. and The
Bank of New York as Trustee, supplementing the mhale dated as of January 13, 2006, among
Level 3 Communications, Inc. and The Bank of NewkYas Trustee, relating to Level 3
Communications, Inc.'s 11.5% Senior Notes Due Z&kbibit 4.7 to the Registrant's Current
Report on Form -K dated March 16, 2007

4.3¢  Supplemental Indenture, dated as of April 9, 2@0dong Level 3 Communications, LLC, Level 3
Communications, Inc., Level 3 Financing, Inc. arm Bank of New York as Trustee,
supplementing the Indenture dated October 30, 28®6ng Level 3 Financing, Inc., Level 3



4.37

4.3¢

4.3¢

4.4C

Communications, Inc. and The Bank of New York asstee, relating to Level 3 Financing, Inc.'s
9.25% Senior Notes Due 2014 (Exhibit 4.1 to theiRegnt's Current Report on Form 8-K dated
April 11, 2007).

Supplemental Indenture, dated as of April 9, 2@0Tong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@@ &he Bank of New York as Trustee,
supplementing the Indenture dated October 30, 28®6ng Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3 Financing, Inc.'s
9.25% Senior Notes Due 2014 (Exhibit 4.2 to theifeant's Current Report on Form 8-K dated
April 11, 2007).

Supplemental Indenture, dated as of January 4,,2008ng Broadwing Financial Services, Inc.,
Level 3 Communications, Inc., Level 3 Financing;.land The Bank of New York as Trustee,
supplementing the Indenture dated October 30, 200@ng Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York agsiee, relating to Level 3 Financing, Inc.'s
9.25% Senior Notes Due 2014 (Exhibit 4.2 to theifeant's Registration Statement on Form/&-
File No. 33:-13912:-01).

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Communications, LLC, Level 3
Communications, Inc., Level 3 Financing, Inc. ar Bank of New York as Trustee,
supplementing the Indenture dated February 14, 20@0hg Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York asstee, relating to Level 3 Financing, Inc.'s
8.75% Senior Notes Due 2017 (Exhibit 4.1 to theiRegnt's Current Report on Form 8-K dated
May 31, 2007)

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LU@ & he Bank of New York as Trustee,
supplementing the Indenture dated February 14, 2083hg Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York asstee, relating to Level 3 Financing, Inc.'s
8.75% Senior Notes Due 2017 (Exhibit 4.2 to theiRegnt's Current Report on Form 8-K dated
May 31, 2007)
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4.41

4.4z

10.1

10.z

10.:

10.4

10.5

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Communications, LLC, Level 3
Communications, Inc., Level 3 Financing, Inc. arfm Bank of New York as Trustee,
supplementing the Indenture dated February 14, 26@0hg Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York asstee, relating to Level 3 Financing, Inc.'s
Floating Rate Senior Notes Due 2015 (Exhibit 4. he®Registrant's Current Report on Form 8-K
dated May 31, 2007

Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LU@ & he Bank of New York as Trustee,
supplementing the Indenture dated February 14, 2003hg Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York asstee, relating to Level 3 Financing, Inc.'s
Floating Rate Senior Notes Due 2015 (Exhibit 4.theoRegistrant's Current Report on Form 8-K
dated May 31, 2007

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

Amendment No. 1 to Separation Agreement, dated M&8; 1997, by and among Peter Kiewit
Sons', Inc., Kiewit Diversified Group Inc., PKS Hoigs, Inc. and Kiewit Construction Group Inc.
(Exhibit 10.1 to the Registrant's Form-K for 1997).

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

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

Confirmation of OTC Convertible Note Hedge, dateetBmber 2, 2004, from Merrill Lynch
International to Level 3 Communications, Inc. (EbihiL0.8 to the Registrant's Current Report on
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10.7

10.€

10.9.1

10.9.2

10.12(C

Form ¢-K filed December 7, 2004

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

Securities Purchase Agreement, dated as of Febt#a005, among Level 3 Communications,
Inc. and the Investors named therein (Exhibit 10.the Registrant's Current Report on Form 8-K
filed February 22, 2005

1995 Stock Plan of Level 3 Communications, Inc.Hiiit 10.1 to the Registrant's Current Report
on Form K dated December 20, 200°

Outperform Stock Option Amended and Restated Masterd Agreement of Level 3
Communications, Inc. (Exhibit 10.2 to the Registia@urrent Report on Form 8-K dated
December 20, 2007

Form of OSO Master Award Agreement of Level 3 Comiuations, Inc. (Exhibit 10.3 to the
Registrant's Current Report on For-K dated December 20, 200°

Form of Amended Master Deferred Issuance Stock égent of Level 3 Communications, Inc.
(Exhibit 10.4 to the Registrant's Current Reporfomm ¢-K dated December 20, 200
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10.11

10.12

10.1:
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10.1¢

10.1¢

10.1%

Form of Registration Rights and Transfer Restric#greement by and among Level 3
Communications, Inc., PT Holding Company LLC, Pexy Telecommunications Corporation,
Caronet, Inc., and EPIK Communications Incorporatelle entered into on the closing of the
transaction contemplated by the Purchase Agreed®& (Exhibit 10.2 to the Registrant's Current
Report on Form-K dated January 30, 200¢

Registration Rights and Transfer Restriction Agreetndated May 31, 2006, by and among Le
Communications, Inc., MCCC ICG Holdings LLC, ColuiaiCapital Equity Partners IlI(QP), L.P.,
Columbia Capital Partners Il (Cayman), L.P., CohianCapital Equity Partners IIl (Al), L.P.,
Columbia Capital Investors lll, L.L.C., Columbia @l Employees Investors Ill, L.L.C., M/C
Venture Partners V, L.P., M/C Venture Investor4,.C., Chestnut Venture Partners, L.P., and Bear
Investments, LLLP. (Exhibit 10.1 to the Registrai@urrent Report on Form 8-K dated June 1,
2006).

Stock Purchase Agreement, dated July 20, 2006, gievel 3 Communications, Inc., Technology
Spectrum, Inc. and Insight Enterprises, Inc. (EiHib.1 to the Registrant's Current Report on
Form &K dated July 26, 2006

Registration Rights Agreement, dated as of Augug0R6, between Level 3 Communications, Inc.
and Cheshire Holding Corp., as agent for the sgchdlders of Looking Glass Networks Holding
Co., Inc. (Exhibit 10.1 to the Registrant's Curr@eport on Form-K dated August 3, 2006

Consent, dated as of August 7, 2006, by Level 3i@onications, Inc. relating to that certain
Securities Purchase Agreement, dated as of Febt&3005, by and among Level 3
Communications, Inc. and the Investors named ornlibxéd Thereto (Exhibit 10.1 to the
Registrant's Current Report on For-K dated August 7, 2006

Registration Agreement, dated October 30, 2006 ngnh@vel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneBénith Incorporated, Morgan Stanley & Co.
Incorporated, Credit Suisse Securities (USA) LL®, Morgan Securities Inc. and Wachovia
Capital Markets, LLC relating to Level 3 Financirige.'s 9.25% Senior Notes due 2014
(Exhibit 4.2 to the Registrant's Current Reporfonm ¢-K dated October 30, 200¢

Registration Agreement, dated December 28, 2006ngrhevel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneBénith Incorporated, Morgan Stanley & Co.
Incorporated, Credit Suisse Securities (USA) LL&igeoup Global Markets Inc. and Wachovia
Capital Markets, LLC relating to Level 3 Financirge.'s 9.25% Senior Notes due 2014

(Exhibit 4.1 to the Registrant's Current Reporfonm ¢-K dated December 28, 2001
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10.1¢

Exchange Agreement, dated as of January 11, 2003hg Level 3 Communications, Inc.,
Southeastern Asset Management, Inc., on behat$ afwestment advisory clients, and Legg Mason
Opportunity Trust, a series of Legg Mason Investniegnst, Inc. (Exhibit 10.1 to the Registrant's
Current Report on Forrr-K dated January 17, 200°

Registration Agreement, dated February 14, 2006ngnhevel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneGéith Incorporated, Credit Suisse Securities
(USA) LLC, Citigroup Global Markets Inc., Morganag®iey & Co. Incorporated and Wachovia
Capital Markets, LLC relating to Level 3 Financirgge.'s Floating Rate Senior Notes due 2015
(Exhibit 4.3 to the Registrant's Current Reporfanm ¢K dated February 20, 2007
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10.2%

10.2¢

10.2¢
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10.31

Registration Agreement, dated February 14, 2006ngnhevel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneBéith Incorporated, Credit Suisse Securities
(USA) LLC, Citigroup Global Markets Inc., Morgang®iey & Co. Incorporated and Wachovia
Capital Markets, LLC relating to Level 3 Financirgg.'s 8.75% Senior Notes due 2017

(Exhibit 4.4 to the Registrant's Current Reporfanm &K dated February 20, 200}

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

Guarantee Agreement, dated as of March 13, 200@narevel 3 Communications, Inc., the
Subsidiaries of Level 3 Communications, Inc. andild_ynch Capital Corporation (Exhibit 10.2
to the Registrant's Current Report on Fo-K dated March 16, 2007

Collateral Agreement, dated as of March 13, 206¥ray Level 3 Communications, Inc., Level 3
Financing, Inc., the Subsidiaries of Level 3 Comiunations, Inc. and Merrill Lynch Capital
Corporation (Exhibit 10.3 to the Registrant's Cantieeport on Form-K dated March 16, 2007

Indemnity, Subrogation and Contribution Agreemeated as of March 13, 2007, among Level 3
Communications, Inc., Level 3 Financing, Inc., 8usidiaries of Level 3 Communications, Inc.
and Merrill Lynch Capital Corporation (Exhibit 10td the Registrant's Current Report on ForiK 8-
dated March 16, 2007

Omnibus Offering Proceeds Note Subordination Agmreidated as of March 13, 2007, among
Level 3 Communications, Inc., Level 3 Financing;.Jh.evel 3 Communications, LLC, the
Subsidiaries (Exhibit 10.5 to the Registrant's €ntiReport on Form-K dated March 16, 2007

Supplement No. 1 to Omnibus Offering Proceeds [$atgordination Agreement, dated as of
March 13, 2007, among Level 3 Communications, lbevel 3 Communications, LLC, Level 3
Financing, Inc., the Subsidiaries (Exhibit 10.@8hHe Registrant's Current Report on Form 8-K dated
March 16, 2007)

Amended and Restated Loan Proceeds Note, datechM&r@2007, issued by Level 3
Communications, LLC to Level 3 Financing, Inc. (Ebih10.7 to the Registrant's Current Repor
Form &K dated March 16, 2007

Amended and Restated Loan Proceeds Note Collatgraement, dated March 13, 2007, among
Level 3 Financing, Inc., Level 3 Communications,@ and Merrill Lynch Capital Corporation
(Exhibit 10.8 to the Registrant's Current Reporfomnm ¢-K dated March 16, 2007

Amended and Restated Loan Proceeds Note Guaragteerent, dated March 13, 2007, among
Broadwing Financial Services, Inc., and Level 3dficing, Inc. (Exhibit 10.9 to the Registrant's
Current Report on Formr-K dated March 16, 2007

Retention Agreement, dated October 15, 2007, bybatdeen Level 3 Communications, LLC and
Sunit S. Patel (Exhibit 10.1 to the Registrant'sréut Report on Form-K dated October 17, 200

Standstill Agreement, dated November 19, 2007 ruy/ksetween Level 3 Communications, Inc.
Southeastern Asset Management, Inc. (Exhibit I®theé Registrant's Current Report on Form 8-K
dated November 19, 200°



12 Statements re computation of rati
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23

31.1

31.2

32.1

32.2

List of subsidiaries of the Compar

Consent of KPMG LLP

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

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

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbal-Oxley Act of 2002
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Pursuant to the requirements of SectionrlB5(d) of the Securities Exchange Act of 1934, réegistrant has duly caused this report to be
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Report of Independent Registered Public Accountingrirm

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

We have audited the accompanying consolidated balgineets of Level 3 Communications, Inc. and slidréés as of December 31, 2007 and
2006, and the related consolidated statementserhtipns, cash flows, changes in stockholderstgddéficit) and comprehensive loss for e
of the years in the three-year period ended DeceBhe2007. These consolidated financial statememgshe responsibility of the Company's
management. Our responsibility is to express aniopion these consolidated financial statementsdasa our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamigUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenewntelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeaferred to above present fairly, in all matenégpects, the financial position of Level 3
Communications, Inc. and subsidiaries as of Decel®be2007 and 2006, and the results of their djpgraand their cash flows for each of the
years in the thre-year period ended December 31, 2007, in conformitly U.S. generally accepted accounting principles

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), Level 3
Communications, Inc.'s internal control over fin@ahceporting as of December 31, 2007, based dar@iestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO), and our regated
February 29, 2008 expressed an unqualified opiaiothe effectiveness of the Company's internalroboter financial reporting.

/s/ KPMG LLP

Denver, Colorado
February 29, 2008
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Report of Independent Registered Public Accountindrirm

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

We have audited Level 3 Communications, Inc.'srivetecontrol over financial reporting as of Decem®g&, 2007, based on criteria established
in Internal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatifrtee Treadway Commission (COSO).

Level 3 Communications, Inc.'s management is resiptenfor maintaining effective internal controlenfinancial reporting and for its
assessment of the effectiveness of internal coaotret financial reporting, included in the accomyag "Management's Report on Internal
Control Over Financial Reporting". Our responsthils to express an opinion on the Company's iafezantrol over financial reporting based
on our audit.

We conducted our audit in accordance with the stededof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordwer financial reporting, assessing the risk
that a material weakness exists, and testing aaldi@ng the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestaWe believe that our audit provides a
reasonable basis for our opinion.

A company's internal control over financial repogtis a process designed to provide reasonablessssuregarding the reliability of financial
reporting and the preparation of financial statetsméor external purposes in accordance with gelyeaatepted accounting principles. A
company's internal control over financial reportingludes those policies and procedures that (dapeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettiiansactions and dispositions of the assetseoédmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatggaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdaces may deteriorate.

In our opinion, Level 3 Communications, Inc. maingal, in all material respects, effective interoaitrol over financial reporting as of
December 31, 2007, based on criteria establishédeémal Control—Integrated Frameworksued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@snited States), the consolidated
balance sheets of Level 3 Communications, Inc.samdidiaries as of December 31, 2007 and 2006thencklated consolidated statements of
operations, cash flows, changes in stockholdetstye(leficit) and comprehensive loss for eachhef years in the three-year period ended
December 31, 2007, and our report dated Februgra@B expressed an unqualified opinion on thossdaaated financial statements.

/s/ KPMG LLP

Denver, Colorado
February 29, 2008
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
For the three year period ended December 31, 2007

2007 2006 2005

(dollars in millions, except per share data)

Revenue
Communication: $ 419¢ $ 3311 $ 1,64t
Coal mining 70 67 74
Total revenue 4,26¢ 3,37¢ 1,71¢
Costs and Expenses (exclusive of depreciation amattezation shown separate
below):
Cost of revenue
Communication: 1,76¢ 1,46( 462
Coal mining 64 57 53
Total cost of revenu 1,83 1,517 51€
Depreciation and amortizatic 942 73C 647
Selling, general and administrati 1,72% 1,25¢ 76¢
Restructuring and impairment char 12 13 23
Total costs and expens 4,51( 3,51¢ 1,95¢
Operating Los: (247) (140 (23€)
Other Income (Expense
Interest incomt 54 64 35
Interest expens (577) (64€) (530
Loss on early extinguishment of debt, (427) (83) —
Other, ne 55 19 29
Total other income (expens (895) (64¢) (46€)
Loss from Continuing Operations Before Income Te (1,13¢) (789) (702)
Income Tax Benefit (Expens 22 2 5)
Loss from Continuing Operatiol (1,114 (790 (707)
Discontinued Operation
Income from discontinued operatia — 13 20
Gain on sale of discontinued operatit — 33 49
Income from Discontinued Operatio — 46 69
Net Loss $ (1119 % (744 $ (63¢)

& I |

Earnings (Loss) Per Share of Common Stock (Basidxluted):
Loss from Continuing Operatiol $ 073 $ 079 $ (1.0
Income from Discontinued Operatio — .05 0.1C

Net Loss $ 073 $ 079 $ (0.97)

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

Assets
Current Assets

CONSOLIDATED BALANCE SHEETS

December 31, 2007 and 2006

2007

2006

(dollars in millions, except per

share data)

Cash and cash equivalel $ 714 $ 1,681
Marketable securitie 9 23t
Restricted cash and securit 23 46
Receivables, less allowances for doubtful accooh&20 and $17, respective 39t 32¢€
Other 88 101
Total Current Asset 1,22¢ 2,38¢
Property, Plant and Equipment, | 6,66¢ 6,46¢
Restricted Cash and Securit 101 90
Goodwill 1,421 40¢
Other Intangibles, ne 68C 511
Other Assets, ne 14E 12¢
Total Assets $ 10,24t $ 9,99/
I
Liabilities and Stockholders' Equi
Current Liabilities:
Accounts payabl $ 3% $ 391
Current portion of lon-term debt 32 5
Accrued payroll and employee bene 97 92
Accrued interes 12¢ 14z
Current portion of deferred reven 16€ 12¢
Other 13¢ 15€
Total Current Liabilities 95¢ 91t
Long-Term Debt, less current portit 6,83z 7,351
Deferred Revenue, less current port 762 767
Other Liabilities 622 581
Total Liabilities 9,17¢ 9,62(

Commitments and Contingenci

Stockholders' Equity
Preferred stock, $.01 par value, authorized 10@@shares: no shares issued or
outstanding — —
Common stock, $.01 par value, authorized 2,2500@@shares: 1,537,862,685 iss
and outstanding in 2007 and 1,178,423,105 issudaatstanding in 200 15 12

Additional paic-in capital 11,00¢ 9,30¢
Accumulated other comprehensive income (i 104 4)
Accumulated defici (20,059 (8,939
Total Stockholders' Equit 1,07( 374
Total Liabilities and Stockholders' Equ $ 10,24t $ 9,994
.| L]

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the three year period ended December 31, 2007

2007 2006 2005

(dollars in millions)

Cash Flows from Operating Activitie

Net Loss $ (1119 $ (7449 $ (639
Income from discontinued operatic — (46) (69
Loss from continuing operatiol (1,114 (790) (707)

Adjustments to reconcile loss from continuing opierss to net cash
provided by (used in) operating activities of canthg operations

Depreciation and amortizatic 942 73C 647
Loss on debt extinguishments, | 427 83 —
Loss on impairment 1 8 9
Gain on sale of property, plant and equipment ahdraasset (40) (7) 9)
Non-cash compensation expense attributable to stockda 122 84 51
Amortization of debt issuance co: 15 19 16
Deferred income taxe (23) — —
Accreted interest on lo-term debt discour 22 38 33
Accrued interest on loi-term debt 5) 32 30

Change in working capital items net of amounts aequ
Receivable: 21 131 3
Other current asse 18 8 (15)
Payable: (73) (23 (12)
Deferred revenu 17 (53 (227)
Other current liabilitie: (105) (32 (26)
Other, ne 6 @) a7
Net Cash Provided by (Used in) Operating Activitté€ontinuing Operation 231 221 (11¢)

Cash Flows from Investing Activitie

Proceeds from sales and maturities of marketaloigrgies 338 28C 584
Purchases of marketable securi — (99) (64€)
Decrease (increase) in restricted cash and sexjnite! 12 (22) 4)
Capital expenditure (633) (392 (300)
Advances from discontinued operations, — 18 13
Acquisitions, net of cash acquired, and investm (67€) (749) (37¢
Proceeds from sale of discontinued operationsphedsh solc 2 307 82
Proceeds from sale of property, plant and equipn@ertt other investmen 5 7 11
Net Cash Used in Investing Activiti $ (961) $ (648 $ (64))

(continued)
See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the three year period ended December 31, 200C¢ntinued)

2007 2006 2005

(dollars in millions)

Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c $ 234¢ $ 2,25¢ $ 94:

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

refinancing cost (2,61¢ (1,110 (130

Proceeds from warrants and st-based equity plar 26 — —

Equity offering — 543 —
Net Cash (Used in) Provided by Financing Activit (243) 1,68¢ 81:
Discontinued Operation

Net cash used in discontinued operating activ — (20) 5)

Net cash used in investing activiti — (29 (22

Net cash used in financing activiti — — (@D}

Effect of exchange rates on cash and cash equis: — — 4
Net Cash Used in Discontinued Operati — (43) (32
Effect of Exchange Rates on Cash and Cash Equis: 6 10 13
Net Change in Cash and Cash Equival (967) 1,22¢ 9
Cash and Cash Equivalents at Beginning of Y

Cash and cash equivalents of continuing opera 1,681 37¢ 33¢

Cash and cash equivalents of discontinued opet — 73 10E

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

©

714 $ 1681 $ 37¢

Cash and cash equivalents of discontinued opeg $ — $ — $ 73

Supplemental Disclosure of Cash Flow Informati
Cash interest pai $ 54t $ 55¢ $ 451
Income taxes pai 1 — —

Noncash Investing and Financing Activitir

Common stock issued for acquisitic $ 69z $ 904 $ 31&
Equity issued to retire de 87¢ — —
Long-term debt retired by conversion to eqt 702 — —
Amendment and restatement of $730 million credieamen — 73C —
Long-term debt issued in exchange transac — 61¢ —
Long-term debt retired in exchange transac — 692 —
Settlement of debt obligation and current liakektiwith restricted securitit — — 13
Decrease in deferred revenue related to acquisi — 10 2

See accompanying notes to consolidated finanassients.
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Additional Other
Common Paid-in Comprehensive Accumulated
Stock Capital Income (Loss) Deficit Total
(dollars in millions)
Balances at December 31, 2( $ 7 % 7,371 19 $ (7,559 $ (157
Common Stock
WilTel acquisition 1 312 — — 313
Stock plan grant — 37 — — 37
Shareworks pla — 24 — — 24
401(k) plan — 15 — — 15
Net Loss — — — (63¢) (63€
Other Comprehensive Lo — — (70 — (70
Balances at December 31, 2( 8 7,75¢ (52) (8,192 (47€
Adjustment for EITF No. C-6 — — — 3 3
Adjusted balances at December 31, 2 8 7,75¢ (52) (8,195 (47¢
Common Stock
Acquisitions 2 902 — — 904
Equity offering, net of offering cos 2 541 — — 542
Stock plan grant — 60 — — 60
Shareworks pla — 25 — — 25
401(k) plan — 18 — — 18
Net Loss — — — (744) (744
Other Comprehensive Incor — — 47 — 47
Balances at December 31, 2( 12 9,30¢ 4 (8,939 374
Common Stock
Acquisitions 1 691 — — 692
Exercise of warrants and options and st
sales — 26 — — 26
Stock plan grant — 77 — — 77
401(k) plan — 28 — — 28
Debt conversion to equi 2 877 — — 87¢
Net Loss — — — (1,119 (1,11«
Other Comprehensive Incor — — 10¢€ — 10¢
Balances at December 31, 2( $ 15 $ 11,00« 104 $ (10,059 $ 1,07(C
I I I I |

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)
For the three year period ended December 31, 2007

Accumulated

See accompanying notes to consolidated financigstents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
For the three year period ended December 31, 2007

2007 2006 2005

(dollars in millions)

Net Loss $ (111H) $ (749 $ (639
Other Comprehensive Income (Loss) Before Incomees:
Foreign currency translatic 131 48 (69)
Unrealized appreciation (depreciation) of avail-for-sale investmer 7 1 D
Unrealized depreciation of interest rate s\ (37) — —
Other, ne 7 2 —
Other Comprehensive Income (Loss), Before Income3 10¢ 47 (70

Income Tax Benefit Related to Items of Other Corhpresive Income (Los! — — —

Other Comprehensive Income (Loss), Net of Incomee$ 10¢€ 47 (70

Comprehensive Los $ (1,000 $ (697) $ (70€)

SUPPLEMENTARY STOCKHOLDERS' EQUITY (DEFICIT) INFORM ATION

Unrealized
Net Foreign Appreciation
Currency (Depreciation) of
Translation Investment and
Adjustment Interest Rate Swap Other Total

(dollars in millions)

Accumulated Other Comprehensive Income (Lc

Balance at December 31, 2C $ 50 $ — 8 B) $ 19
Change (69) (D) — (70
Balance at December 31, 2C (29 (@D} (32) (51)
Change 48 1 2 47
Balance at December 31, 2C 29 — (33) 4
Change 131 (30) 7 10¢
Balance at December 31, 2C $ 16C $ (30 $ (26) $ 104
I | |

See accompanying notes to consolidated financigsents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements idelthe accounts of Level 3 Communications, Inc.sutibidiaries (the "Company" or "Level 3")
in which it has control, which are enterprises ggghin the communications and coal mining busiredsiéty-percent-owned mining joint
ventures are consolidated on a pro rata basisidgdificant intercompany accounts and transacticn& been eliminated.

Level 3 acquired WilTel Communications GopuLC ("WilTel") on December 23, 2005; Progressetem, LLC ("Progress Telecom")
on March 20, 2006; ICG Communications, Inc. ("IC@n@nunications™) on May 31, 2006; TelCove, Inc. (Tave") on July 24, 2006;
Looking Glass Networks Holding Co., Inc. ("Lookif@ass") on August 2, 2006; Broadwing CorporatidBr§adwing") on January 3, 2007,
the Content Delivery Network services business (NOBusiness”) of SAVVIS, Inc. on January 23, 2007 &ervecast Limited ("Servecast")
on July 11, 2007. As applicable, the Company atspied these companies' operating subsidiaries r@$ults of operations, cash flows and
financial position attributable to these acquisii@re included in the consolidated financial statets from the respective dates of their
acquisition (See Note 2).

On September 7, 2006, Level 3 sold Softvgrectrum, Inc. ("Software Spectrum"), the Compmegftware reseller business, to Insight
Enterprises, Inc. ("Insight Enterprises"). On Nowem30, 2005, Level 3 sold jStructure, LLC ("() Structure"), Level 3's wholly owned IT
infrastructure management outsourcing subsidiarinfocrossing, Inc. (“Infocrossing”). The two bussses comprised Level 3's information
services segment. The results of operations, fiahnondition and cash flows for the Software Spettand ( )Structure businesses have b
classified as discontinued operations in the cadatdd financial statements and related noteslf@esiods presented in this report (See
Note 3).

On December 19, 2007, Level 3 announcedtthad reached a definitive agreement to selktiieertising distribution business of
Vyvx, LLC ("Vyvx Ads") to DG FastChannel, Inc. f&129 million in cash. The sale is expected to clogbe second quarter of 2008 subject
to regulatory approval. The results of operatiardiie Vyvx Ads business are included in continudpgrations from when it was acquired as
part of the WilTel transaction in December 2005e Pending disposal of the Vyvx Ads business do¢snaet the criteria under SFAS No. :
for presentation as discontinued operations sinedusiness is not considered an asset group iagdi@fi Statement of Financial Accounting
Standard ("SFAS") No. 144, "Accounting for the Irtpgent or Disposal of Long-Lived Assets" ("SFAS Nd@4").

Communications

The Company's communications business gesva broad range of integrated communicationscasrprimarily in the United States and
Europe as a facilities-based provider (that isscvider that owns or leases a substantial porticheproperty, plant and equipment necessary
to provide its services). The Company has credtedugh a combination of construction, purchaselaasing of facilities and other assets, an
advanced international, end-to-end, facilities-dasemmunications network. The Company has buill, @ntinues to upgrade, the network
based on optical and Internet Protocol technologiesder to leverage the efficiencies of thesémetogies to provide lower cost
communications services.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Summary of Significant Accounting Policies (Cotinued)

Revenue for communications services, inolygrivate line, wavelengths, colocation, Interaetess, managed modem, voice, video and
dark fiber, is recognized monthly as the servigesprovided based on contractual amounts expeetbd tollected. Management establishes
appropriate revenue reserves using an analysistofical credit activity to address, where sigeafit, circumstances that at the time services
are rendered, collection is not reasonably asseitbdr due to credit risk, the potential for bifidisputes or other reasons. Reciprocal
compensation revenue is recognized when an intasmion agreement is in place with another cardeif an agreement has expired, when
the parties have agreed to continue operating uhegurevious agreement until a new agreementgetisged and executed; or at rates
mandated by the FCC.

Certain sale and long-term indefeasiblatraf use or IRU agreements of dark fiber and céypace required to be accounted for in the
same manner as sales of real estate with propepsoivements or integral equipment. This accourttiegtment results in the deferral of the
cash that has been received and the recogniticevefiue ratably over the term of the agreementédntly up to 20 years).

Termination revenue is recognized whensiauer discontinues service prior to the end ofcthr@ract period, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revesa¢so recognized when customers are
required to make termination penalty payments teel 8 to settle contractually committed purchaseants that the customer no longer
expects to meet or when a customer and Level 3yadiage a contract under which Level 3 is no lomgaigated to provide services for
consideration previously received and for whicheraye recognition has been deferred.

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

Level 3's customer contracts require then@any to meet certain service level commitmentkelfel 3 does not meet the required service
levels, it may be obligated to provide credits,aluin the form of free service, for a short pekriof time. The original services that resulted in
the credits are not included in revenue and, te,detve not been material.

Cost of revenue for the communications messs includes leased capacity, right-of-way cestsess charges and other third party costs
directly attributable to the network, but excludiepreciation and amortization and related impaitregpenses. The Company also includes in
communications cost of revenue the satellite trandpr lease costs, the package delivery costshenblank tape media costs attributable to its
video distribution business.

The Company recognizes the cost of netwerkices as they are incurred in accordance wittractual requirements. The Company
disputes incorrect billings from its suppliers etwork services. The most prevalent types of depiriclude disputes for circuits that are not
disconnected by its supplier on a timely basisasape bills with incorrect or inadequate informatiDepending on the type and complexity of
the issues involved, it may and often does takers¢quarters to resolve the disputes.

In determining the amount of the cost dinwoek service expenses and related accrued liggsilib reflect in its financial statements, the
Company considers the adequacy of documentation of
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Summary of Significant Accounting Policies (Cotinued)

disconnect notices, compliance with prevailing cactual requirements for submitting these discohnetices and disputes to the provider of
the network services, and compliance with its cdenection agreements with these carriers. Sigmifiudgment is required in estimating the
ultimate outcome of the dispute resolution procassyell as any other amounts that may be incuoednclude the negotiations or settle any
litigation. Actual results could vary from the @stited amounts accrued for disputes.

Concentration of Credit Risk

The Company provides communications sesvioe wide range of wholesale and enterprise mests, ranging from well capitalized
national carriers to smaller, early stage compariee Company has in place policies and procedoresview the financial condition of
potential and existing customers and concludesveneatollectability of revenue and other out-of-petc&xpenses is probable prior to the
commencement of services. If the financial conditid an existing customer deteriorates to a poimtng payment for services is in doubt, the
Company will not recognize revenue attributabl¢ghit customer until cash is received. As a reduth® WilTel acquisition in 2005 and the
Progress Telecom, ICG Communications, TelCove araking Glass acquisitions in 2006, the total numifezsustomers increased to
approximately 18,000 at December 31, 2006. As altre§the Broadwing, CDN Business and Servecagtiaitions in 2007, the total number
of customers increased to approximately 34,000eaebhber 31, 2007. The policies and proceduresfoewing the financial condition of the
additional customers related to the acquisitionsaieed consistent with those described above aadesult, the Company does not believe its
overall credit risk has increased significantlyeT®ompany has from time to time entered into agesgswith value-added resellers and other
channel partners to reach consumer and enterpaseets for voice services. The Company has pol&igsprocedures in place to evaluate the
financial condition of these resellers prior tdiating service to the final customer. The Compnyot immune from the effects of downturns
in the communications industry; however, managerbeli¢ves the concentration of credit risk withp®a to receivables is mitigated due to
the dispersion of the Company's customer base awliffiegent industries and geographic areas and deaaerovided by the terms of contracts
and statutes.

Approximately 34% of Level 3's communicagaevenue was concentrated among its top tenmessdfor the year ended December 31,
2007. Revenue attributable to AT&T, Inc. and sulssids, including SBC Communications, Bell Soutm@ounications and AT&T Mobility
(formerly Cingular Wireless) amounted, on an aggtedasis, to approximately $624 million and $illioh for the years ended December 31,
2007 and 2006, respectively. This represents appaigly 15% and 32% of consolidated revenue forydaers ended December 31, 2007 and
2006, respectively, and is included within the Caminations segment in the consolidated statemdmpearations. Prior to the acquisition of
WilTel in December 2005, AT&T, Inc. and subsidiari@as not a significant customer of the Company.

Discontinued Information Services

On September 7, 2006, Level 3 sold Softvaectrum, Inc. ("Software Spectrum™), the Compasgftware reseller business, to Insight.
On November 30, 2005, Level 3 sold)Structure, Level 3's wholly owned IT infrastruunanagement outsourcing subsidiary to
Infocrossing. The two businesses comprised Legah8rmation services segment. The results ofatfmers, financial condition and cash
flows for the Software Spectrum and)Structure businesses have been classified as
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Summary of Significant Accounting Policies (Cotinued)

discontinued operations in the consolidated finalnstiatements and related footnotes for all perydsented in this report (See Note 3).
Selling, General and Administrative Expenses

Selling, general and administrative experiselude salaries, wages and related benefittuiingg non-cash charges for stock based
compensation), property taxes, travel, insurare, contract maintenance, advertising and otheirdidtrative expenses. Selling, general and
administrative expenses also include network rdlatgenses such as network facility rent, utiliiesl maintenance costs.

Advertising Costs

Level 3 expenses the cost of advertising@asred. Advertising expense is included as amument of selling, general and administrative
expenses in the accompanying consolidated statsroénperations.

Advertising expense was $16 million, $8limil and $6 million for the years ended December2BD7, 2006 and 2005, respectively.
Stock-Based Employee Compensation

The Company has accounted for stock-basgidoyee compensation using a fair value based rdgibcsuant to SFAS No. 123
"Accounting for Stock-Based Compensation” ("SFAS M23") since 1998. For the year ended Decembe2(®15, the Company recognized
expense using the accelerated vesting methodologp®B Interpretation No. 28 "Accounting for Sto8kpreciation Rights and Other
Variable Stock Option or Award Plans” ("FIN 28")g&Note 16). Beginning January 1, 2006, Level Jaabthe provisions of SFAS
No. 123R, "Shal-Based Payment" ("SFAS No. 123R"). Under SFAS Nx3R, the Company separates each award into vestinghes and
recognizes expense for each tranche over the ggstinod in the same manner as under FIN 28. Thptamh of SFAS No. 123R as of
January 1, 2006 did not have a material effechenGompany's financial position or results of opere.

Depreciation and Amortization

Property, plant and equipment are recoedaxbst. Depreciation and amortization for the Canys property, plant and equipment are
computed on straight-line and accelerated (fora@®etoal assets) methods based on the followinfylibees:

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

During 2006, Level 3 determined that theqabit expects to use its existing fiber and dereguipment is longer than the remaining us
lives as originally estimated. As a result, the @any extended the depreciable life of its exisfibgr from 7 years to 12 years, its existing
transmission equipment from 5 years to 7 yearsitarekisting IP equipment from 3 years to 4 years.
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(1) Summary of Significant Accounting Policies (Cotinued)
Leasehold improvements are depreciated ttreeshorter of their estimated useful lives oséeterms that are reasonably assured.
Earnings (Loss) Per Share

Basic earnings (loss) per share have beemputed using the weighted average number of sloatestanding during each period. Diluted
earnings (loss) per share is computed by incluthieglilutive effect of common stock that would bsued assuming conversion or exercise of
outstanding convertible notes, stock options, stmaded compensation awards and other dilutive giesuiNo such items were included in the
computation of diluted loss per share in 2007, 2008005 because the Company incurred a loss fraortintiing operations in each of these
periods and the effect of inclusion would have baetidilutive.

Trade Accounts Receivable

Trade accounts receivable are recordeukeainvoiced amount and can bear interest. The alhoe for doubtful accounts is the Company's
best estimate of the amount of probable crediel®ds the Company's existing accounts receivalile. Jompany determines the allowance
based on an analysis of its historical experienite bad debt writeoffs and aging of the accounteineable balance. The Company reviews its
allowance for doubtful accounts quarterly. Past lblalances over 90 days and over a specified ansvaneviewed individually for
collectability. Account balances are charged offiagt the allowance after all means of collectiaméenbeen exhausted and the potential for
recovery is considered remote. The Company doebaxwa any off-balance sheet credit exposure retatéd customers.

Restricted Cash and Securities

The Company classifies any cash or investsinat collateralize outstanding letters of ardding-term debt, and certain operating or
performance obligations of the Company as restticesh. The Company also classifies cash and imesds restricted to fund certain
reclamation liabilities as restricted cash. Thesification of restricted cash on the consoliddialdnce sheet as current or noncurrent is
dependent on the duration of the restriction aedpiirpose for which the restriction exists.

Long-Lived Assets

The Company segregates identifiable intalegassets acquired in an acquisition from goodwilaccordance with SFAS No. 142,
"Goodwill and Other Intangible Assets" ("SFAS Nd21), goodwill is no longer amortized, and is exakd for impairment at least annually.

Other intangible assets primarily includstomer contracts, customer relationships, paterdgechnology acquired in business
combinations. The intangible assets with estimagelul lives are amortized on a straight-line basisr the expected period of benefit, which
ranges from 2 to 12 years. Certain intangibles inedun the WilTel and TelCove transactions havénaefinite life. In accordance with SFAS
No. 142, the Company evaluates its indefinite lirgdngible assets for impairment annually or asuthstances change that could affect
recoverability of the carrying amount of the assets
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(1) Summary of Significant Accounting Policies (Cotinued)

The Company at least annually, or as eventgrcumstances change that could affect thevezeility of the carrying value of its long-
lived assets, conducts a comprehensive revieweo€anrying value of its assets to determine ifdleying amount of the assets are recovet
in accordance with SFAS No. 144 "Accounting for hairment or Disposal of Long-lived Assets."” Theview requires the identification of
the lowest level of identifiable cash flows for pases of grouping assets subject to review. Thmat of undiscounted cash flows includes
long-term forecasts of revenue growth, gross margird capital expenditures. All of these items iregsignificant judgment and assumptions.
An impairment loss may exist when the estimatedagmtinted cash flows attributable to the assetteassthan their carrying amount. If an
asset is deemed to be impaired, the amount ofitpairment loss recognized represents the excdbe @fsset's carrying value as compared to
its estimated fair value, based on managementsrggins and projections.

Management's estimate of the future cashdlattributable to its long-lived assets and #ievalue of its businesses involve significant
uncertainty. Those estimates are based on managisrassumptions of future results, growth trendsiadustry conditions. The impairment
analysis of londived assets also requires management to makerceubjective assumptions and estimates regartim@gxtpected future use
certain empty conduits included in the network agseup and the expected future use of certain giogduit evaluated for impairment
separately from the network asset group.

Accounting for Asset Retirement Obligations

The Company follows the policy of providiag accrual for reclamation of mined propertieagnordance with SFAS No. 143,
"Accounting for Asset Retirement Obligations" ("S&EAl0. 143"), based on the estimated total coststbration of such properties to meet
compliance with laws governing surface mining. Thestimated costs are calculated based on thetegipfeture risk adjusted cash flows to
remediate such properties discounted at afresirate. The Company also provides an accruallfigations related to certain colocation le:
and right-of-way agreements in accordance with SR&S143, based on the estimated total cost obratbn of such properties to their
original condition. These estimated obligations@ateulated based on the expected discounted foagie flows using the Company's estimi
weighted average cost of capital at the time tHgation is incurred and applying a probability tacfor conditional restoration obligations.
Changes in expected future cash flows are discdwattterest rates that were in effect at the tifnthe original estimate for downward
revisions to such cash flows, and at interest riateffect at the time of the change for upwardgiews in the expected future cash flows.

Income Taxes

Deferred income taxes are provided fortémeporary differences between the financial repgréind tax basis of the Company's assets ant
liabilities using enacted tax rates in effect tog yyear in which the differences are expectedverse. The U.S. net operating losses not utilized
can be carried forward for 20 years to offset fatizxable income. The majority of the foreign jdidsion net operating losses not utilized can
be carried forward indefinitely. A valuation allom@e has been recorded against the majority of dmepany's deferred tax assets, as the
Company has concluded that under relevant accaystandards, it is more likely than not that defértax assets will be not be realizable. The
Company recognizes interest and penalty expenseiatsd with uncertain tax positions as a componéiricome tax expense in the
consolidated statements of operations.
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Foreign Currencies

Generally, local currencies of foreign ddlzsies are the functional currencies for finahoggporting purposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaaggsr Revenue, expenses and cash flows are tethsising average exchange rates prevailing
during the year. Gains or losses resulting frommenay translation are recorded as a componentafnaglated other comprehensive income
(loss) in stockholders' equity (deficit) and in 8tatements of comprehensive loss. A significantigo of the Company's foreign subsidiaries
have either British Pound or the Euro as the fameti currency, both of which experienced signifiductuations against the U.S. dollar dut
2007, 2006 and 2005. As a result, the Company X@erienced significant foreign currency translatamjustments that are recognized as a
component of accumulated other comprehensive indtes) in stockholders' equity (deficit) and ir tstatement of comprehensive loss in
accordance with SFAS No. 52 "Foreign Currency Tledim". The Company considers its investmentsdridreign subsidiaries to be long-
term in nature.

Use of Estimates

The preparation of financial statementsdnformity with generally accepted accounting pipfes requires management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosuireofingent assets and liabilities at the da
the financial statements and the reported amoudms/enue and expenses during the reporting pefibd.most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, recovésabfllong-lived and indefinite-lived
assets, useful lives of long-lived assets, accifiealsstimated liabilities that are probable antihestable, cost of revenue disputes for the
communications business, unfavorable contractliiedsi set up in purchase accounting, asset reéirgrabligations and the fair value of stock
and option grants. Actual results could differ frdmse estimates and assumptions.

Recently Issued Accounting Pronouncements

In June 2006, the Financial Accounting 8tads Board ("FASB") issued Interpretation No. '48;counting for Uncertainty in Income
Taxes—An Interpretation of FASB Statement No. 10¥IN No. 48"), which was effective for Level 3 dgiag January 1, 2007. FIN No. 48
clarifies the accounting for uncertainty in incotages recognized in an enterprise's financial states in accordance with FASB Statement
No. 109, "Accounting for Income Taxes". FIN No. @80 prescribes a recognition threshold and measmeattribute for the financi
statement recognition and measurement of a taxiposaken or expected to be taken in a tax reiuahresults in a tax benefit. Additionally,
FIN No. 48 provides guidance on de-recognitionpine statement classification of interest and p&salaccounting in interim periods and
disclosure. The Company's policy is to recognizergst and penalty expense associated with unceaipositions as a component of income
tax expense in the consolidated statements of tipesa The adoption of FIN No. 48 did not have &ra on the Company's consolidated
results of operations or financial condition agofl for the year ended December 31, 2007.

In June 2006, the FASB ratified the conssren EITF Issue No. 06-3, "How Taxes Collectednfioustomers and Remitted to
Governmental Authorities Should Be Presented inrtheme Statement” ("EITF No. 06-3"), which waseeffve for Level 3 starting January 1,
2007. The scope of

F-16




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Summary of Significant Accounting Policies (Cotinued)

EITF No. 06-3 includes any tax assessed by a gavental authority that is directly imposed on a rexeeproducing transaction between a
seller and a customer and may include, but isinotdd to, sales, use, value added, Universal S8ervund ("USF") contributions and some
excise taxes. The Task Force concluded that enstieuld present these taxes in the income statamegither a gross or a net basis, based on
their accounting policy, which should be disclogpedsuant to APB Opinion No. 22, "Disclosure of Asoting Policies”. If such taxes are
significant and are presented on a gross basigmiweints of those taxes should be disclosed. Thep@oy records USF contributions on a
gross basis in its consolidated statements of tipas but records sales, use, value added andeetaxes billed to its customers on a net basis
in its consolidated statements of operations. Coniaations revenue on the consolidated statemerdpearfations includes USF contributions
totaling $45 million, $19 million and $7 million fahe years ended December 31, 2007, 2006 and 28§t ctively. The adoption of EITF

No. 0¢-3 did not have a material effect on the Compaogtssolidated results of operations or financialditon for year ended December 31,
2007, as the policy followed was consistent beore after adoption.

In September 2006, the FASB issued Stat&srdr-inancial Accounting Standards ("SFAS") Nb7 1"Fair Value
Measurements" ("SFAS No. 157"), which defines Yailue, establishes a framework for measuring falue in generally accepted accounting
principles, and expands disclosures about fairevaleasurements. SFAS No. 157 does not require@myair value measurements, but
provides guidance on how to measure fair valuerbyiging a fair value hierarchy used to classifg Hource of the information. This staten
is effective for fiscal years beginning after Nowman 15, 2007 and interim periods within that fisgaér. The adoption of SFAS No. 157 is not
expected to have a material effect on the Compawyisolidated results of operations or financialditon upon adoption on January 1, 2008.

In December 2007, the FASB issued SFASIMG. (Revised 2007), "Business Combinations" ("SM&S 141R"), which replaces SFAS
No. 141, "Business Combinations." SFAS No.141Rimstthe underlying concepts of SFAS No. 141 in #ilbusiness combinations are <
required to be accounted for at fair value underabquisition method of accounting, but SFAS Nd.R4vill significantly change the
accounting for business combinations. Under SFABR14n acquiring entity will be required to recagmall the assets acquired and liabilities
assumed in a transaction at the acquisition-datedéue with limited exceptions. SFAS No. 141RIwihange the accounting treatment for
certain specific acquisition related items inclglifil) expensing acquisition related costs as neci(2) expensing changes in deferred tax
asset valuation allowances and income tax uncéeaiafter the acquisition date; (3) valuing nortoalting interests at fair value at the
acquisition date; and (4) expensing restructurimgiassociated with an acquired business. SFASANdR also includes a substantial number
of new disclosure requirements. SFAS No. 141R Isetapplied prospectively to business combinatfong/hich the acquisition date is on or
after January 1, 2009.

In December 2007, the FASB issued SFAS160, "Noncontrolling Interests in Consolidated Ficial Statements" (“SFAS No. 160").
SFAS No. 160 requires noncontrolling interestsyjaesly referred to as minority interests, to keated as a separate component of equity, not
as a liability or other item outside of permanenity and applies to the accounting for nonconinglinterests and transactions with
noncontrolling interest holders in consolidatedhfinial statements. SFAS No. 160 will be appliedpeetively to all noncontrolling interests,
including any that arose before the effective @aizept that comparative period information mustdstated to classify noncontrolling interests
in
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equity, attributed net income and other comprelvenisicome to noncontrolling interests, and provatieer disclosures required by SFAS
No. 160. This statement is effective for the Complaeginning January 1, 2009. The Company is cugrassessing the potential effect that
adoption of SFAS No. 160 will have on its consdigthresults of operations or financial condition.

Reclassifications
Certain prior year amounts have been rsiflad to conform to the December 31, 2007 predemta
(2) Acquisitions

In 2006, the Company embarked on a straegyxpand its presence in metropolitan marketsbagan offering services to enterprise
customers through its Business Markets Group. 3tégegy allows the Company to terminate traffierots owned facilities rather than pay
third parties to terminate the traffic. The expansnto new metro markets also provides additiapgortunities to sell services to bandwidth
intensive businesses on the Company's nationainéaachational networks. In order to expedite thpamsion of its metro business, Level 3
acquired Progress Telecom, ICG Communications, de@nd Looking Glass in 2006 and Broadwing infifs quarter of 2007. Level 3 has
also embarked on a strategy to expand its contdiviedy network services with the acquisitionsto CDN Business in the first quarter of
2007 and Servecast in the third quarter of 200@. rEsults of operations attributable to each adtprisare included in the consolidated
financial statements from the date of acquisitibme value of Level 3 common stock issued in corioratith the acquisitions was determined
based on the average closing price for Level 3 comstock two days before and two days after the thet acquisition was announced
multiplied by the number of shares issued.

Servecast Acquisition: On July 11, 2007, Level 3 completed the actjoisiof Servecast Limited, a Dublin, Ireland bageavider of
live and on-demand video management and streareimvgees for broadband and mobile platforms. Levpa®l approximately €34 million, or
$46 million, in cash, including $1 million of tramstion costs, to complete the acquisition of Seagec

CDN Business Acquisition: On January 23, 2007, Level 3 completed theiaitopn of the Content Delivery Network servicesmess
of SAVVIS, Inc. Level 3 paid $133 million in casim¢luding transaction costs) to acquire the assitise CDN Business, including network
elements, customer contracts and intellectual ptppsed in the CDN Business. The purchase pricesmasequently increased by less than
$1 million for working capital and other contradtugatters. The Company paid this adjustment in |X3007.

Broadwing Acquisition:  On January 3, 2007, Level 3 acquired Broadwangublicly held provider of optical network comnications
services. Under the terms of the merger agreemestatddctober 16, 2006, Level 3 paid $8.18 of céish p.3411 shares of Level 3 common
stock for each share of Broadwing common stocktanting at closing. In total, Level 3 paid approately $753 million of cash, including
$9 million of transaction costs, and issued appnately 123 million shares of the Company's comntooks valued at $688 million. As part of
the Broadwing acquisition, approximately 3.8 mitlipreviously issued Broadwing warrants (valuedpgtraximately $4 million) became
exercisable for approximately 5.1 million shares.efel 3 common stock. In the second
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quarter of 2007, the Company subsequently reddeetbtal consideration paid by $4 million for inaoce proceeds received in June 2007 that
related to the settlement of an insurance clairhdbeurred prior to the acquisition. In the fougtnarter of 2007, the Company incurred
additional transaction costs of $2 million relatedhe transaction.

In connection with the acquisition of Breddg, the Company guaranteed $180 million in aggtegrincipal amount of Broadwing
Corporation's 3.125% Convertible Senior Debentdres2026 (the "Broadwing Debentures”) and the &retien included $24 million in capit
lease obligations related primarily to a metro filRU agreement. As of February 16, 2007, the hsldé $179 million in aggregate principal
amount of the Broadwing Debentures converted Beadwing Debentures into a total of 17 million sdsof Level 3 common stock and
approximately $105 million in cash pursuant to tibvens of the indenture governing the Broadwing Detres and the agreement whereby
Level 3 acquired Broadwing. The remaining $1 millia aggregate principal amount of the Broadwindp&w#ures was repurchased by
Broadwing at 100% of par as required by the indengoverning the Broadwing Debentures.

Looking Glass Acquisition: On August 2, 2006, Level 3 completed the adtjoiisof Looking Glass, a privately held lllinoisabed
telecommunications company. The consideration pgidevel 3 consisted of approximately $13 milliondash, including $4 million of
transaction costs, and approximately 21 milliorreha@f Level 3 common stock valued at $84 millibmaddition, at the closing, Level 3 repi
approximately $67 million of Looking Glass liabiéis. The transaction purchase price is not subgeghy post-closing adjustments.

Level 3 entered into certain transactioith wooking Glass prior to the acquisition of LoogiGlass by Level 3, whereby Level 3 recei
cash for communications services to be providatérfuture and which was originally recognized efeded revenue. As a result of the
acquisition, Level 3 can no longer amortize thiteded revenue into earnings and, accordingly, ceduhe purchase price applied to the net
assets acquired in the Looking Glass transactidd2oyillion, the amount of the unamortized defemexenue balance on August 2, 2006.

TelCove Acquisition: On July 24, 2006, Level 3 completed the actjaisiof TelCove, a privately held Pennsylvania-loase
telecommunications company. Under terms of theeagent, Level 3 paid $446 million in cash and issapgroximately 150 million shares of
Level 3 common stock, valued at $623 million. Ilgidn, Level 3 repaid $132 million of TelCove debitd acquired $12 million in capital
leases in the transaction. Also, the Company féid party costs of approximately $15 million reldtto the transaction, which included cer
costs incurred by TelCove.

Level 3 entered into certain transactioiith WelCove prior to the acquisition of TelCove bgvel 3, whereby Level 3 received cash for
communications services to be provided in the fiamd which was originally recognized as deferesgnue. As a result of the acquisition,
Level 3 can no longer amortize this deferred reeento earnings and, accordingly, reduced the @sgelprice applied to the net assets acq
in the TelCove transaction by $3 million, the amipaithe unamortized deferred revenue balance gn23 2006.

ICG Communications: On May 31, 2006, Level 3 acquired all of thecktof ICG Communications, a privately held Colardshsed
telecommunications company, from MCCC ICG HoldingsC excluding certain assets and liabilities. Untte terms of the purchase
agreement, Level 3 purchased ICG Communicationariaggregate consideration consisting of appraeiya
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26 million shares of Level 3 common stock, value@#®31 million, and approximately $45 million insta The Company also incurred costs of
less than $1 million related to the transactiorstRiosing adjustments, primarily working capitatiaother contractual matters resulted in
additional consideration of approximately $3 mitlio

Level 3 entered into certain transactioith WCoG Communications prior to the acquisitionl6fc Communications by Level 3, whereby
Level 3 received cash for communications serviodsetprovided in the future and which was originaficognized as deferred revenue. As a
result of the acquisition, Level 3 can no longeoaime this deferred revenue into earnings andyraicgly, reduced the purchase price applied
to the net assets acquired in the ICG Communicsti@msaction by $1 million, the amount of the uneined deferred revenue balance on
May 31, 2006.

Progress Telecom: On March 20, 2006, Level 3 completed its adtjois of all of the membership interests of Progr&slecom from
PT Holding Company LLC ("PT Holding") excluding ¢t&in specified assets and liabilities of Progrestedom. Progress Telecom was owned
by PT Holding which is jointly owned by Progressefgy, Inc. and Odyssey Telecorp, Inc. Under thesesf the purchase agreement, Level 3
purchased Progress Telecom for an aggregate perphiae consisting of approximately $69 milliondash and approximately 20 million
shares of Level 3 common stock, valued at $66 onillThe purchase price was subsequently reduc& byillion for working capital and
other contractual matters. The Company receivedheay of the $2 million adjustment in July 2006.

Level 3 entered into certain transactioith Wrogress Telecom prior to the acquisition afgPess Telecom by Level 3, whereby Level 3
received cash for communications services to beiged in the future and which was originally recazgnl as deferred revenue. As a result of
the acquisition, Level 3 can no longer amortize theferred revenue into earnings and, accordimgtiyced the purchase price applied to the
net assets acquired in the Progress Telecom témsdy $4 million, the amount of the unamortizexfetred revenue balance on March 20,
2006.

WilTel:  On December 23, 2005, the Company completeddabhaisition of WilTel from Leucadia National Corption and its
subsidiaries (together "Leucadia"). The considerafiaid consisted of approximately $390 milliorcash (which included a $16 million
adjustment for estimated excess working capitélls $100 million in cash to reflect Leucadia's mgvcomplied with its obligation to leave tl
amount of cash in WilTel, and 115 million newlyussl unregistered shares of Level 3 common stodiedaat $313 million.

The Company also incurred costs of appraigéty $7 million related to the transaction. Thelcpurchase price was subject to presing
adjustments based on actual working capital aneratbntractual items as of the closing date. IndWl&006, Leucadia and Level 3 agreed that
the purchase price for WilTel should decrease yy@pmately $27 million as a result of working ciapbiand other contractual post-closing
adjustments. Level 3 received payment of the $2lfomiadjustment in April 2006.

The final valuation indicated that the fe@lue of the identifiable assets acquired exce#uedotal of the purchase price paid and the
liabilities assumed in the transaction. As a resh#t excess value was applied against the fairevaf the long-lived assets obtained in the
transaction. The $27 million post-closing adjustimesulted in an additional decrease in long-ligedets in the first quarter of 2006.
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Level 3 entered into certain transactioite WilTel prior to the acquisition of WilTel by lvel 3, whereby it received cash for
communications services to be provided in the futiés a result of the acquisition, Level 3 canarnger amortize this deferred revenue into
earnings and accordingly, reduced the purchase ppplied to the net assets acquired in the WitBelsaction by $2 million, the amount of
unamortized deferred revenue balance on Decemh&0D5.

The acquisition included all of WilTel'smmunications business and WilTel's Vyvx video traission business. The acquisition also
included a multi-year contract between SBC Sentioe,and WilTel ("SBC Contract Services AgreemgrSBC Services, Inc. became a
subsidiary of AT&T Inc. ("AT&T") (together "SBC")rad announced its intention to migrate the servizesided by WilTel to the merged St
Services, Inc. and AT&T network. WilTel and SBC amded the SBC Contract Services Agreement to ruwougir 2009. The agreement
provides a gross margin purchase commitment of $38®n from December 2005 through the end of 20@7d $75 million from January
2008 through the end of 2009. As of December 30728BC fully satisfied the $335 million of the @asber 2005 to the end of 2007 gross
margin purchase commitment. SBC's purchases oicgsrthat exceed the original $335 million grossgimapurchase commitment now count
toward the $75 million gross margin purchase commeitt for the period from January 2008 through e @& 2009. As of December 31, 20
SBC had satisfied $39 million of the $75 milliorogs margin purchase commitment. Originating anaiteating access charges paid to local
phone companies are passed through to SBC in awumedvith a formula that approximates cost. Addaity, the SBC Contract Services
Agreement provides for the payment of $50 millioonfi SBC if certain performance criteria are metbyel 3. The Company met the requi
performance criteria and recorded annual reven@5fmillion in both 2006 and 2007 under the ageimOf the annual amounts, 50% was
based on monthly performance criteria and the neimgi50% was based on performance criteria fofulgear. The performance-based
incentive provisions of the agreement ended on Déee 31, 2007. Level 3 will not earn performancedahincentives in 2008 under the SBC
Contract Services Agreement.

As specified in the purchase agreement éticadia, WilTel transferred certain excluded esgelLeucadia and Leucadia assumed ce¢
excluded liabilities. The excluded assets incluaikdash and cash equivalents in excess of $10mat closing, all marketable securities,
WilTel's headquarters building located in TulsaJaDlbma and certain other miscellaneous assetslditi@n, WilTel assigned to Leucadia all
of its right to receive cash payments from SBClioga$236 million, pursuant to the Termination, Mat Release and Settlement Agreement,
dated June 15, 2005, among Leucadia, WilTel and. SBE excluded liabilities include all of WilTelsng-term debt obligations, WilTel's
obligations under its defined benefit pension ptartain other employee related liabilities andeottiaims. The agreement required Leucadia
to pay in full all of WilTel's obligations undessitredit agreement and for Leucadia to release &ffém any obligation under the outstanding
mortgage note secured by its headquarters builtlienel 3 entered into an agreement with Leucadladse a portion of the former WilTel
headquarters building in Tulsa.
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Purchase Price Allocatio

Under business combination accountingtdked final purchase price for each of the acquizethpanies was allocated to the net tangible
and identifiable intangible assets based on tlstimated fair values as of the acquisition datée dllocation of the purchase price was based
upon valuations performed for each acquired compahg valuations for the WilTel, Progress Telect@G Communications, TelCove,
Looking Glass, Broadwing and CDN Business acqoisgihave been finalized. The valuation for the 8east acquisition is in the process of
being finalized.

The valuations for the WilTel, Looking Géaand CDN Business acquisitions indicated thafaliesalue of the assets acquired exceeded
the total of the purchase price paid and the liidsl assumed in the transactions. As a resultexicess value was applied against the estimated
fair value of the long-lived assets in each tratisac The valuations for the Progress Telecom, [@inmunications and TelCove acquisitions
in 2006 and the valuations for the Broadwing and/&east acquisitions in 2007 indicated that thewvfalue of the assets acquired was less than
the total of the purchase price paid and the liégddl assumed in the transactions. As a resultexicess purchase price was assigned to goodwil
for each acquisition.

Tangible and Intangible Long-Lived Assets

In performing the purchase price allocafimneach acquired company, the Company considaradng other factors, the intention for
future use of acquired assets, analysis of histbficancial performance and estimates of futunégumance of each acquired company's
products. The fair value of assets was based,rinq@aa valuation using either a cost, incomeén@ome cases, market valuation approach and
estimates and assumptions provided by managemieatahgible assets primarily include the real amd@nal property used to provide
communications services, as well as video seniitdse case of the WilTel acquisition. In addititangible assets include the fair value of
software purchased or developed by each compaappifcable. Intangible assets consist primarilgugtomer relationships, patents and
developed technology and the Vyvx trademark. Mamaagg has established indefinite lives on the Vyexdémark and certain other intangible
assets, lives ranging from 6 to 12 years for ttstaroer relationships and lives ranging from 102q/&ars for patents and developed
technology.

Deferred Revenu

The fair value of deferred revenue includethe final purchase price allocation for eachuaeed company was determined based on
monthly amounts billed in advance for which sersieeuld be provided to customers in the period imtiately following acquisition. Level 3
did not record deferred revenue for long-term caets in which the acquired company had alreadyivedeconsideration from the customer as
Level 3 does not expect to incur any direct andemental costs associated with these contracts.

Current and Noncurrent Obligations

The fair value of each acquired companytsent liabilities was determined based on the etqubcash flows for the twelve months
following the date of acquisition. Level 3 did mesent value the cash flows as it does not expeqtresent values to be significantly differ
from the gross cash flows.
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(2) Acquisitions (Continued)

The noncurrent obligations assumed in eaduisition, if applicable, have been recordedhairtpresent value using an appropriate
interest rate. The Company has identified certagquaed facilities that it does not expect to aélifor the combined business. The Company
has also revalued the asset retirement obligatbbeach acquired company using Level 3's weightedage cost of capital rather than the
acquired company's weighted average cost of capital

Pro Forma Financial Information

The unaudited financial information in tiable below summarizes the combined results ofaijmers of Level 3 and the acquired
businesses, on a pro forma basis, as though thpardes acquired in 2006 and 2007 had been combimedithe beginning of each of the
periods presented. The pro forma financial infoforats presented for informational purposes onlgt ot indicative of the results of
operations that would have been achieved if theiaitipns had taken place at the beginning of edche periods presented. The pro forma
financial information for all periods presentedlirdes the business combination accounting effedtistorical revenue of the acquired
companies, adjustments to depreciation on acqpiregerty, amortization charges from acquired iniblegassets, restructuring costs and
acquisition costs reflected in the historical staets of operations for periods prior to Level&guisition.

Unaudited Pro Forma
Years ended December 31,

2007 2006

(dollars in millions, except per share data)

Revenue $ 427 $ 4 ,59¢

Loss from Continuing Operatiol $ 1,115 $ (890
Income from Discontinued Operatio — 46
Net Loss $ 1,115 $ (844

Per common shar

Loss from continuing operatiol $ 0.79 $ (0.69)
Income from discontinued operatic — 0.04
Net loss $ 0.79) % (0.65)

Pro Forma Weighted Average Common Shares Outstaifir
thousands 1,518,901 1,284,871

Included in the actual results and pro farfimancial information for the year ended DecenBigr2007 are certain amounts which affect
the comparability of the results, including netsies of $427 million as a result of the early extishments of certain long-term debt, a gain of
$37 million from the partial sale of the Comparig\gestment in Infinera shares, a tax benefit of 82on as a result of recognizing a defer
tax benefit for the reversal of a valuation allowana workforce reduction charge of $11 million &i@ million of termination revenue.

Included in the actual results and pro farfimancial information for the year ended Decenfer2006 are certain amounts which affect
the comparability of the results, including net
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(2) Acquisitions (Continued)

losses of $83 million as a result of the earlymyishments of certain long-term debt, $11 millagnermination revenue, income from
discontinued operations of $46 million, a workforeduction charge of $5 million, and non-cash impant charges of $8 million that
primarily resulted from the decision to terminaggtain information technology projects in the Conmigations business.

The fair value of the assets acquired aediabilities assumed in the Servecast transadsitiased upon a preliminary valuation as of the
acquisition date after reflecting other contracfuaichase price adjustments and is subject to ehduog to further analysis of the assets
acquired and liabilities assumed as well as integrglans. The fair value of assets acquired &tilities assumed in the WilTel, Progress
Telecom, ICG Communications, TelCove, Looking Gl&BN Business and Broadwing transactions are baged final valuations after
reflecting other contractual purchase price adjesits

During the third quarter of 2007, the préhiary valuation for the Servecast acquisition s@asipleted. As a result, the Company recorded
intangible assets for customer relationships toga#i9 million and technology totaling $8 millionaged on the purchase price allocation,
goodwill totaling $30 million was recorded for tBervecast transaction.

During the second and third quarters of72@0e Company recorded purchase price allocatifustments for the Broadwing acquisition
that resulted in a net increase of $1 million todwill. The purchase price allocation adjustmentduded increases in goodwill of $4 million
to record liabilities incurred by Broadwing priar the acquisition and $1 million for additionalrisaction costs; and decreases to goodwill for
the receipt after the acquisition of $4 millionimsurance proceeds related to the settlement ofsamance claim that was made prior to the
acquisition.

In addition, during the fourth quarter &2, the Company recorded purchase price allocatifustments for the Broadwing acquisition
that resulted in a net increase of $98 million dodwill. The adjustments in the fourth quarter 802 included a decrease in the identifiable
intangible assets for Broadwing from $254 millionthe preliminary valuation to $154 million as auk of additional analysis of the estimated
cash flows expected to be generated for the custoanguired in the Broadwing acquisition. The daseein the value of the identifiable
intangible assets for Broadwing increased the gdlbdviginally recorded on the transaction by $1@dlion. In addition, during the fourth
guarter of 2007, there were miscellaneous adjudsrerthe assets and liabilities of Broadwing tiesulted in a net decrease in goodwill of
$2 million. These adjustments included additionah$action costs, adjustments to the original ptgpplant and equipment value and
reductions to accrued severance and other liasliffhe changes resulted in total goodwill of $&.Bllion for the Broadwing acquisition as of
December 31, 2007.

During the second quarter of 2007, the Camgreceived a revised valuation for the CDN Bussrthat indicated a significantly higher
value for the identifiable intangible assets, priflggpatents and customer-related intangible as3dts identifiable intangible assets for the
CDN Business increased from $23 million in the ipnéary valuation to $133 million in the revisedwation as a result of additional analysis
of the estimated cash flows expected to be gertefadm the patents and customers acquired in thi BDsiness acquisition. The increase in
the value of the identifiable intangible assetstfer CDN Business eliminated the $110 million obdwill originally recorded on the
transaction. During the third quarter of 2007, @w@npany received the final valuation report for @@N Business acquisition. The final
valuation report did not result in any changesivaluation of the CDN Business.
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(2) Acquisitions (Continued)

During the third quarter of 2007, the Compaecorded net purchase price allocation adjustsnfen the Looking Glass acquisition total
$2 million related to the impairment of unutilizeghsed facilities assumed in the acquisition. Dythre third quarter of 2007, the Company
completed its analysis of facilities leases acqlirethe Looking Glass acquisition and determirteat tertain facilities under lease have not
been used by the Company since the date of adquisitd would not be used by the Company in theréjtwhile also concluding a settlement
agreement on one of the previously-impaired leaddifngs. The net result of recording these leagmirment adjustments was to increase
other non-current liabilities and certain long-tivassets acquired by $2 million since the fair gadfithe identifiable net assets acquired
exceeds the consideration paid to the former owinettee Looking Glass acquisition.

During the second quarter of 2007, the Camypreceived the final valuation for the ICG Comications acquisition that included revised
valuations for both the identifiable tangible anthingible assets. The fixed assets acquired for@@@munications increased from $10 mill
in the preliminary valuation to $93 million in tfi@al valuation as a result of a detailed analysiphysically identify and estimate the fair va
of the fixed assets acquired. As a result of trengles to the valuation of the fixed assets, theatigin of the identifiable intangible assets
decreased from $49 million in the preliminary vdioa to $18 million in the final valuation.

The adjusted fair values of the assetsiaedjand the liabilities assumed for the compah&sgel 3 acquired in 2006 and 2007 are as
follows.

CDN Looking ICG Progress
Servecast Business Broadwing Glass TelCove Communications Telecom WilTel
(dollars in millions)
Assets:
Cash and cash equivale 1 3 — % 257 $ 3 $ 3 % 6 $ — $ 12¢
Marketable securitie — — 46 — — — — —
Accounts receivabl 1 — 82 8 23 7 3 257
Other current asse — — 19 2 5 2 2 22
Property, plant and
equipment, ne 1 2 23¢ 18E 79€ 93 77 62¢
Goodwill 30 — 1,03¢ — 17¢ 73 30 —
Identifiable intangible asse 17 132 154 9 272 18 36 152
Other asset — — 31 1 — 5 — 26
Total Assets 50 13t 1,86¢ 20€ 1,27¢ 204 14¢ 1,21«
Liabilities:
Accounts payabl 1 1 37 5 21 6 1 204
Accrued payrol — 1 14 1 6 2 1 29
Other current liabilitie: — — 117 9 20 1C 7 61
Current portion of capital
leases — 2 — 3 — 1 —
Long-term debt — — 20< — — — — —
Capital lease — — 22 3 8
Deferred revenue - Acquiret
Company — — 13 1 — 4 — 41
Deferred revenu- Level 3 — — — 2 3) ) 4) 2
Other Liabilities — — 15 30 7 2 — 98
Total Liabilities 4 2 42¢ 44 63 26 14 431
Purchase Pric 46 % 13 % 1,44: % 164 $ 1,21¢  $ 17e  $ 134 ¢ 78¢
| | | | | | | |
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(3) Discontinued Operations
Disposal of Information Services Segment

The Company sold the two businesses, Sodt®@pectrum andi()Structure, that comprised Level 3's informatiorvees segment and
presented the results of operations for those basas as discontinued operations for all perioelsemted.

Software Spectrum

On September 7, 2006, Level 3 sold Softvgrectrum to Insight, a leading provider of infotima technology products and services. In
connection with the transaction, Level 3 receiwadltproceeds of $353 million in cash, consistifig base purchase price of $287 million and
a working capital adjustment of approximately $66iom. The purchase price was subject to workiagital and certain other post-closing
adjustments. During the fourth quarter of 2006,Gleenpany paid $2 million to Insight as the finalrkiag capital adjustment. Level 3
recognized a $33 million gain on the transactiothinthird quarter of 2006 after transaction costs.

The following is the summarized result®pérations of the Software Spectrum business fop#riod from January 1, 2006 through
September 7, 2006 and for the year ended Decemh@085:

January 1,
Through
September 7, Twelve Months
2006 Ended 2005

(dollars in millions)

Revenue $ 1,40C $ 1,89¢
Costs and Expense
Cost of revenu 1,26¢ 1,715
Depreciation and amortizatic 8 10
Selling, general and administrati 111 143
Restructuring and impairment char 1 —
Total costs and expens 1,38¢ 1,87(C
Income from Operatior 11 24
Other Income (Expens 5 (2)
Income Before Income Tax 16 23
Income Tax Expens 3 (©)]
Income from Discontinued Operatio $ 13 3 20

(i )Structure

On November 30, 2005, Level 3 sold$tructure to Infocrossing for proceeds of $85iamllwhich consisted of $82 million in cash and
$3 million of Infocrossing common stock. Level 2ognized a $49 million gain on the transactiorhia fourth quarter of 2005. The cash
purchase price was subject to a post-closing adprst based on actual working capital as of theindpdate that was settled in the fourth
quarter of 2007 for approximately $2 million.

F-26




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(3) Discontinued Operations (Continued)

The following is the summarized result®pérations of the i()Structure business for the eleven months endeciMber 30, 2005:

January 1,
Through
November 30,
2005

(dollars in millions)

Revenue $ 64
Costs and Expense
Cost of revenu 47
Depreciation and amortizatic 8
Selling, general and administrati 9
Total costs and expens 64
Income from Discontinued Operatio $ —

(4) Termination Revenue

The Company recognized termination reveotaing $10 million, $11 million and $133 millian 2007, 2006 and 2005, respectively.
Termination revenue is reported in the same maaséne original service provided.

On March 1, 2005, Level 3 entered into greament with 360networks in which both partieseadrto terminate a 2fear IRU agreemet
Under the new agreement, 360networks returnedaHhefiber originally provided by Level 3. Under tbheginal IRU agreement, signed in
2000, the cash received by Level 3 was deferrechamattized to revenue over the g€ar term of the agreement. As a result of thissaation
Level 3 recognized the unamortized deferred revefapproximately $86 million as non-cash termioatievenue in the first quarter of 2005.

On February 22, 2005, France Telecom an@lL®finalized an agreement to terminate a ddr&rfagreement signed in 2000. Under the
terms of the agreement, France Telecom returnefiltheto Level 3. Under the original IRU agreemehe cash received by Level 3 was
deferred and amortized to revenue over the 204gear of the agreement. As a result of this trarnisact.evel 3 recognized the unamortized
deferred revenue of approximately $40 million as-oash termination revenue in the first quarte2@5.

(5) Restructuring and Impairment Charges
Restructuring Charges

During the period from December 23, 200%tigh December 31, 2007, the Company initiated datiwe workforce reductions expected
to affect approximately 2,200 employees in its R@kmerican communications business related tortegration of businesses acquired since
December 2005. Of the 2,200 employees, approxign28% were expected to be legacy Level 3 emplogedsapproximately 77% were
expected to be employees of acquired businesses.

In December 2005 and during 2006, the Cajpaitiated cumulative workforce reductions expmetto affect approximately 1,200
employees in its North American communications hess
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(5) Restructuring and Impairment Charges (Continued

related to the integration of WilTel Communicatiddsoup, LLC ("WilTel"), Progress Telecom, ICG Commneations, TelCove and Looking
Glass into Level 3's operations. Of the 1,200 eyg®g, approximately 22% were expected to be emetogelegacy Level 3 and 78% were
expected to be employees of the acquired compadégmrately, in January 2005, Level 3 initiated emipleted workforce reductions
affecting 472 employees in the legacy Level 3 bessrthat were not related to integration of acquingsinesses.

In the first quarter of 2007, Level 3 iaittd additional workforce reductions expected techfapproximately 1,000 employees in its North
American communications business related to thegnation of Broadwing and the previous acquisiti@dfthe 1,000 employees,
approximately 25% were expected to be employeésgeicy Level 3 and approximately 75% were expetddik employees of the acquired
companies.

The accounting treatment for the severaosts associated with the workforce reductiongjzeddent on whether those individuals
affected are former employees of the acquired comegaor legacy Level 3 employees. For the periothfdanuary 1, 2006 through
December 31, 2007, the Company had notified oriteated a total of 2,020 employees (729 employedsgafcy Level 3 and 1,291 employees
of acquired businesses) pursuant to integratiomites.

The estimated severance costs earned blpgegs of the acquired companies as of the acuigiiate are included as a liability in the
balance sheet as of the acquisition date. The Coynggoects cumulative severance and related ansigal approximately $60 million for
former WilTel, Progress Telecom, ICG CommunicatioheCove, Looking Glass and Broadwing employeeasiiy the year ended
December 31, 2007, Level 3 paid $32 million of sanee and related costs for these employees mgufticumulative payments from
January 1, 2006 to December 31, 2007 of $51 mifiarseverance and related charges.

The workforce reduction attributable to WéTel integration activity was substantially cotege by the end of 2006. The workforce
reductions attributable to the Progress Telecor® Gmmunications, TelCove and Looking Glass intégmeactivities were substantially
completed in the third quarter of 2007. The workéreductions attributable to the Broadwing intégreactivities are expected to be
substantially completed in 2008.
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(5) Restructuring and Impairment Charges (Continued

An analysis of the liability for the seveca and related activity associated with the irgggn of the 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, 20 765 26
2006 Accruals 44k 12
2006 Change in Estima (277) 8
2006 Payment (547) (19
Balance December 31, 20 38¢€ 11
2007 Accruals 75C 33
2007 Change in Estima (143) 3
2007 Payment (744) (32
Balance December 31, 20 24¢ % 9
.|

Severance costs attributable to legacy L2enployees are recorded as a restructuring eliarthe statement of operations once the
employees are notified that their position willddaninated and the severance arrangements are coitaed to the employee. For the year
ended December 31, 2007, the Company recordedxapyaiely $11 million in restructuring charges fdfegted legacy Level 3 employees. As
of December 31, 2007, the Company had remaininigatidns of $4 million for those legacy Level 3 doyees terminated or notified.

A summary of the restructuring charges ehated activity for legacy Level 3 employees folt

Severance and Relate:
Costs for Legacy Level 3 Employee

Number of Facilities Related
Employees Amount Amount
(in millions) (in millions)
Balance December 31, 20 — 3 — 3 16
2005 Charge 472 15 (@D}
2005 Payment (472 (15 3
Balance December 31, 20 — — 12
2006 Charge 24¢ 5 —
2006 Payment (242) 5) 2
Balance December 31, 20 6 — 10
2007 Charge 481 11 —
2007 Payment (34¢) @) Q)
Balance December 31, 20 13¢ % 4 $ 9




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(5) Restructuring and Impairment Charges (Continued
Impairments

The Company at least annually, or as evantircumstances change that could affect thevesedility of the carrying value of its
communications assets, conducts a comprehensiiewe¥ the carrying value of its communicationsedsgo determine if the carrying amount
of the communications assets are recoverable iordance with SFAS No. 144, "Accounting for the Irinpeent or Disposal of Long-Lived
Assets" ("SFAS No. 144"). For purposes of thiseaniLevel 3 has historically separately evaluat@daation facilities, certain additional
conduits and its communications network (includiegwork equipment, fiber, conduits and customenyse equipment) as these were the
lowest levels with separately identifiable castwidfor grouping of assets. Beginning in 2006, tlen@any stopped evaluating colocation
assets separately and began including them inaimenzinications network asset group due to changéinature of the cash flows from the
delivery of colocation services. The majority o tGompany's colocation customers now purchase sémeices in conjunction with their
colocation services thereby reducing the indepecelefcolocation services cash flows from othevises. In addition, the percentage of
colocation space used to support the network &sseincreased over time. The impairment analysiased on a long-term cash flow forecast
to assess the recovery of the communications asgetdhe estimated useful life of the primary &s8be Company concluded that the assets
were not impaired as of December 31, 2007. Managésnestimate of the future cash flows attributablas long-lived assets and the fair
value of its businesses involve significant assummgt Those estimates are based on management'sams of future results, growth trends
and industry conditions. The impairment analysi®of-lived assets also requires management to etain subjective assumptions and
estimates regarding the expected future use ddioeatiditional conduits included in the networkeaggoup and the expected future use of
certain empty conduit evaluated for impairment safgdy from the network asset group. Managementawittinue to assess the Company's
assets for impairment as events occur or as indostrditions warrant.

The Company recognized $8 million of nostcanpairment charges in 2006. Level 3 recognizech#lion of non-cash impairment
charges as a result of the decision to terminaiggts for certain voice services and certain imfation technology projects in the
communications business which had been previowgitalized. These projects have identifiable cedteh Level 3 can separately evaluate
for impairment. The costs incurred for these prgjeincluding capitalized labor, were impairedtae ¢tarrying value of these projects were no
longer expected to provide future benefit to thenpany. In addition, Level 3 recognized $4 millidmon-cash impairment charges primarily
related to excess land of the communications basiheld for sale in Germany. This charge resulu the difference between the recorded
carrying value and the estimated market value ®idhd. During the third quarter of 2007, the Comypieclassified the excess land in
Germany as property, plant and equipment due téatttehe land had not been sold and was no lobeieg actively marketed for sale.

The Company recognized $9 million of reash impairment charges in 2005 that primarily ltesufrom the decision to terminate proje
for certain voice services and certain informatiechnology projects in the communications busingsish had been previously capitalized.
These projects have identifiable costs which L&vehn separately evaluate for impairment. The dostsred for these projects, including
capitalized labor, were impaired as the carryinige®f these projects were no longer expectedduige future benefit to the Company.
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(6) Loss Per Share

The Company had a loss from continuing afens for each the three years in the period ebsEmmber 31, 2007. Therefore, the effect
of the approximately 315 million, 481 million and&million shares issuable pursuant to the vargmrges of convertible notes outstanding at
December 31, 2007, 2006 and 2005, respectively hatbeen included in the computation of dilutesklper share because their inclusion
would have been anti-dilutive to the computationadldition, the effect of the approximately 55 il 54 million and 59 million stock
options, outperform stock options, restricted stooks and warrants outstanding at December 317,28006 and 2005, respectively, have not
been included in the computation of diluted lossgbere because their inclusion would have bedrddative to the computation.

The following details the loss per sharewations for the Level 3 common stock (dollargmiilions, except per share data):

Year Ended December 31

2007 2006 2005
Loss from Continuing Operatiol $ 1,119 $ (790) $ (707)
Income from Discontinued Operations (2006 al
2005 include gain on sal — 46 69
Net Loss $ 1,119 $ (744 $ (63¢)

Total Number of Weighted Average Commr
Shares Outstanding used to Compute Basic ar
Diluted Earnings Per Share (in thousar 1,517,61i 1,003,25! 699,58¢

Earnings (Loss) Per Share of Level 3 Commor

Stock (Basic and Diluted
Loss from Continuing Operatiol $ 079 $ 0.79 $ (2.0
Income from Discontinued Operatio — 0.0t 0.1C

Net Loss $ 079 $ (0.749 $ (0.9

(7) Disclosures about Fair Value of Financial Instaments
The following methods and assumptions wsexl to determine classification and fair valueBrancial instruments:

Cash and Cash Equivalents

Cash equivalents generally consist of fungested in highly liquid instruments with a matyiof three months or less from the purchase
dates. The securities are stated at cost, whictogjppates fair value.

Marketable and Restricted Securities

At December 31, 2007, marketable securitiesling $9 million consist of an investment iretbommon stock of Infinera Corporation
("Infinera"). In 2005, the Company invested $10liwmil in Infinera and accounted for this investmasing the cost method and included the
investment in
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(7) Disclosures about Fair Value of Financial Instuments (Continued)

long-term other assets. On June 7, 2007, Infinenapteted its initial public offering ("IPO") andsicommon stock began trading publicly on
the NASDAQ Global Market. As a result of the InfiadPO, the Company began classifying the Infinevastment on its balance sheet as a
current marketable security that is available fde ssubject to compliance with applicable U.Sefatlsecurities laws.

The fair value of the Infinera investmestad December 31, 2007 is approximately $9 milliear the year ended December 31, 2007, an
unrealized gain of $7 million was recorded on tineestment in Infinera and is included in Other Coshensive Income (Loss).

On November 5, 2007 the Company sold apprately 80% of its original Infinera investment@art of a secondary equity offering
completed by Infinera. The Company received proseé@pproximately $45 million and recognized angai the sale of $37 million. The
realized gain of $37 million was previously incladas an unrealized gain in Other Comprehensiventiech.oss) at September 30, 2007.

At December 31, 2006, marketable securiitessist of U.S. Treasury securities that wereattarized as held to maturity. These
securities total $235 million and are reflected@asent assets on the consolidated balance shBetcamber 31, 2006.

Restricted securities consist primarilycagh investments that serve to collateralize ouditg letters of credit and certain performance
and operating obligations of the Company.

The cost of the securities used in comgutinrealized and realized gains and losses isrdited by specific identification. Fair values
estimated based on quoted market prices for theities.

The net unrealized holding gains and lofsemarketable securities classified as availéiesale were included in accumulated other
comprehensive income (loss) within stockholdersitgqdeficit). Securities characterized as heldnaturity are stated at cost. The unrealized
holding gains and losses for securities chara&éras held to maturity are not reflected in thesotidated financial statements.

At December 31, 2007 and 2006 the unredlim#ding gains and losses on the marketable dexuwere as follows:

Unrealized Unrealized
Holding Holding Fair
Cost Gains Losses Value

(dollars in millions)

2007

Marketable Securitie:

Equity Securitie—Current $ 2 3 7 % —  $ 9
$ 2 3% 7 % — % 9
| | | [ |

2006

Marketable Securitie:

U.S. Treasury Securiti—Current $ 23 $ — 3 1) $ 234

$ 23 $ — % (1) $ 234
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(7) Disclosures about Fair Value of Financial Instuments (Continued)

The Company recognized $37 million of readi gains from the sale of marketable equity stesrin 2007, $2 million of realized gains
from the sale of marketable equity securities ia@and $2 million of realized losses from the sdlmarketable debt securities in 2005. These
realized gains and losses are reflected in Otleerom the consolidated statement of operationalfqreriods presented.

Maturities for the restricted securitiew@aot been presented, as the types of securitesitaer cash or money market mutual funds that
do not have a single maturity date.

Long-Term Debt

The fair value of long-term debt was estadausing the December 31, 2007 and 2006 averate dfid and ask price for the publicly
traded debt instruments. The CBRE Commercial Mgtgaias not traded in an organized public mannes.fain value of this instrument is
assumed to approximate the carrying value at Deeeib, 2007 as it was secured by underlying asskes9% Convertible Senior Discount
Notes due 2013 included within Lc-Term Debt are not traded in an organized publiomea The fair value of these notes was calculated
using a convertible model, which uses the BlackeBzhvaluation model to value the equity portiorhaf security and bond math to value the
debt portion of the security (using market yieldsother Level 3 traded debt). The 10% Convertildai& Notes due 2011 included within
Long-Term Debt are not traded in an organized pubknner. Level 3 has obtained a market value fdhird party broker for the 10%
Convertible Senior Notes due 2011. The 11.5% Sewates due 2010, Floating Rate Notes due 2011tmndQ.75% Senior Notes due 2011
not actively traded debt instruments. Level 3 tedswtated the estimated fair value of these dedituments using bond math and market yields
on other Level 3 traded debt.

The carrying amount and estimated fair @alof Level 3's financial instruments are as foow

December 31, 2007 December 31, 2006
Carrying Carrying
Amount Fair Value Amount Fair Value

(dollars in millions)

Cash and Cash Equivalel $ 714 $ 714 $ 1,681 $ 1,681
Marketable Securiti—Current 9 9 23t 234
Restricted Cash and Securi—Current 23 23 46 46
Restricted Cash and Securi—Noncurrent 101 101 90 9C
Receivables less allowance for doubtful accountsteNg) 39t 39t 32¢ 32¢
Investments (Note 1: 10 10 14 14
Accounts Payabl 39¢€ 39¢ 391 391
Long-term Debt, including current portion (Note 1 6,864 6,34¢ 7,36% 8,57¢
Interest Rate Swap Liability (Note 1 37 37 — —
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(8) Receivables

Receivables at December 31, 2007 and 2@06 as follows:

Communications Coal Total

(dollars in millions)

2007

Accounts Receivab—Trade $ 40¢ % 6 $ 41t

Allowance for Doubtful Account (20 — (20)

Total $ 38¢ % 6 $ 39t
| [ | |

2006

Accounts Receivab—Trade $ 337 $ 6 $ 342

Allowance for Doubtful Account A7) — 17)

Total $ 32C % 6 $ 32€

The Company recognized bad debt expenselling, general and administrative expenses ofrfillion, $1 million, and less than
$1 million in 2007, 2006 and 2005, respectivelyvéle3 received $2 million, $1 million and $2 milliof proceeds for amounts previously
deemed uncollectible in 2007, 2006 and 2005, reésmde. The Company reduced accounts receivabletlaadllowance for doubtful accounts
by $8 million in 2007 and less than $1 million ioth 2006 and 2005, for the write off of previousdgerved amounts the Company deemed as
uncollectible.

(9) Other Current Assets

At December 31, 2007 and 2006 other curasséts consisted of the following:

2007 2006

(dollars in millions)

Prepaid Asset $ 446 $ 53
Debt Issuance Costs, r 16 18
Other 26 30

$ 88 $ 101

Prepaid assets include insurance, softwaiatenance, rent and right of way costs.
(10) Property, Plant and Equipment, net

Costs associated directly with expansiomsimprovements to the communications network argdaener installations, including
employee related costs, have been capitalizedChimepany generally capitalizes costs associatedmveitivork construction, provisioning of
services and software development. Capitalizedrlahd related costs associated with employees amgact labor working on capital projects
were approximately $102 million, $72 million and1$illion for the years ended December 31, 2000628nd 2005, respectively.

The Company continues to develop businegpat systems required for its business. The eatefirect costs of software, materials and
services, and payroll and payroll related expefresmployees directly associated with the projectirred when developing the business
support systems are
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(10) Property, Plant and Equipment, net (Continued)

capitalized and included in the capitalized cobsva. Upon completion of a project, the total aifghe business support system is amortized
over an estimated useful life of three years.

Land primarily represents owned asseth®@ttbmmunications business, including land improaets

Capitalized business support systems atwiomke construction costs that have not been placasgrvice have been classified as
construction-in-progress within property, plant @ggiipment below.

The cost and accumulated depreciation gbgnty, plant and equipment has been reduced foaitments taken in current and prior years.

At December 31, 2007 and 2006, propergniphnd equipment were as follows:

Accumulated Book
Cost Depreciation Value

(dollars in millions)

December 31, 200

Land $ 234 % 32 ¢ 20z
Facility and Leasehold Improvemen
Communication: 1,85¢ (589) 1,267
Coal Mining 158 (151 2
Network Infrastructurt 5,591 (2,705 3,88¢
Operating Equipmen
Communication: 3,45¢ (2,267) 1,18¢
Coal Mining 72 (64) 8
Furniture, Fixtures and Office Equipme 141 (117 24
Other 27 (24) 3
Constructio-in-Progres: 89 — 89
$ 11,61¢  $ (4949 $ 6,66¢

December 31, 2006

Land $ 214 $ (28) $ 18¢
Facility and Leasehold Improvemen
Communication: 1,692 (482) 1,21(C
Coal Mining 151 (14¢) 3
Network Infrastructurs 5,43( (1,409 4,021
Operating Equipmen
Communication: 2,70¢ (1,799 907
Coal Mining 71 (64) 7
Furniture, Fixtures and Office Equipme 132 (10¢) 26
Other 28 (24) 4
Constructio-in-Progres: 104 — 104
$ 10,52¢ % (4,060 $ 6,46¢
| .|

The value of property, plant and equipnrefdted to the Servecast acquisition is basedpmelaninary valuation. The value of property,
plant and equipment related to the Progress Telecom
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ICG Communications, TelCove, Looking Glass, the CBiiness and Broadwing acquisitions is basedrai fialuations.

During 2006, Level 3 determined that thequkthe Company expects to use its existing fisdonger than the remaining useful life as
originally estimated. As a result, the Company edezl the depreciable life of its existing fibermfr@ years to 12 years. This change in
estimate, effective as of April 1, 2006, was acdedrfor prospectively, in accordance with SFAS N&4 and reduced depreciation expense by
$54 million in 2006. This change in estimate reduloss from continuing operations and net loss % &illion, or approximately $0.05 per
share for the year ended December 31, 2006.

In addition, during 2006, Level 3 determdribat the period the Company expects to use itsieg electronic equipment is longer than the
remaining useful lives as originally estimated.aAsesult, the Company extended the depreciablefifis existing transmission equipment
from 5 years to 7 years and existing IP equipmemhf3 years to 4 years. This change in estimatectdfe as of July 1, 2006, was accounted
for prospectively, in accordance with SFAS No. 1&dd reduced depreciation expense by $26 millid20B6. In addition, this change in
estimate reduced loss from continuing operatiomkraat loss by $26 million, or approximately $0.@8 phare for the year ended December 31,
2006.

Depreciation expense was $838 million i 20652 million in 2006 and $584 million in 2005.
(11) Goodwiill

Goodwill attributable to each of the Comyaracquisitions at December 31, 2007 and 2006asdsllows (dollars in millions):

December 31,

December 31,

2007 2006
Servecas $ 31 $ —
Broadwing 1,03¢ —
TelCove 17¢ 17¢
ICG Communication 73 127
Progress Telecol 30 32
McLeod 40 40
XCOM 30 30

$ 1,421 $ 40¢

| |

The Company segregates identifiable intalegassets acquired in a business combination oodwill. Goodwill is not amortized and 1
carrying amount of the goodwill must be evaluateast annually for impairment using a fair vahased test. An assessment of the carrying
value of goodwill attributable to the communicasdrusiness was performed as of December 31, 2@Dihditated that goodwill was not
impaired.

The preliminary valuation for the Serveasjuisition indicated that the purchase price eded the fair value of the identifiable assets
acquired and liabilities assumed and resulted odgdll of $31 million as of December 31, 2007.
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(11) Goodwill (Continued)

As described in Note 2, the Company reckiveevised valuation report for the CDN Businesthée second quarter of 2007 that resulted
in increased valuations for patents and customate intangible assets and resulted in the elitiinaf the $110 million of goodwill
preliminarily recorded for the CDN Business acdiosi in the first quarter of 2007. During the thgdarter of 2007, the Company received the
final valuation report for the CDN Business acdiosi. The final valuation report did not resultany additional changes to the valuation of the
CDN Business.

The preliminary valuation for the Broadwiagquisition indicated that the purchase price eded the fair value of the identifiable assets
acquired and liabilities assumed and resulted odgdll of $939 million. As described in Note 2, t@®mpany received a final valuation for
Broadwing that resulted in a reduced valuationcfmstomer-related intangible assets and an incteageodwill totaling $100 million in the
fourth quarter of 2007. In addition, the Companydmather purchase price allocation adjustmentthimBroadwing acquisition during 2007
that resulted in a net decrease of $1 million toghodwill recorded for Broadwing.

The final valuation of the assets acquard liabilities assumed in the Looking Glass tratiea indicated that the fair value of the
identifiable net assets acquired exceeded the @deragion paid to the former owners by $22 milliaich reduced the fair value of long-lived
assets acquired in the transaction on a pro-rata.tauring the third quarter of 2007, the Compesgorded net purchase price allocation
adjustments for the Looking Glass acquisition tota2 million related to unutilized leased fadd assumed in the acquisition. The facilities
underlying these leases have not been used bydimp&hy since the date of acquisition and are rasin@d to be used by the Company in the
future. The $2 million adjustment to the purchaseepof Looking Glass was recorded as an increasiee value of the long-lived assets.

The final valuations for the Progress TelacICG Communications and TelCove acquisitionscateéd that the purchase price exceeded
the fair value of the identifiable assets acquaad liabilities assumed and resulted in goodwi80 million, $73 million and $179 million,
respectively. The final valuation for ICG Commurtioas was received in the second quarter of 208@7a fesult of the revisions to the fixed
asset and customer-related intangible asset vahsatiescribed in Note 2, the goodwill recordedanrection with the ICG Communications
acquisition was reduced from $127 million basedhanpreliminary valuation to $73 million based be final valuation.
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(11) Goodwill (Continued)
(12) Other Intangibles, net

Other Intangibles, net attributable to eatthe Company's acquisitions at December 31, 20@i72006 were as follows (dollars in
millions):

Initial Accumulated Book
Fair Value Amortization Value
December 31, 200
Customer Contracts and Relationsh
Servecas $ 9 % — 3 9
CDN Busines: 31 5) 26
Broadwing 154 (14) 14C
Looking Glass 9 2 7
TelCove 258 (41) 21z
ICG Communication 18 5) 13
Progress Telecol 36 8 28
WilTel 12C (33 87
360networks 4 2 2
Sprint 31 (32) —
Genuity 107 (207) —
Trademarks
WilTel 32 — 32
Patents and Developed Technolo
Servecas 8 — 8
CDN Busines: 10z (20 92
Telverse 31 (27) 4
Other 20 — 20
$ %t $ (285) $ 68C
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(12) Other Intangibles, net (Continued)

Initial
Fair Accumulated Book
Value Amortization Value
December 31, 200
Customer Contracts and Relationsh
Looking Glass $ 9 % @ $ 8
TelCove 25¢ (9) 244
ICG Communication 49 2 47
Progress Telecol 36 3 33
WilTel 12C @7 10z
360networks 4 D 3
Sprint 31 (26) 5
Genuity 107 (101 6
Trademarks
WilTel 32 — 32
Technology:
Telverse 31 (22) 1C
Other 20 — 20
$ 69z $ (181) $ 511
| |

The Company segregates identifiable intalegassets acquired in a business combination fooawill. Identifiable intangible assets are
generally amortized (unless the useful life is dateed to be indefinite) and the carrying amounthef identifiable intangible assets must be
evaluated at least annually for impairment usirfigivalue based test. An assessment of the carmatue of identifiable intangible assets
attributable to the communications business wampaed in the fourth quarter of 2007 and indicateat the assets were not impaired.

On July 11, 2007, Level 3 completed theugition of Servecast. In the third quarter of 20i& preliminary valuation of the assets
acquired in the Servecast transaction indicategl@evof $9 million for customer relationships ar@rgillion for technology with lives of 11
and 12 years, respectively.

On January 23, 2007, Level 3 completedadwuisition of the CDN Business. In the first gaadf 2007, the preliminary valuation of the
assets acquired in the CDN Business transactidodtet! a value of $23 million for patents and costorelated intangible assets. As descri
in Note 2, during the second quarter of 2007 then@any received a revised valuation for the CDN Bess that indicated a significant
increase in the value of the identifiable intangiabksets, primarily patents and customer-relatadgible assets. The identifiable intangible
assets for the CDN Business increased from $23omiih the preliminary valuation to $133 million the revised valuation as a result of
additional analysis of the estimated cash flowseeigd to be generated from the patents and custawquired in the CDN Business
acquisition. The increase in the value allocateithéoidentifiable intangible assets for the CDN iBass eliminated the $110 million of good\
recorded on the transaction in the first quarte2Gii7. The estimated useful lives for the patedt@rstomer-related intangible assets range
from four to ten years. The final valuation repdict not result in any additional changes to theigbn of the CDN Business.

On January 3, 2007, Level 3 completed tpisition of Broadwing. A preliminary valuation tife assets acquired in the Broadwing
transaction indicated a value of $254 million fdrolesale and
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enterprise customer-related intangible assets.[l3kad initially assigned an estimated useful diféen years to the customer-related
intangible assets. During June 2007, the Compamptaied a review of the estimated useful liveshef customer-related intangible assets for
the Broadwing acquisition that resulted in a reuncof the estimated useful lives from ten yeara tange of six to eight years. This change in
estimate, effected as of June 1, 2007, was acabdmtg@rospectively and increased amortization egpdy approximately $4 million for the
nine months ended September 30, 2007. Subsequ8aptember 30, 2007, and as described in NoteZ;dmpany received a revised
valuation for Broadwing that indicated a significalecrease in the value of the identifiable custeralated intangible assets. The identifiable
intangible assets for Broadwing decreased from $&itlton in the preliminary valuation to $154 mdl in the revised valuation as a result of
additional analysis of the estimated cash flowseeigd to be generated from the customers acquirdekiBroadwing acquisition. The decre

in customer-related intangibles of $100 millionukésd in a corresponding increase in the goodwibrded on the Broadwing transaction. As a
result of the revised valuation of the customeatesl intangible assets in the fourth quarter of728%e Company also reviewed the estimated
useful lives of the customer-related intangiblestsor the Broadwing acquisition again. The foutiarter 2007 review of the useful lives of
the Broadwing customer-related intangible assetslted in increasing the useful lives from a raafisix to eight years to a range of nine to
twelve years. The increase in the useful lives ftbenanalysis completed in the second quarter @7 20 the analysis completed in the fourth
guarter of 2007 was due to the underlying changdise timing of estimated cash flows expected tgdreerated from the customers acquire
the Broadwing acquisition. Due to the fact thatthkiation of the Broadwing customer-related intalggassets changed significantly in the
revised valuation report, the Company recordethénfourth quarter, a cumulative catch up adjustrteenecognize the amount of amortization
expense that would have been recognized for thgdal based on the revised valuation. This redlite net decrease in amortization expense
of $9 million in the fourth quarter of 2007.

On August 2, 2006, Level 3 completed thguéition of Looking Glass. The final valuationtbe assets acquired in the Looking Glass
transaction as of the acquisition date indicatedledale custometelated intangible assets of approximately $9 onillivith an estimated use’
life of eight years. During June 2007, the Compemmypleted a review of the estimated useful liféhef customer-related intangible assets for
the Looking Glass acquisition that resulted indurgion of the estimated useful life from eight st six years. This change in estimate,
effected as of June 1, 2007, was accounted foppmiiwely, in accordance with SFAS No. 154, anddéased amortization expense by
approximately $1 million for year ended DecemberZ107. In addition, this change in estimate insegldoss from continuing operations and
net loss by $1 million, or less than $0.01 per shior the year ended December 31, 2007.

On July 24, 2006, Level 3 completed theugitjon of TelCove. The final valuation of the essacquired in the TelCove transaction as of
the acquisition date indicated wholesale and eriggrgustomerelated intangible assets of approximately $25%anil with lives ranging fron
nine to thirteen years and other intangible agsfeapproximately $20 million with an indefinite dif During June 2007, the Company compl
a review of the estimated useful lives of the comorelated intangible assets for the TelCove a&itijpm that resulted in a reduction of the
estimated useful lives from a range of nine tot¢iein years to a range of six to eight years. T ge in estimate, effected as of June 1, 2007,
was accounted for prospectively, in accordance %HAS No. 154, and increased amortization expenspproximately $9 million for the
year ended December 31, 2007. In addit
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this change in estimate increased loss from coininaperations and net loss by $9 million, or apprately $0.01 per share, for the year
ended December 31, 2007.

On May 31, 2006, Level 3 completed the &itjon of ICG Communications. A preliminary vali@t of the assets 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 secprditer of 2007 the Company received the finalatibn for both the identifiable tangible
and intangible assets acquired in the ICG Commtinitgacquisition that included revised valuatifomrsthose assets. As a result of the
changes to the valuation of the fixed assets, @hgation of the identifiable intangible assets dased from $49 million in the preliminary
valuation to $18 million in the final valuation. Bog June 2007, the Company completed a review@gstimated useful life of the customer-
related intangible assets for the ICG Communicati@meguisition that resulted in a reduction in thgneated useful life from fifteen years to six
years. This change in estimate, effected as of JuBB807, was accounted for prospectively and @dse amortization expense by less |
$1 million for the year ended December 31, 200&rattking into consideration the reduced valuatibthe ICG Communications customer-
related intangible assets.

On March 20, 2006, Level 3 completed thguésition of Progress Telecom. A final valuationtioé assets acquired in the Progress
Telecom acquisition resulted in a value of $36iorillfor customer-related intangible assets witlestimated useful life of eight years.

On December 23, 2005, Level 3 completechtigpuisition of WilTel. A final valuation of the sets acquired indicated a value of
$152 million for identifiable intangible assets.€eTimtangible assets primarily include customerti@teships and the Vyvx trademark. The final
valuation placed an indefinite life on the Vyvxdeanark and lives ranging from 6 to 11 years forahgtomer relationships.

Intangible asset amortization expense vi&el $nillion, $78 million and $63 million for the ges ended December 31, 2007, 2006 and
2005, respectively.

The amortization expense related to intaleghssets currently recorded on the Company'sdfmsleach of the five succeeding years is
estimated to be the following for the years endeddédnber 31: 2008—$100 million; 2009—$95 million126-$95 million; 2011—
$94 million, 2012—$72 million and thereafter—$172lion.

(13) Other Assets, net

At December 31, 2007 and 2006 other assetsisted of the following:

2007 2006

(dollars in millions)

Debt Issuance Costs, r $ 78 $ 75
Deferred Tax Asse 23 —
Investment: 1C 14
Deposits 12 17
Other 22 22

$ 14t ¢  12¢
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The Company had investments totaling $llGaniand $14 million for the years ended Decentier2007 and 2006, respectively. These
investments are accounted for using the cost method

See Note 14 below for a discussion of é&htance costs included in other assets, net above.
(14) Long-Term Debt

At December 31, 2007 and 2006, long-terist ee&as as follows:

(dollars in millions) 2007 2006

(dollars in millions)

Senior Secured Term Loan due 2014 (7.49 $ 1400 $ —
Senior Secured Term Loan due 2( — 73C
Senior Notes due 2008 (11.0' 20 78
Senior Euro Notes due 2008 (10.7& 5 65
Senior Discount Notes due 20 — 48¢
Senior Euro Notes due 20 — 137
Senior Notes due 201 — 96
Senior Notes due 2010 (11.5' 13 692
Fair value adjustment on Senior Notes due 2 (D) (60)
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2011 (11.88 6 15C
Issue discount on Senior Notes due 2 — 4
Senior Notes due 2013 (12.25 55C 55C
Issue discount on Senior Notes due 2 2 2
Senior Notes due 2014 (9.25' 1,25( 1,25(
Issue premium on Senior Notes due 2 1C 11
Floating Rate Senior Notes due 2015 (9.1 30C —
Senior Notes due 2017 (8.75' 70C —
Convertible Senior Notes due 2010 (2.87¢ 374 374
Convertible Senior Notes due 2011 (5.2¢ 34t 34t
Convertible Senior Notes due 2011 (10.( 27t 88C
Convertible Senior Notes due 2012 (3.t 33t 33t
Convertible Senior Discount Notes due 2013 (9. 29k 27E
Convertible Subordinated Notes due 2009 (6. 362 362
Convertible Subordinated Notes due 2010 (6. 514 514
Commercial Mortgage due 2015 (6.86 69 70
Capital lease 41 23
6,86¢ 7,36

Less current portio (32 (5)

$ 683 $ 7,35i
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(14) Long-Term Debt (Continued)
Debt Exchanges, Conversions, Redemptions and Repurchases
2007 Debt for Equity Exchanges

In January 2007, in two separate transasfibevel 3 completed the exchange of $605 mililioaggregate principal amount of its 10%
Convertible Senior Notes due 2011 for a total of téillion shares of Level 3's common stock. Thersbaf the Company's common stock are
exempt from registration pursuant to Section 3(a)(@er the Securities Act of 1933, as amended.Gdrapany recognized a $177 million |
on extinguishment of debt for the exchanges. Inallid the loss was approximately $1 million of umatized debt issuance costs.

2007 Redemptions and Repurchases

In March 2007, the Company redeemed usas) the entire $722 million of outstanding printg@ount of the following debt issuances
and recognized a loss on extinguishment of debtitgt $54 million on the redemption transactions.

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

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

. Redeemed $138 millior€104 million) of outstanding 11.25% Senior Euro Notieie 2010 at a price equa€101.875 pe
€1,000 of principal amount and recognized a $3%aniloss on extinguishment of debt consisting &38 million cash loss and
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of redemption totéded than $1 million (less
than €1 million).

In March 2007, the respective issuers rgpased using cash, through tender offers, $94lomitlf the outstanding principal amounts of
the following debt issuances and recognized adasaxtinguishment of debt totaling $186 million thie repurchase transactions.

. Repurchased $144 million of its outstanding FlaafRate Senior Notes due 2011 at a price equal,@88Iper $1,000 principi
amount of the notes, which included $1,050 asahddr offer consideration and $30 as a consent @alyrand recognized an
$18 million loss on extinguishment of debt consigtof a $12 million cash loss and $6 million in mwatized debt issuance cc
and unamortized discount. Accrued interest patti@time of repurchase totaled $8 million.

. Repurchased $59 million of its outstanding 11% &eNiotes due 2008 at a price equal to $1,054.28p@&00 principal amount
of the notes, which included $1,024.28 as the teaffer consideration and $30 as a consent payraedtrecognized a
$3 million loss on extinguishment of debt consigtaf a $3 million cash loss and less than $1 mmlirounamortized debt
issuance costs. Accrued interest paid at the tinnepurchase totaled $3 million.
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. Repurchased $677 million of its outstanding 11.5%i& Notes due 2010 at a price equal to $1,115e261,000 principz
amount of the notes, which included $1,085.26 agehder offer consideration and $30 as a consgmhent, and recognized a
$141 million loss on extinguishment of debt consgbf a $78 million cash loss and $63 million imamortized debt issuance
costs and unamortized discount. Accrued interastgiethe time of repurchase totaled $3 million.

. Repurchased $61 million (€46 million) of its outading 10.75% Senior Euro Notes due 2008 at a jpidesl to €1,061.45 per
€1,000 of principal amount of the notes, whichnigd €1,031.45 as the tender offer consideratidr€8@ as a consent
payment, and recognized a $24 million loss on gxiishment of debt consisting of a $24 million ckss and less than
$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of repurchase totiBedhillion (€2 million).

In connection with the tender offers contgdiein the first quarter of 2007, Level 3 and Le®élinancing, Inc. ("Level 3 Financing"), a
wholly owned subsidiary of the Company, obtainedsamts to certain proposed amendments to the teéspewlentures governing the notes
that are subject to the tender offer transacti@ssidbed above to eliminate substantially all ef tbvenants, amend certain repurchase rights,
certain discharge rights and certain events ofulefand related provisions contained in those ihalers.

On February 23, 2007, Level 3 Financing plated a consent solicitation with respect to ¢eranendments to the indenture governing
Level 3 Financing's outstanding 12.25% Senior Ndtes2013 that allowed for the incurrence of detstdal upon a multiple of cash flow
available for fixed charges on a "pro forma" bagisng effect to any acquisition, merger or condation completed prior to February 1, 2007.
Additional debt as permitted under the amendedrnitude was incurred in March 2007. In connectiorhviite consent solicitation, the Comp
paid consent fees totaling approximately $2 milkamich were capitalized as additional debt issuanusts and will be amortized over the
remaining life of the related debt issuances uiegeffective interest method.

2007 Conversion of Broadwing Corporation 3.125% Cowertible Senior Debentures due 2026

On February 17, 2007, Level 3's wholly-odisebsidiary, Broadwing, completed the repurcha$d anillion aggregate principal amount
of Broadwing's outstanding 3.125% Convertible SebBiebentures due 2026 (the "Debentures"). The inglergoverning the Debentures
required Broadwing to make the offer to repurchthseDebentures as a result of the Company's atiquisif Broadwing on January 3, 2007.

As a result of the acquisition, each $1,pfiicipal amount of the Debentures was convertiblihe option of the holder into $492.77 in
cash and 80.789 shares of Level 3 common stockesepting a conversion price equal to the condiiderpayable to Broadwing stockholders
in the acquisition of (i) $8.18 in cash per shar8madwing, multiplied by 60.241, and (ii) 1.344&kares of Level 3 common stock, multiplied
by 60.241. Additionally, as a result of the acdiosi, a make-whole premium was payable on Debesttoaverted prior to February 17, 2007,
consisting of (i) 14.969 additional shares of Le¥&lommon stock and (ii) an additional $91.31 ishcper $1,000 principal amount of
Debentures.

Holders owning $179 million aggregate pipat amount of the Debentures converted those Diabeninto a total of approximately
17 million shares of Level 3 common stock and ats®ived
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approximately $105 million in cash. As a resultltdse conversions and the repurchase discussed,asouf February 17, 2007, the
Debentures are no longer outstanding. There wagimoor loss recognized due to the fact that, updechase accounting, the liability for the
notes was valued at the total cost to retire tHigation.

2006 Debt Exchange

On January 13, 2006, the Company completiedte exchange offers to exchange a portionsoditstanding 9.125% Senior Notes due
2008, 11% Senior Notes due 2008 and 10.5% Sengmobit Notes due 2008 (together the "2008 Notési)were held by eligible holders i
private placement for cash and new 11.5% SenioedNdtie 2010. The Company issued $692 million aggegyincipal amount of 11.5%
Senior Notes due 2010 as well as paid $46 milliocash consideration in exchange for the 2008 Nigtiedered in the transactions. The
Company also paid approximately $13 million in céshtotal accrued interest to the closing datelen2008 Notes that were accepted for
exchange.

Pursuant to the guidance in EITF No. 96-D&btor's Accounting for a Modification or Exchangf Debt Instruments” ("EITF No. 96-
19"), the Company accounted for the exchange 09th25% Senior Notes due 2008 and the 11% SenitadNtue 2008 as an extinguishment
of debt and recognized a gain of approximately $#lion in Other Income in the first quarter of Z00The gain was determined using the fair
value of the new 11.5% Senior Notes due 2010 dtirte of issuance. The fair value of the 11.5% BeNiotes due 2010 was approximately
$73 million less than the face amount of the d&he accretion of the $73 million discount will keflected as interest expense in future periods
using the effective interest method. The 11.5% &@eXbtes due 2010 were recorded at their fair vatluéhe transaction date and will accret
their face value at maturity. Premiums paid to badbf the 9.125% Senior Notes due 2008 and the 3d84r Notes due 2010 of $41 million
reduced the gain on extinguishment of debt.

In accordance with EITF No. 96-19, the exuie of the 10.5% Senior Discount Notes due 20G8ageounted for as a modification of the
existing debt. The premiums paid to the holderthefl0.5% Senior Discount Notes due 2008 of $5anilvere added to the existing debt
issuance costs and will be amortized over the te#rthe 11.5% Senior Notes due 2010.

The Company incurred approximately $5 wiillof third party costs associated with the exckamgnsaction. The costs were allocated to
each tranche of debt based on the amount tenderedd¢hange. The $4 million of fees allocated ®t125% Senior Notes due 2008 and the
11% Senior Notes due 2008 were capitalized andbsitimortized to interest expense over the tertheofespective notes. The $1 million of
costs allocated to the 10.5% Senior Discount Ndtes2008 were expensed in the first quarter of 2006

The principal amount of 2008 Notes tendéseskt forth in the table below (dollars in mitig).

Aggregate Aggregate
Principal Amount Principal Amount
Outstanding Aggregate of Old Notes that Total Cash
Before Principal Amount Remained Premium

2008 Notes Exchanged Exchange Offers Tendered Outstanding Payment
9.125% Senior Notes due 20 $ 954 $ 55¢ $ 3% $ 36
11% Senior Notes due 20! 132 54 78 5
10.5% Senior Discount Notes d 144 82 62 5

2008
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The exchange offers were made only to fjedlinstitutional buyers and institutional accttediinvestors inside the United States and to
certain non-U.S. investors.

The 11.5% Senior Notes are senior unseasigations of the Company, ranking equal in righpayment with the old notes not
tendered in the exchange offers as well as allratbrior unsecured obligations of the Company. Th&% Senior Notes due 2010 mature on
March 1, 2010, and bear interest at a rate perraregual to 11.5%. Interest on the notes is payalelarch 1 and September 1 of each year,
beginning on September 1, 2006. The Company maeracome or all of the 11.5% Senior Notes due 2050y time on or after March 1,
2009, at 100% of their principal amount plus acdrimerest. As described above, on March 15, 28@7Company repurchased $677 million
of its outstanding 11.5% Senior Notes due 2010.

The Company's exchange offer registrattatesent for these notes was declared effectidysecurities and Exchange Commissiol
August 8, 2006 and the exchange offer relatindpésé¢ notes was subsequently completed.

2006 Debt Tenders and Redemptions

On July 13, 2006, Level 3 redeemed altobutstanding 9.125% Senior Notes due 2008 ar&®d Genior Discount Notes due 2008
remaining after the debt exchange completed onaigril8, 2006, described above. Aggregate princgadl,premium and accrued interest
totaled $470 million.

The 9.125% Senior Notes due 2008 were raddet a redemption price equal to 100% of thecjpél amount of those notes plus accr
and unpaid interest. The aggregate principal amol@1125% Senior Notes due 2008 that were redeavasds398 million. The 10.5% Senior
Discount Notes due 2008 were redeemed at a redemgtice equal to 101.75% of the principal amoumhaturity of those notes plus accrued
and unpaid interest. The aggregate principal amaumtaturity of 10.5% Senior Discount Notes due@tiat were redeemed was $62 million.

On December 27, 2006, Level 3 Financinglpased for cash $497 million in total principal ambof its 10.75% Senior Notes due 2011,
representing approximately 99.3% of the aggregateipal amount outstanding of all 10.75% Senioté¢éoDue 2011. Holders of the 10.75%
Senior Notes due 2011 validly tendered and accdptguurchase by Level 3 Financing received $1,29er $1,000 principal amount of the
these notes, which included $1,062.21 as the psecpace and $30.00 as a consent payment. Leviela®i&ing paid in cash approximately
$528 million to purchase the 10.75% Senior Notes 211 as well as a $15 million consent payment®dridmillion for total accrued interest
to the closing date of the tender offer. The Comngpacorded a $54 million net loss on the earlyreggishment of the debt, including
unamortized debt issuance costs of $8 million.

Debt Issuances and Refinancings
2007 Senior Note Issuance

On February 14, 2007, Level 3 Financingégss$700 million of its 8.75% Senior Notes due 2ahd $300 million of its Floating Rate
Senior Notes due 2015 and received net procee®88& million. The proceeds from these private afigs were used to refinance certain
Level 3 Financing debt and to fund the cost of tmsion, installation, acquisition, lease, devefegmt and improvement of other assets to be
used in Level 3's communications business. Segadletbdescription of the notes below.
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2007 Senior Secured Credit Agreement Refinancing

In March 2007, Level 3 Financing refinan@sdsenior secured credit agreement and receigefdroceeds of $1.382 billion. The proceeds
from this transaction were used to repay the exgs$i730 million Senior Secured Term Loan due 20id ather debt. The effect of this
transaction was to increase the amount of senacured 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 this transacteated to unamortized debt issuance costs. Setadededescription of the Senior Secured
Term Loan due 2014 below.

2007 Interest Rate Swaps

Level 3 has floating rate long-term debite3e obligations expose the Company to variahiliipterest payments due to changes in
interest rates. If interest rates increase, intengsense increases. Conversely, if interest ddesease, interest expense also decreases. On
March 13, 2007, Level 3 Financing entered into imterest rate swap agreements to hedge the infgagsients on $1 billion notional amount
of floating rate debt. The two interest rate swgpeaments are with different counterparties andar$500 million each. The transactions
were effective beginning April 13, 2007 and matoneJanuary 13, 2014. Under the terms of the inteads swap transactions, Level 3 recei
interest payments based on rolling three month IRBE€rms and pays interest at the fixed rate of%.88der one arrangement and 4.92%
under the other. Level 3 has designated the irttesitss swap agreements as a cash flow hedge onténest payments for $1 billion of floating
rate debt. Level 3 evaluates the effectiveneshehedge on a quarterly basis. The Company doesntert into derivative instruments for any
purpose other than cash flow hedging.

The fair value of the interest rate swapeagents was a liability of $37 million as of Dedrn31, 2007. For the year ended Decembe
2007, unrealized losses of $37 million were recdrole the interest rate swap agreements and aredgntin Other Comprehensive Income
(Loss). The change in the fair value of the interate swap agreements is reflected in Other Congmrgive Income (Loss) due to the fact that
the interest rate swap agreements are designatedeftective cash flow hedge of $1 billion notibamount of the Company's floating rate
debt.

2006 Amendment and Restatement of Credit Facility

On June 27, 2006, Level 3 Financing ameraaedrestated its existing $730 million senior sedicredit facility (see Senior Secured Te
Loan due 2011 below) to reduce the interest ragalga under the agreement by 400 basis points,fintité pre-payment provisions and make
other specified changes.

The amendment of the credit facility wasated as an extinguishment of the existing deltLiment due to the significant change in
lenders of the debt in accordance with EITF No1967The fair value of the amended and restatedtdiility approximated the carrying
value of the original credit facility as the intsteate of the amended and restated credit facipgyroximated current market rates. As part of
the transaction, Level 3 Financing paid a prepayrpeemium of approximately $42 million to existidgbt holders. The prepayment premium
along with the unamortized deferred debt issuansésmf $13 million from the original offering, werecognized as a loss on the
extinguishment of debt in the second quarter o620le Company also incurred
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$11 million of third party costs to complete thiartsaction. These costs were reflected as defdeletissuance costs and will be amortized to
interest expense over the term of the debt usiagtlective interest method.

As described above, in March 2007, the Camgprefinanced its senior secured credit agreeaahrepaid the $730 million Senior
Secured Term Loan due 2011.

Capital Leases

As part of the Broadwing transaction cortgileon January 3, 2007, the Company now includés financial statements certain capital
lease obligations of Broadwing totaling $24 milljoalated primarily to a metro fiber IRU agreemdrtie capital leases mature at various dates
through 2022.

Debt I nstruments
At December 31, 2007, Level 3 was in coanpde with the covenants on all outstanding debgisses.
Senior Secured Term Loan due 2014

On March 13, 2007, Level 3, as guaranterdl 3 Financing, as borrower, Merrill Lynch Capffarporation, as administrative agent and
collateral agent, and certain other agents andiodenders entered into a Credit Agreement, puntsisewhich the lenders extended a
$1.4 billion senior secured term loan ("Senior $edurerm Loan due 2014") to Level 3 Financing. Téren loan matures on March 13, 2014
and has an interest rate of LIBOR plus an appleafdrgin of 2.25% per annum. The borrower has phiem of electing one, two, three or six
month LIBOR at the end of each interest rate period

Interest on the Senior Secured Term Loan2014 accrues at the elected LIBOR rate plus 2 2&%&annum and is payable in cash at the
end of each LIBOR period elected in arrears, begmduly 13, 2007, provided that in the case akarsnth interest period, interim interest
payments are required at the end of the first thresths. The interest rate was 7.493% at Decenthe2@7. See discussion of the interest
swap agreements earlier in this footnote.

Level 3 Financing's obligations under tieisn loan are, subject to certain exceptions, sethy certain assets of the Company and certair
of the Company's material domestic subsidiariesdt@engaged in the telecommunications busindss Cbmpany and these subsidiaries have
also guaranteed the obligations of Level 3 Finagncinder the Senior Secured Term Loan due 2014nBhnie second quarter of 2007, Level 3
Communications, LLC and its material domestic sdilbbsies obtained all material governmental auttadiins and consents required in order
for them to pledge certain of their assets andantaee the Senior Secured Term Loan due 2014. Térugiee was entered into by Level 3
Communications, LLC and its material domestic sdilasies on June 28, 2007.

The Senior Secured Term Loan due 2014 dedicertain negative covenants which restrict Hil@yaof the Company, Level 3 Financing
and any restricted subsidiary to engage in ceddiivities. The Senior Secured Term Loan due 204@l @ontains certain events of default. It
does not require the Company or Level 3 Finanaingaintain specific financial ratios or other ficéal metrics.

Level 3 used a portion of the original pedceeds after transaction costs to repay Levéh&@n€ing's $730 million Senior Secured Term
Loan due 2011 under that certain credit agreement
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dated June 27, 2006. In addition, Level 3 usedragooof the net proceeds to fund the purchasesdbin of its existing debt securities.

Debt issuance costs of $18 million wereitediped and are being amortized to interest expaver the term of the Senior Secured Term
Loan due 2014 using the effective interest method.

11% Senior Notes due 2008

In February 2000, Level 3 Communicatioms, received $779 million of net proceeds, aftansaction costs, from a private offering of
$800 million aggregate principal amount of its 1$&nior Notes due 2008 ("11% Senior Notes"). As ef&nber 31, 2007 a total of
$780 million aggregate principal amount of the 1%&#ior Notes had been repurchased. Interest amties accrues at 11% per year and is
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T% Senior Notes are senior,
unsecured obligations of Level 3 Communications,, Irankingpari passwwith all existing and future senior debt. The 11&hni6r Notes
cannot be prepaid by Level 3 Communications, lkwed mature on March 15, 2008.

In March 2007, the Company repurchasedriiitbn of its outstanding 11% Senior Notes due @0 a price equal to $1,054.28 per
$1,000 principal amount of the notes, which incii®&,024.28 as the tender offer consideration &des a consent payment, and recognized
a $3 million loss on extinguishment of debt conisgsbf a $3 million cash loss and less than $liamlin unamortized debt issuance costs.
Accrued interest paid at the time of repurchasaledt$3 million.

Debt issuance costs of $21 million wergioally capitalized and are being amortized toresgé expense over the term of the 11% Senior
Notes. As a result of amortization and debt repasel, the capitalized debt issuance costs haveréeéeced to less than $1 million
December 31, 2007.

10.75% Senior Euro Notes due 2008

In February 2000, Level 3 Communicatioms, received €488 million ($478 million when issyefinet proceeds, after debt issuance
costs, from an offering of €500 million aggregatmpipal amount 10.75% Senior Euro Notes due 2008.75% Senior Euro Notes").

In March 2007, the Company repurchasedriiion (€46 million) of its outstanding 10.75% SenEuro Notes due 2008 at a price equal
to €1,061.45 per €1,000 of principal amount ofrib&es, which included €1,031.45 as the tender efiesideration and €30 as a consent
payment, and recognized a $24 million loss on exiishment of debt consisting of a $24 million clss and less than $1 million in
unamortized debt issuance costs. Accrued inteeddtat the time of repurchase totaled $3 millio2 gllion).

As of December 31, 2007, a total of €498iom aggregate principal amount of the 10.75% 8eRuro Notes had been repurchased.
Interest on the notes accrues at 10.75% per yehisgrayable in Euros semi-annually in arrears @ndi 15 and September 15 each year
beginning on September 15, 2000. The 10.75% Séniny Notes are not redeemable by Level 3 Commuboitstinc. prior to their maturity
on March 15, 2008. Debt issuance costs of €12anillvere originally capitalized and are being amzediover the term of the 10.75% Senior
Euro Notes. As a result of amortization and deptirehases, the net capitalized debt issuance lsagésbeen reduced to less than €1 million at
December 31, 2007
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The 10.75% Senior Euro Notes are senigecured obligations of the Company, ranking passpawith all existing and future senior
debt.

12.875% Senior Discount Notes due 2010

In February 2000, Level 3 Communicatioms, kold in a private offering $675 million aggrégarincipal amount at maturity of its
12.875% Senior Discount Notes due 2010 ("12.875#08®iscount Notes"). The sale proceeds of $360anj excluding debt issuance co
were recorded as long-term debt. As of Decembe2@06, a total of $187 million aggregate principalount at maturity of the 12.875%
Senior Discount Notes had been repurchased.

In March 2007, the Company redeemed therging $488 million of outstanding 12.875% Seniatds due 2010 at a price equal to
102.146% of the principal amount and recognized2$illion loss on extinguishment of debt consigtof a $10 million cash loss and
$2 million in unamortized debt issuance costs. Aedrinterest paid at the time of redemption totéded than $1 million.

Debt issuance costs of $9 million were ioadly capitalized and were being amortized toriest expense over the term of the 12.875%
Senior Discount Notes. As a result of amortizaiod debt repurchases, the capitalized debt issuaste have been reduced to zero at
December 31, 2007.

11.25% Senior Euro Notes due 2010

In February 2000, Level 3 Communicatioms, received €293 million ($285 million when issyefinet proceeds, after debt issuance
costs, from an offering of €300 million aggregatmpipal amount 11.25% Senior Euro Notes due 2010.25% Senior Euro Notes").

In March 2007, the Company redeemed theiging $138 million (€104 million) of outstandind.25% Senior Euro Notes due 2010 at a
price equal to €101.875 per €1,000 of principal ant@nd recognized a $39 million loss on extingoisht of debt consisting of a $38 million
cash loss and $1 million in unamortized debt issearosts. Accrued interest paid at the time of rgaton totaled less than $1 million (less
than €1 million).

Debt issuance costs of €7 million were ioafly capitalized and were being amortized overtdrm of the 11.25% Senior Euro Notes. As
a result of amortization and debt repurchases;dpéalized debt issuance costs have been redocestd at December 31, 2007.

11.25% Senior Notes due 2010

In February 2000, Level 3 Communicatioms, received $243 million of net proceeds, aftansaction costs, from a private offering of
$250 million aggregate principal amount of its BE@Senior Notes due 2010 ("11.25% Senior NotesS)oPDecember 31, 2006, a total of
$154 million aggregate principal amount of the 5%@2Senior Notes had been repurchased.

In March 2007, the Company redeemed theirimg $96 million of outstanding 11.25% Senior &tlue 2010 at a price equal to
101.875% of the principal amount and recognize8 anflion loss on extinguishment of debt consistafg $2 million cash loss and $1 milli
in unamortized debt issuance costs. Accrued irntpagd at the time of redemption totaled less thamillion.

Debt issuance costs of $7 million were ioadly capitalized and were being amortized tories¢ expense over the term of the 11.25%
Senior Notes. As a result of amortization and deptirchases, the capitalized debt issuance coststieen reduced to zero at December 31,
2007.
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11.5% Senior Notes Due 2010

In January 2006, Level 3 Communications, lssued $692 million aggregate principal amodiritsol1.5% Senior Notes due 2010 in
connection with the private exchange offers foogtipn of its outstanding 9.125% Senior Notes dde& 11% Senior Notes due 2008 and
10.5% Senior Discount Notes due 2008 as describedesfor the 2006 Debt Exchange. The fair valuthefl1.5% Senior Notes due 2010 was
approximately $73 million less than the face amafrthe debt. The accretion of the $73 million disat will be reflected as interest expens
future periods using the effective interest methidte 11.5% Senior Notes due 2010 were recorddtkatfair value on the transaction date :
will accrete to their face value at maturity.

The 11.5% Senior Notes are senior unseasigations of the Company, ranking equal in righpayment with the old notes not
tendered in the exchange offers as well as allra@érior unsecured obligations of the Company. Th&% Senior Notes due 2010 mature on
March 1, 2010, and bear interest at a rate perraregual to 11.5%. Interest on the notes is payablelarch 1 and September 1 of each year,
beginning on September 1, 2006. The Company maeracsome or all of the 11.5% Senior Notes due 2050y time on or after March 1,
2009, at 100% of their principal amount plus acdrinterest.

In March 2007, the Company repurchased $giflibn of its outstanding 11.5% Senior Notes @040 at a price equal to $1,115.26 per
$1,000 principal amount of the notes, which incii®&,085.26 as the tender offer consideration &@des a consent payment, and recognized
a $141 million loss on extinguishment of debt cstisg of a $78 million cash loss and $63 milliorumamortized debt issuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $3 million. As of Decem®1, 2007, a total of $13 million
aggregate principal amount remains outstanding.

Debt issuance costs of $11 million wergiodlly capitalized and were being amortized teliast expense over the term of the 11.5%
Senior Notes due 2010. As a result of amortizadiot debt repurchases, the capitalized debt issuaste have been reduced to less than
$1 million at December 31, 2007.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing recei$d86 million of net proceeds from a private plaeetoffering of $500 million aggregate
principal amount of its 10.75% Senior Notes due12(310.75% Senior Notes"). As of December 31, 2@0&tal of $497 million aggregate
principal amount of the 10.75% Senior Notes hachlvedeemed. Interest on the notes accrues at 1(péb%Year and is payable in arrears on
April 15 and October 15 each year in cash. Thesesrare guaranteed by Level 3 Communications, L€ laevel 3 Communications, Inc.
(See Note 21).
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The 10.75% Senior Notes are subject tomgdien at the option of Level 3 Financing, in wholein part, at any time or from time to time
on or after October 15, 2007, plus accrued andidripterest thereon to the redemption date, if eded during the twelve months beginning
October 15, of the years indicated below:

Year Redemption Price

2007 105.37"%
2008 102.68%%0
2009 and thereafte 100.00(%

In connection with the tender offer anditet! consent solicitation on December 27, 2006eL&WFinancing entered into a Supplemental
Indenture, which modified the original indenturdethas of October 1, 2003 ("10.75% Note Indentu@¥jong Level 3, as Guarantor, Level 3
Financing, as issuer, and The Bank of New Yorkl rastee, relating to the 10.75% Notes. Pursuatitdéc&supplemental Indenture, the 10.75%
Note Indenture was amended to eliminate substinéHlof the covenants, certain repurchase rigimd certain events of default and rele
provisions contained in the 10.75% Note Indenture.

The 10.75% Senior Notes are senior, ungecolligations of Level 3 Financing, rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Financing.

Debt issuance costs of $14 million wergioally capitalized and are being amortized toregé expense over the term of the 10.75%
Senior Notes. As a result of amortization and #purchase transaction, the capitalized debt issuensts have been reduced to less than
$1 million at December 31, 2007.

Floating Rate Senior Notes due 2011

On March 14, 2006, Level 3 Communicatidns,, as guarantor and Level 3 Financing, as bogrpentered into an indenture with the
Bank of New York, as trustee, and issued $150 onlaggregate principal amount of floating rate @enotes due 2011 ("Floating Rate Senior
Notes due 2011") in a private offering. After traoson costs, the Company received net proceedsiassd with this offering of $142 milliol

In March 2007, the Company repurchased $iiltbn of its outstanding Floating Rate SeniortBdue 2011 at a price equal to $1,080
per $1,000 principal amount of the notes, whicltiuded $1,050 as the tender offer considerationf@tdas a consent payment, and recognized
an $18 million loss on extinguishment of debt cetiisg of a $12 million cash loss and $6 millioruimamortized debt issuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $8 million.

As of December 31, 2007, a total of $6 imnllaggregate principal amount remains outstandihg.Floating Rate Senior Notes due 2011
rank equal in right of payment with all other seniosecured obligations of Level 3 Financing angehan initial interest rate equal to the six
month London Interbank Offered Rate ("LIBOR"), pfu875%, which will be reset semi-annually. Intéi@s the notes is payable on March 15
and September 15 of each year, beginning on Septehh 2006. The interest rate was 11.88% at DeeeBih 2007. The Floating Rate Se
Notes due 2011 were priced at 96.782% of par afidnature on March 15, 2011. The discount, afterdkbt repurchase
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less than $1 million and is reflected as a redndtidongterm debt and is being amortized as interest expewner the term of the Floating R
Senior Notes due 2011 using the effective interethod. These notes are guaranteed by Level 3 Coinaiions, Inc. and Level 3
Communications, LLC (See Note 21).

The Floating Rate Senior Notes due 201kabgect to redemption at the option of Level 3dficing in whole or in part, at any time or
from time to time, on or after March 15, 2008 a tedemption prices (expressed as a percentageoipal amount) set forth below, plus
accrued and unpaid interest thereon to the redemgtte, if redeemed during the twelve months beginMarch 15, of the years indicated
below:

Year Redemption Price

2008 102.(%
2009 101.(%
2010 100.(%

Debt issuance costs of $3 million were dizied and are being amortized over the term @Rloating Rate Senior Notes due 2011 using
the effective interest method. As a result of aiation and the debt repurchase, the capitalizétlidsuance costs have been reduced to less
than $1 million at December 31, 2007.

12.25% Senior Notes due 2013

On March 14, 2006, Level 3 Communicatidns,, as guarantor and Level 3 Financing, as bogrpentered into an indenture with the
Bank of New York, as trustee, and issued $250 omliggregate principal amount of 12.25% seniorsndtes 2013 ("12.25% Senior Notes due
2013") in a private offering.

On April 6, 2006, the Company issued $30ilan aggregate principal amount of 12.25% Semiotes due 2013 in a private offering.
These notes together with the $250 million aggregaincipal amount of 12.25% Senior Notes due 2843ed on March 14, 2006 are treated
under the same indenture as a single series oé.nbibe Company received net proceeds of $538 millEsociated with the 12.25% Senior
Notes due 201

The 12.25% Senior Notes due 2013 are semnisecured obligations of Level 3 Financing, ragkeéqual in right of payment with all other
senior unsecured obligations of Level 3 Financiitgese notes are guaranteed by Level 3 Communicatioa. and Level 3
Communications, LLC (See Note 21). The notes wédtune on March 15, 2013. Interest on the notesuascat 12.25% per year and is payable
on March 15 and September 15 of each year, begjronirSeptember 15, 2006. The $250 million of 12.Z&86ior Notes due 2013 issued on
March 14, 2006 were priced at 96.618% of par. T3@03illion of 12.25% Senior Notes due 2013 issoed\pril 6, 2006 were priced at 10Z
of par. The resulting net discount for the two &stes of approximately $2 million is reflected agduction in long-term debt and is being
amortized as interest expense over the remainmg ¢éthe 12.25% Senior Notes due 2013 using tfeetfe interest method.

The 12.25% Senior Notes due 2013 are sutgeedemption at the option of Level 3 Finandimgvhole or in part, at any time or from
time to time, on or after March 15, 2010 at theeragdtion prices (expressed as a percentage of paihamount) set forth below, plus accrued
and unpaid
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interest thereon to the redemption date, if redekbduging the twelve months beginning March 15 hef years indicated below:

Year Redemption Price

2010 106.12%
2011 103.06%
2012 100.00(%

The 12.25% Senior Notes due 2013 contaiaicecovenants, which among other things, limditidnal indebtedness, dividend payme
certain investments and transactions with affifate

Debt issuance costs of approximately $1llianiwere capitalized and are being amortized dkierterm of the 12.25% Senior Notes due
2013. As a result of amortization, the capitalidetht issuance costs have been reduced to $10malliDecember 31, 2007.

9.25% Senior Notes Due 2014

On October 30, 2006, Level 3 Communicatidns., as guarantor and Level 3 Financing, Inda@sower, received $588 million of net
proceeds after transaction costs, from a privéesiofy of $600 million aggregate principal amouhits 9.25% Senior Notes due 2014 ("9.25%
Senior Notes Due 2014"). On December 13, 2006, IL2@ommunications, Inc., as guarantor and Leveinzncing, Inc. as borrower, recei\
$661 million of net proceeds after transaction €@std accrued interest, for a second offering 80%@illion aggregate principal amount of
9.25% Senior Notes due 2014. These notes togeittethe $600 million aggregate principal amoun®d5% Senior Notes due 2014 issue:
October 30, 2006 were issued under the same indeatd will be treated as a single series of ndtee.Company received total net proceeds
of $1.239 billion (excluding prepaid interest).

The 9.25% Senior Notes due 2014 are semsecured obligations of Level 3 Financing, rankeéqgal in right of payment with all other
senior unsecured obligations of Level 3 Financiitgese notes are guaranteed by Level 3 Communicatioo. (See Note 21). The notes will
mature on November 1, 2014. Interest on the 9.26860% Notes Due 2014 accrues at 9.25% interesgqrarand is payable semi-annually in
cash on May 1 and November 1 beginning May 1, 200€.$600 million of 9.25% Senior Notes due 2054ésl on October 30, 2006 were
priced at par. The $650 million of 9.25% Senior &ntlue 2014 issued on December 13, 2006 were micHll.75% of par plus accrued
interest from October 30, 2006, representing amcéffe yield of 8.86% to the purchasers of thesdosenotes. The resulting premium of the
two issuances of approximately $11 million is refésl as an increase to loterm debt and is being amortized as a reductiontévest expens
over the remaining term of the 9.25% Senior Notes 2014 using the effective interest method. ABefember 31, 2007, the premium
remaining was approximately $10 million.

A portion of the proceeds were used to eed&497 million of the Company's 10.75% Senior N@ee 2008 on December 27, 2006.

The 9.25% Senior Notes Due 2014 are subjertdemption at the option of Level 3 Financingvhole or in part, at any time or from ti
to time, on or after November 1, 2010 at the redempprices (expressed as a percentage of prinaipalunt) set forth below, plus accrued and
unpaid
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interest thereon to the redemption date, if redektuging the twelve months beginning November lthefyears indicated below:

Year Redemption Price

2010 104.62%
2011 102.31%
2012 100.00(%

At any time or from time to time on or prto November 1, 2009, Level 3 Financing may redegno 35% of the original aggregate
principal amount of the 9.25% Senior Notes Due 2814 redemption price equal to 109.25% of thegiad amount of those notes so
redeemed, plus accrued and unpaid interest théifemmy) to the redemption date (subject to thétrigf holders of record on the relevant re«
date to receive interest due on the relevant iatgr@yment date), with the net cash proceeds boméd to the capital of Level 3 Financing of
one or more private placements to persons otheraffdiates of Level 3 or underwritten public offegs of common stock of Level 3 resulting,
in each case, in gross proceeds of at least $10i@min the aggregate; provided, however, thdeast 65% of the original aggregate principal
amount of the 9.25% Senior Notes Due 2014 wouldarerautstanding immediately after giving effecstech redemption. Any such
redemption shall be made within 90 days of suchapei placement or public offering upon not les$1tB@ nor more than 60 days' prior notice.

The 9.25% Senior Notes due 2014 contaitaitecovenants, which among other things, limititddal indebtedness, dividend payments,
certain investments and transactions with affiate

Debt issuance costs of approximately $28aniwere capitalized and are being amortized dkierterm of the 9.25% senior Notes Due
2014. As a result of amortization, the capitalidetht issuance costs have been reduced to $21malliDecember 31, 2007.

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

On February 14, 2007, Level 3 Financingieed $982 million of net proceeds after transactiosts, from a private offering of
$700 million aggregate principal amount of its 8&5enior Notes due 2017 (the "8.75% Senior Noi@st)) $300 million aggregate principal
amount of its Floating Rate Senior Notes due 2@1& 2015 Floating Rate Senior Notes"). The 8.75%i& Notes and the 2015 Floating F
Senior Notes are senior unsecured obligations w&lL® Financing, ranking equal in right of paymeiith all other senior unsecured obligati
of Level 3 Financing. Level 3 Communications, land Level 3 Communications, LLC have guaranteedtfi®8% Senior Notes and the 2015
Floating Rate Senior Notes. Interest on the 8.78%id Notes accrues at 8.75% interest per yearsapayable semi-annually in cash on
February 15th and August 15th beginning Augus20®,7. The principal amount of the 8.75% Senior Notdl be due on February 15, 2017.
Interest on the 2015 Floating Rate Senior Notesuascat LIBOR plus 3.75% per annum, reset semi-ahn he interest rate was 9.15% at
December 31, 2007. Interest on the 2015 Floatirtg Ranior notes is payable semi-annually in cashedmmuary 15th and
August 15th beginning August 15, 2007. The prinkcgraount of the 2015 Floating Rate Senior Noteslvéldue on February 15, 2015.

At any time prior to February 15, 2012, £E8 Financing may redeem all or a part of the &% enior Notes upon not less than 30 nor
more than 60 days' prior notice, at a redemptiaceprqual to 100% of the principal amount of th&586 Senior Notes so redeemed plus the
8.75% Applicable
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Premium as of, and accrued and unpaid interestahe(if any) to, the redemption date (subject tortght of holders of record on the relevant
record date to receive interest due on the relemégrtest payment date).

With respect to the 8.75% Senor Notes,5% Applicable Premium" means on any redemption,dagegreater of (1) 1.0% of the
principal amount of such 8.75% Senior Notes andh@)excess, if any, of (a) the present value el sedemption date of (i) 104.375% of the
principal amount of such 8.75% Senior Notes plsll required interest payments due on such 8. B&hior Notes through February 15, 2
(excluding accrued but unpaid interest to the rqatem date), computed using a discount rate equéile Treasury Rate (as defined in the
indenture governing the 8.75% Senior Notes) asicfi sedemption date plus 50 basis points, oveth@principal amount of such 8.75%
Senior Notes.

The 8.75% Senior Notes are subject to rexiem at the option of Level 3 Financing in wholeio part, at any time or from time to time,
on or after February 15, 2012 at the redemptiotegr{expressed as a percentage of principal amseinfprth below, plus accrued and unpaid
interest thereon to the redemption date, if redekeduging the twelve months beginning February I5he years indicated below:

Year Redemption Price

2012 104.37"%
2013 102.91%
2014 101.45%%0
2015 100.00(%

At any time or from time to time on or prto February 15, 2010, Level 3 Financing may redep to 35% of the original aggregate
principal amount of the 8.75% Senior Notes at @mnggtion price equal to 108.75% of the principal ammf the 8.75% Senior Notes so
redeemed, plus accrued and unpaid interest théifeamy) to the redemption date (subject to thétrigf holders of record on the relevant re«
date to receive interest due on the relevant iatgr@yment date), with the net cash proceeds boméd to the capital of Level 3 Financing of
one or more private placements to persons otheraffdiates of Level 3 or underwritten public offiegs of common stock of Level 3 resulting,
in each case, in gross proceeds of at least $10i@min the aggregate; provided, however, thdeast 65% of the original aggregate principal
amount of the 8.75% Senior Notes would remain antling immediately after giving effect to such negtion. Any such redemption shall be
made within 90 days of such private placement dlipwffering upon not less than 30 nor more th@rdéys' prior notice.

At any time prior to February 15, 2009, £E8 Financing may redeem all or a part of the filgaRate Senior Notes, upon not less tha
nor more than 60 days' prior notice, at a redemggiice equal to 100% of the principal amount & Bloating Rate Senior Notes so redeemed
plus the Applicable Premium as of, and accrueduanphid interest thereon (if any) to, the redemptiate (subject to the right of holders of
record on the relevant record date to receiveéstaiue on the relevant interest payment date).

With respect to the Floating Rate Seniotddp"Applicable Premium" means, on any redempdiate, the greater of (1) 1.0% of the
principal amount of such Floating Rate Senior Neaied (2) the excess, if any, of (a) the presentevat such redemption date of (i) the
redemption price of 102% of
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the principal amount of such Floating Rate Senioteld, plus (ii) all required interest payments doesuch Floating Rate Senior Notes through
February 15, 2009 (excluding accrued but unpaier@st to the redemption date), such interest paigiere determined in accordance with
the indenture governing the Floating Rate SenideBlassuming that LIBOR in effect on the date efdpplicable redemption notice would be
the applicable LIBOR in effect through February 2609, computed using a discount rate equal td@ thasury Rate (as defined in the
indenture governing the Floating Rate Senior Naass)f such redemption date plus 50 basis poines, @) the principal amount of such
Floating Rate Senior Notes.

The Floating Rate Senior Notes are sultgeptdemption at the option of Level 3 Financingvimole or in part, at any time or from time to
time, on or after February 15, 2009 at the redesngirices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption datedéemed during the twelve months beginning Febrly of the years indicated below:

Year Redemption Price

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

At any time or from time to time on or prto February 15, 2009, Level 3 Financing may redep to 35% of the original aggregate
principal amount of the Floating Rate Senior Natea redemption price equal to 100.0% of the ppalcamount of the Floating Rate Senior
Notes so redeemed, plus a premium equal to theeBiteate on the Floating Rate Senior Notes afpkoan the date that notice of t
redemption is given, plus accrued and unpaid istehereon (if any) to the redemption date (suldjgthe right of holders of record on the
relevant record date to receive interest due omdlexant interest payment date), with the net gaeheeds contributed to the capital of Level 3
Financing of one or more private placements toger®ther than affiliates of Level 3 or underwritfmublic offerings of common stock of
Level 3 resulting, in each case, in gross proceéds least $100 million in the aggregate; provideolwever, that at least 65% of the original
aggregate principal amount of the Floating Ratd@dwotes would remain outstanding immediately raffi#ing effect to such redemption. A
such redemption shall be made within 90 days ofi guivate placement or public offering upon noslésan 30 nor more than 60 days' prior
notice.

The 8.75% Senior Notes and the 2015 Flgd®ate Senior Notes contain certain covenants,iwdnicong other things, limit additional
indebtedness, dividend payments, certain invesram transactions with affiliates.

Debt issuance costs of approximately $l6aniwere capitalized and are being amortized dkierterm of the 8.75% Senior Notes due
2017. As a result of amortization, the capitalidetht issuance costs have been reduced to appreyn$ds million at December 31, 2007.

Debt issuance costs of approximately $&ionilwere capitalized and are being amortized tdherterm of the Floating Rate Senior Notes
due 2015. As a result of amortization, the capgalidebt issuance costs have been reduced to apptely $5 million at December 31, 2007.
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2.875% Convertible Senior Notes due 2010

In July 2003, Level 3 Communications, loompleted the offering of $374 million aggregatagipal amount of its 2.875% Convertible
Senior Notes due 2010 ("2.875% Convertible SenimteB!l") in an underwritten public offering pursuemthe Company's shelf registration
statement. Interest on the notes accrues at 2.9&5%ear and is payable semi-annually in arreacaé on January 15 and July 15, beginning
January 15, 2004. The 2.875% Convertible Senioedlate senior, unsecured obligations of Level 3 @amcations, Inc., rankingari passu
with all existing and future senior unsecured débe 2.875% Convertible Senior Notes contain lichitevenants, which restrict additional
liens on assets of the Company.

The 2.875% Convertible Senior Notes arevedible into shares of the Company's common st&ickconversion rate of $7.18 per share,
subject to certain adjustments. On or after July2D®7, Level 3, at its option, may redeem for casbr a portion of the notes. Level 3 may
exercise this option only if the current marketprfor the Level 3 common stock for at least 2@itrg days within any 30 consecutive trading
day period exceeds prices ranging from 170% ottreversion price on July 15, 2007 decreasing t&460the conversion price on or after
July 15, 2009. Level 3 would also be obligateddg the holders of the redeemed notes a cash araquat to the present value of all
remaining scheduled interest payments.

Debt issuance costs of $13 million wergioally capitalized and are being amortized toregé expense over the term of the 2.875%
Convertible Senior Notes. As a result of amortiatithe capitalized debt issuance costs have leekreed to $4 million at December 31, 2007.

5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communicatitms completed the offering of $345 million aggage principal amount of its 5.25%
Convertible Senior Notes due 2011 ("5.25% Conviert8enior Notes") in a private offering. Interestthe notes accrues at 5.25% per year anc
is payable semi-annually in arrears in cash on 1%nend December 15, beginning June 15, 2005. T2&&Convertible Senior Notes are
senior, unsecured obligations of Level 3 Commuineoat Inc., rankingari passuwwith all existing and future senior unsecured delitevel 3
Communications, Inc. The 5.25% Convertible Seniotdd contain limited covenants which restrict adddl liens on assets of the Company.

The 5.25% Convertible Senior Notes are edtible, at the option of the holders, into shakthe Company's common stock at a
conversion rate of $3.98 per share, subject taireadjustments. Upon conversion, the Companyhaie the right to deliver cash in lieu of
shares of its common stock, or a combination offi gl shares of common stock. In addition, holdéthe 5.25% Convertible Senior Notes
will have the right to require the Company to reghase the notes upon the occurrence of a charggirol, as defined, at a price of 100% of
the principal amount plus accrued interest and kerméhole premium.

On or after December 15, 2008, Level 3tsabption, may redeem for cash all or a portiothef notes. The 5.25% Convertible Senior
Notes are subject to redemption at the option oEL8, in whole or in part, at any time or from &rto time, on not more than 60 nor less t
30 days' notice,
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on or after December 15, 2008, plus accrued andidnpterest thereon to the redemption date, iéeaded during the twelve months beginr
December 15, of the years indicated below:

Year Redemption Price

2008 102.25(%
2009 101.50(%
2010 and thereafte 100.75(%

In connection with the issuance of the spteevel 3 used approximately $62 million of thé peceeds of the offering to enter into
convertible note hedge and warrant transactions regpect to the Company's common stock to recwepdtential dilution from conversion
the notes. Level 3 used the remainder of the reetgads from this offering to fund repurchasessoéiisting debt securities due in 2008.

Under the terms of the convertible notegeedrrangement (the "Convertible Note Hedge") Wigrrill Lynch International ("Merrill"),
Level 3 paid $125 million for a forward purchaseiop contract under which it is entitled to purchd&om Merrill a fixed number of shares of
Level 3 common stock (at a current price per sb&f&8.98). In the event of the conversion of théespthis forward purchase option contract
allows the Company to purchase, at a fixed priaeaktp the implicit conversion price of shares exsunder the convertible notes, a number of
shares equal to the shares that Level 3 issueadtesholder upon conversion. Settlement termbisfforward purchase option allow the
Company to elect cash or share settlement bas#tke@ettlement option it chooses in settling theveesion feature of the notes. The Comp
accounted for the Convertible Note Hedge pursuatit¢ guidance in EITF No. 00-19, "Accounting faerivative Financial Instruments
Indexed to, and Potentially Settled in a Compa®yis Stock” ("EITF No. 0Qt9"). Accordingly, the $125 million purchase prifethe forware
stock purchase option contract was recorded adugtien to consolidated stockholders' equity.

Level 3 also sold to Merrill a warrant (thWarrant") to purchase shares of Level 3 commonkstThe Warrant is currently exercisable
86,596,380 shares of Level 3 common stock at @&ntiexercise price of $6.00 per share. Level 3ivedeb63 million cash from Merrill in
return for the sale of this forward share purchasén contract. Merrill cannot exercise the Watnamless and until a conversion event occurs.
Level 3 has the option of settling the Warrantaslt or shares of Level 3 common stock. The Compaogunted for the sale of the Warrant as
the sale of a permanent equity instrument pursigaifite guidance in EITF No. 00-19. Accordingly, #&3 million sales price of the forward
stock purchase option contract was recorded ascaedse to consolidated stockholders' equity.

The Convertible Note Hedge and the Wareaonhomically allow Level 3 to acquire sufficientasbs of common stock from Merrill to
meet its obligation to deliver common stock uponvarsion by the holder, unless the common stoaepmkceeds $6.00. When the fair value
of the Level 3 common stock exceeds such pricectinéracts have an offsetting economic impact andordingly, will no longer be effective
as a hedge of the dilutive impact of possible cosiva.

Debt issuance costs of $11 million wergiodlly capitalized and are being amortized toriede expense over the term of the 5.25%
Convertible Senior Notes. As a result of amortratidebt issuance costs were $6 million at Decer@bg?007.
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10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Imeceived $877 million of net proceeds, after givéifect to offering expenses, from an
offering of $880 million aggregate principal amowiits 10% Convertible Senior Notes due 2011 ("10&hvertible Senior Notes") to
institutional investors. Interest on the notes aesrat 10% per year and will be payable semi-ahnaalMay 1 and November 1 beginning on
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Lev@@munications, Inc., rankirpari
passuwith all existing and future unsecured unsuboraidatebt of Level 3 Communications, Inc. The 10% \@otible Senior Notes contain
limited covenants which restrict additional liemsassets of the Company.

In January 2007, in two separate transasfibevel 3 completed the exchange of $605 millioaggregate principal amount of its 10%
Convertible Senior Notes due 2011 for a total of rillion shares of Level 3's common stock. Thersbaf the Company's common stock
issued pursuant to these announced exchangesampeftom registration pursuant to Section 3(a)@er the Securities Act of 1933, as
amended. The Company recognized a $177 milliondassxtinguishment of debt for the exchanges. bhetlin the loss was approximately
$1 million of unamortized debt issuance costs.

The remaining 10% Convertible Senior Natsbe convertible by holders at any time aftendary 1, 2007 (or sooner if certain corpo
events occur) into shares of Level 3 common stdekanversion price of $3.60 per share (subjeatfostment in certain events). This is
equivalent to a conversion rate of approximately.27 shares per $1,000 principal amount of noteadtition, holders of the 10% Converti
Senior Notes will have the right to require the Qamy to repurchase the notes upon the occurrereelmdinge in control, as defined, ata p
of 100% of the principal amount of the notes plosraed interest and a make whole premium.

On or after May 1, 2009, Level 3, at itdiop, may redeem for cash all or a portion of thées. The 10% Convertible Senior Notes are
subject to redemption at the option of Level 3ytmole or in part, at any time or from time to tinog, not more than sixty nor less than thirty
days' notice, on or after May 1, 2009, plus accramd unpaid interest thereon to the redemption idfatedeemed during the twelve months
beginning May 1, of the years indicated below:

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

Debt issuance costs of $3 million were ioadly capitalized and are being amortized to iestexpense over the term of the 10%
Convertible Senior Notes. As a result of amort@atnd the debt repurchase, the capitalized detine costs have been reduced to less thar
$1 million at December 31, 2007.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, feceived $326 million of net proceeds, afteirgjveffect to offering expenses, from a
public offering of $335 million aggregate princigahount of its 3.5% Convertible Senior Notes du&22(J3.5% Convertible Senior Notes").
The 3.5% Convertible Senior Notes were priced 8840f the principal amount. The notes are seniseauared obligations
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of the Company, ranking equal in right of paymeithwall the Company's existing and future unsubwatbd indebtedness. The 3.5%
Convertible Senior Notes will mature on June 153,20nterest on the notes is payable semi-anniuraliyrears on June 15 and December 15 of
each year, beginning on December 15, 2006. The 868fertible Senior Notes contain limited covenamitéch restrict additional liens on
assets of the Company.

At any time before the close of businesgame 15, 2012, the 3.5% Convertible Senior Natesanvertible by holders into shares of
Level 3's common stock at a conversion price od&per share (subject to adjustment in certain tsyefhis is equivalent to a conversion rate
of approximately 183.1502 shares of common stockpe00 principal amount of these notes. Upon eosion, the Company will have the
right to deliver cash in lieu of shares of its coamstock, or a combination of cash and sharesmhoon stock. In addition, holders of the 3.
Convertible Senior Notes will have the right touizg the Company to repurchase the notes upondtgr@nce of a change in control, as
defined, at a price of 100% of the principal amaoafithe notes plus accrued interest. In additiba,holder elects to convert its notes in
connection with certain changes in control, Leveb8Id be required to pay a make whole premiurmbyeiasing the number of shares
deliverable upon conversion of the notes.

The 3.5% Convertible Senior Notes are suliferedemption at the option of Level 3, in whoten part, at any time or from time to time,
on not more than 60 nor less than 30 days' natit@r after June 15, 2010, plus accrued and uripegckest thereon (if any) to the redemption
date, if redeemed during the twelve months begopdime 15, of the years indicated below:

Year Redemption Price
2010 101.1%
2011 100.5%%

Level 3 used a portion of the net procdent® this offering and its common stock offeringmaleted in the second quarter of 2006 to
redeem certain debt securities maturing in 200&. fEmaining proceeds were used for acquisitionsd@ngeneral corporate purposes,
including working capital and capital expenditures.

Debt issuance costs of $9 million were ioadly capitalized and are being amortized to iestexpense over the term of the 3.5%
Convertible Senior Notes. As a result of amortimatithe capitalized debt issuance costs have leekited to approximately $7 million at
December 31, 2007.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 completed the exge of approximately $352 million (book value)debt and accrued interest outstanding, as
of October 24, 2003, for approximately 20 millidreses of Level 3 common stock and $208 million ¢pwalue) of a new issue of 9%
Convertible Senior Discount Notes due 2013.

Level 3 Communications, Inc. issued $29Bioni aggregate principal amount at maturity of @anvertible Senior Discount Notes due
2013. Interest on the 9% Convertible Senior Dist¢dotes accretes at a rate of 9% per annum, contlaLisemiannually, to an aggregate
principal amount of $295 million by October 15, Z0Cash interest did not accrue on the 9% Conver8knior Discount Notes prior to
October 15, 2007. Commencing October 15, 2007rénten the 9% Convertible Senior
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Discount Notes accrues at the rate of 9% per aramaris payable in cash semiannually in arrearsreted interest expense of $20 million for
the year ended December 31, 2007 on the 9% Coble8enior Discount Notes due 2013 was added wp-term debt.

The 9% Convertible Senior Discount Notesaonvertible into shares of the Company's comnaeksat a conversion rate of $9.99 per
share, subject to certain adjustments. The totaban of shares issuable upon conversion is appaieign30 million shares. On or after
October 15, 2008, Level 3, at its option, may redéer cash all or a portion of the notes. Level 8ynexercise this option only if the current
market price for at least 20 trading days withig 80 consecutive trading day period exceeds 140feo€onversion price on October 15,
2008. This amount will be decreased to 130% anddl@0 October 15, 2008 and 2010, respectively dfitfitial holders sell greater than
33.33% of the notes. Level 3 is also obligatedayp {he holders of the redeemed notes a cash araquat to the present value of all remaining
scheduled interest payments.

The 9% Convertible Senior Discount Noteb lng subject to conversion into common stock atdption of the holder, in whole or in part,
at any time or from time to time after October 2607 at a conversion rate of 100.09 shares peb@XyDface value of the debt plus accrued
and unpaid interest thereon to the conversion date.

These notes are senior unsecured obligatbhevel 3 Communications, Inc., rankipgri passuwith all existing and future senior
unsecured indebtedness of Level 3 Communicatiows, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company receive® $7iflion of proceeds, after transaction costspfran offering of $823 million aggregate
principal amount of its 6% Convertible Subordinaidamtes Due 2009 ("Subordinated Notes 2009"). Theo8linated Notes 2009 are unsect
and subordinated to all existing and future seimdebtedness of the Company. Interest on the Sutaiedi Notes 2009 accrues at 6% per year
and is payable each year in cash on March 15 apt&®ber 15. The principal amount of the Subordih&tetes 2009 will be due on
September 15, 2009. The Subordinated Notes 200%magpnverted into shares of common stock of thagamy at any time prior to maturi
unless previously redeemed, repurchased or the @uyripas caused the conversion rights to expire coheersion rate is 15.3401 shares per
each $1,000 principal amount of Subordinated N2@&9, subject to adjustment in certain circumstan@a or after September 15, 2002,
Level 3, at its option, may cause the conversights to expire. Level 3 may exercise this optioly d@ithe current market price exceeds
approximately $91.27 (which represents 140% oftctiveversion price) for 20 trading days within anyipeé of 30 consecutive trading days
including the last day of that period. As of DecemB1, 2007, less than $1 million of debt had bemverted into shares of common stock. As
of December 31, 2007, a total of $461 million aggtte principal amount of the Subordinated Note92t{tl been repurchased or exchanged
for common stock.

Debt issuance costs of $25 million wergiodlly capitalized and are being amortized toriede expense over the term of the Subordin
Notes 2009. As a result of amortization and deptirehases, the capitalized debt issuance costsherereduced to $2 million
December 31, 2007.
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6% Convertible Subordinated Notes due 2010

In February 2000, Level 3 Communicatioms, received $836 million of net proceeds, aftansaction costs, from a public offering of
$863 million aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010 ("Subordohatotes 2010"). The Subordinated
Notes 2010 are unsecured and subordinated toiatirexand future senior indebtedness of the Complaterest on the Subordinat
Notes 2010 accrues at 6% per year and is payatmli-annually in cash on March 15 and September 15ibégy September 15, 2000. The
principal amount of the Subordinated Notes 2010lvgdldue on March 15, 2010.

The Subordinated Notes 2010 may be conyénte shares of common stock of Level 3 Commuiteat Inc. at any time prior to the
close of business on the business day immediatelyeping maturity, unless previously redeemed,nd@sed or Level 3
Communications, Inc. has caused the conversionsrighexpire. The conversion rate is 7.416 shagegach $1,000 principal amount of
Subordinated Notes 2010, subject to adjustmengitain events.

On or after March 18, 2003, Level 3, abitgion, may cause the conversion rights to expiesel 3 may exercise this option only if the
current market price exceeds approximately $18@8nHch represents 140% of the conversion pricejpfdeast 20 trading days within any
period of 30 consecutive trading days, including ldst trading day of that period. As of DecembirZ)07, no debt had been converted into
shares of common stock. As of December 31, 20@tahof $350 million aggregate principal amountleé Subordinated Notes 2010 had been
repurchased.

Debt issuance costs of $27 million wergioally capitalized and are being amortized toregé expense over the term of the Subordin
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverbdeced to $4 million at December !
2007.

Commercial Mortgage

In the third quarter of 2005, the Compaagnpleted a refinancing of the mortgage on its cafmheadquarters. On September 27, 2005,
HQ Realty, Inc. entered into a $70 million loaraatinitial fixed rate of 6.86% through 2010, théicipated repayment date as defined in the
loan agreement ("CBRE Commercial Mortgage™). AR8L0 through maturity in 2015, the interest ratk adjust to the greater of 9.86% or-
five year U.S. Treasury rate plus 300 basis poki€.Realty, Inc. received $66 million of net prodeafter transaction costs and has depositec
$6 million into restricted cash accounts as of Dewer 31, 2007 for future facility improvements grdperty taxes. HQ Realty, Inc. was
required to make interest only payments in the fiemr and began making monthly principal payméntie second year based on a 30-year
amortization schedule.

Debt issuance costs of $1 million were tdized and are being amortized as interest expevesethe term of the CBRE Commercial
Mortgage. As a result of amortization, the capmtadi debt issuance costs have been reduced ttéas$1 million at December 31, 2007.

The assets of HQ Realty, Inc. are not atédl to satisfy any third party obligations otheart those of HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otleritQ Realty, Inc. are not available to satisfydbkgations of HQ Realty, Inc.
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Capital Leases

As part of the Progress Telecom transaat@mpleted on March 20, 2006, the Company assumdic capital lease obligations of
Progress Telecom for IRU dark fiber facilities & fillion. The capital leases mature at variougsldhrough 2021. As of December 31, 2007
the capital lease obligation is approximately $8iami.

As part of the ICG Communications trangattn May 31, 2006, the Company assumed certaitattgase obligations of ICG
Communications for IRU dark fiber facilities of $dllion. The capital leases mature at various d#tesugh 2018. As of December 31, 2007
the capital lease obligation is approximately $8iam.

As part of the TelCove transaction commleia July 24, 2006, the Company assumed certaitatégase obligations of TelCove
primarily for IRU dark fiber facilities of $13 mithn. The capital leases mature at various datesigir December 2030. As of December 31,
2007 the capital lease obligation is approxima$atymillion.

As part of the Broadwing transaction cortgrdeon January 3, 2007, the Company assumed ceetpital lease obligations of Broadwing
totaling $24 million, related primarily to a mefiiber IRU agreement. The capital leases maturaaous dates through 2022. As of
December 31, 2007 the capital lease obligatioapsoximately $22 million.

Future Debt Maturities:

The Company's contractual obligations aBedember 31, 2007 related to debt, including ehfgases and excluding issue discounts and
fair value adjustments, will require estimated cpapments during each of the five succeeding yasafsllows: 2008—$32 million; 2009—
$366 million; 2010—%$971 million, 2011—%$631 millioA012—$337 million and $4,520 million thereafter.

(15) Asset Retirement Obligations

Asset retirement obligation accretion exggeaf $28 million, $24 million and $13 million wescorded during the years ended
December 31, 2007, 2006 and 2005, respectivelyltieg in total asset retirement obligations, irdihg reclamation costs for the coal busin
of $231 million and $202 million at December 3102@&nd 2006, respectively. Total asset retirembhgation as of December 31, 2007
includes $62 million related to WilTel, ICG Commuations, Looking Glass and Broadwing. The totaétsstirement obligation as of
December 31, 2006 included $46 million of assetengtent obligation related to WilTel, ICG Commurtioas and Looking Glass.

Expense of $25 million related to the cominations business was recorded in selling, geremdladministrative expenses on the
consolidated statement of operations for the yedee December 31, 2007. In addition, expense ohiflon related to the Company's coal
mining business was recorded in cost of revenud@onsolidated statement of operations for tlae gaded December 31, 2007. This was
partially offset by less than $1 million of gairecognized on settlement of obligations attributablhe use of internal resources rather than
third parties to perform reclamation work. In adxft the coal mining business incurred $4 millidradditional reclamation liabilities as a
result of expanded mining activities and incurr8ddllion of costs for work performed to remedigreviously mined properties.
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Expense of $21 million related to the cominations business was recorded in selling, gerem@dladministrative expenses on the
consolidated statement of operations for the yedee December 31, 2006. In addition, expense ohifidn related to the Company's coal
mining business was recorded in cost of revenud@ronsolidated statement of operations for tlae gaded December 31, 2006. This was
partially offset by less than $1 million of gairecognized on settlement of obligations attributablghe use of internal resources rather than
third parties to perform reclamation work. In adfit the coal mining business incurred $2 millidradditional reclamation liabilities as a
result of expanded mining activities and incurr8ddllion of costs for work performed to remediateviously mined properties.

Also in 2006, Level 3 recorded a reduciiodepreciation expense totaling approximately $fion as a result of a change in the
estimated future asset retirement obligation cas$eciated with its 50% interest in the Decker auiak. In accordance with SFAS No. 143,
Level 3 recorded the full effect of the changestireate in the fourth quarter of 2006.

Expense of $10 million related to the cominations business was recorded in selling, gerer@ladministrative expenses on the
consolidated statement of operations for the yedee December 31, 2005. In addition, expense ohifi®dn related to the Company's coal
mining business was recorded in cost of revenud@ronsolidated statement of operations for tlae gaded December 31, 2005. In addition,
the coal mining business incurred $3 million of éddal reclamation liabilities as a result of erplad mining activities and incurred $2 mill
of costs for work performed to remediate previousined properties.

The Company had noncurrent restricted castpproximately $61 million and $59 million setdesto fund the reclamation liabilities at
December 31, 2007 and 2006, respectively.

(16) Employee Benefit Plans

The Company adopted the recognition promsiof SFAS No. 123 in 1998. Under SFAS No. 128 f#ir value of an option or other
stock-based compensation (as computed in accordétitaccepted option valuation models) on the déigrant was amortized over the
vesting periods of the option or stock grant.

Although the recognition of the value oé thstruments results in compensation expense éntity's financial statements, the expense
differs from other compensation expense in thatateharges may not be settled in cash, but ratteegenerally settled through issuance of
common stock.

Beginning January 1, 2006, the Company &tbSFAS No. 123R. SFAS No. 123R requires thatmeséd forfeitures be factored in the
amount of expense recognized for awards that artuthp vested. The Company has historically reeatdhe effect of forfeitures of equity
awards as they occur. The effect of applying trenge from the original provisions of SFAS No. 123tlke Company's results of operations,
basic and diluted earnings per share and cash flovibe year ended December 31, 2006 was not rahter

The adoption of SFAS No. 123 resulted irtarial non-cash charges to operations since itptimtoin 1998, and the adoption of SFAS
No. 123R on January 1, 2006 continues to resuttaterial no-cash charges to operations in the future. The atafithe non-cash charges
will be dependent upon a number of factors, inclgdhe number of grants, the fair value of eacimigeatimated at the time of its award anc
number of grants that ultimately vest.
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The Company recognized in loss from conitigwperations a total of $122 million, $84 milliand $51 million of norcash compensatic
in 2007, 2006 and 2005, respectively. Includedigc@htinued operations is non-cash compensatioaresgof zero, $2 million and $6 million
in 2007, 2006 and 2005, respectively.

The Company provides an accelerated vesfisgock awards upon retirement if an employeetmeertain age and years of service
requirements and certain other requirements. USB&S No. 123R, if an employee meets the age and yéaervice requirements under the
accelerated vesting provision, the award wouldx{pepsed at grant or expensed over the period fhengtant date to the date the employee
meets the requirements, even if the employee hiaaataally retired. The Company recognized $11liarlbf non-cash compensation expense
in 2007 for employees that met the age and yeassrofce requirements for accelerated vestingtaeneent.

During the second quarter of 2006, the ®et@®005 and January 2006 grants of OutperformkSigtion ("OSO") units were revalued
using May 15, 2006 as the grant date, in accordamitbeSFAS No. 123R, and resulted in an additigghillion in non-cash compensation
expense. As stated in the Company's proxy matddaiss 2006 Annual Meeting of Stockholders, ottex course of the years since April 1,
1998, the compensation committee of the Companysdof Directors had administered the 1995 Stdak Bnder the belief that the action of
the Company's Board of Directors to amend and teetii@ plan effective April 1, 1998 had the effetextending the original term of the Plan
to April 1, 2008. After a further review of the tes of the plan, however, the compensation commitééermined that an ambiguity could have
existed that may have resulted in an interpretatiabthe expiration date of the plan was Septer@b6eR005. To remove any ambiguity, the
Board of Directors sought the approval of the Conyfsastockholders to amend the plan to extendethne bf the plan by five years to
September 25, 2010. This approval was obtaindues2®@06 Annual Meeting of Stockholders held on NI&y2006.

The following table summarizes non-cash pensation expense and capitalized non-cash compengar each of the three years ended
years ended December 31, 20

2007 2006 2005

(dollars in millions)

0SO $ 35 % 38 % 18
Restricted Stoc 42 20 19
Shareworks Match Ple — — 2
401(k) Match Expens 30 18 15
401 (k) Discretionary Grant Ple 16 12 9

128 88 59
Capitalized Noncash Compensat (D) 2 2

12z 86 57
Discontinued Operatior — 2 (6)

$ 12z 3 84 $ 51
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Outperform Stock Options

In April 1998, the Company adopted an otftpen stock option ("OSO") program that was des@jge that the Company's stockholders
would receive a market return on their investmexfible OSO holders receive any return on their otid he Company believes that the OSO
program directly aligns management's and stockhsligerests by basing stock option value on thm@any's ability to outperform the
market in general, as measured by the Standardo&$P@S&P") 500 Index. Participants in the OSOgreom do not realize any value from
awards unless the Company's common stock priceedotms the S&P 500® Index during the life of thramf. When the stock price gain is
greater than the corresponding gain on the S&P 30d@x (or less than the corresponding loss orste 500® Index for grants awarded
before September 30, 2005), the value receivedvi@rds under the OSO plan is based on a formutdviimg a multiplier related to the level
by which the Company's common stock outperformsSte 500 Index. To the extent that Level 3's commitmek outperforms the S&P 500
Index, the value of OSO units to a holder may eddbe value of nonqualified stock options.

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustest e (the "Adjusted Strike Price"), until the
exercise date. The adjustment is an amount equlaétpercentage appreciation or depreciation irvéhee of the S&P 500® Index from the
date of grant to the date of exercise. The valub@OSO increases for increasing levels of ougperince. OSO units outstanding at
December 31, 2006 have a multiplier range from terfour depending upon the performance of Leveb@mon stock relative to the
S&P 500® Index as shown in the following table.

If Level 3 Stock Outperforms the Then the Pre-multiplier Gain Is

S&P 500® Index by: Multiplied by a Success Multiplier of:

0% or Less 0.00

More than 0% but Less than 11 Outperformance percentage multiplied%y1
11% or More 4.00

The Pre-multiplier gain is the Level 3 coomrstock price minus the Adjusted Strike Pricelundate of exercise.

Upon exercise of an OSO, the Company stadilVer or pay to the grantee the difference betwbe Fair Market Value of a share of
Level 3 common stock as of the day prior to ther@ize date, less the Adjusted Strike Price (theetEise Consideration”). The Exercise
Consideration may be paid in cash, Level 3 comntocksor any combination of cash or Level 3 commimgls at the Company's discretion.
The number of shares of Level 3 common stock tdddiwered by the Company to the grantee is detexchby dividing the Exercise
Consideration to be paid in Level 3 common stockhgyFair Market Value of a share of Level 3 commatock as of the date prior to the
exercise date. Fair Market Value is defined in@®0 agreement, but is currently the closing prieseghare of Level 3 common stock on the
NASDAQ exchange. Exercise of the OSO units doesewptire any cash outlay by the employ

In August 2002, the Company modified thedO®8ogram as follows:
. OSO targets are communicated in terms of numb&S3® units rather than a theoretical dollar va
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. The success multiplier was reduced from eight to.1

. Awards vest over 2 years and have a 4-year lifey percent of the award vests at the end of tfe fiear after grant, with the
remaining 50% vesting over the second year (12.88@parter).

The vesting terms described above appbutstanding OSO awards issued prior to March 3Q728s described below, the Company
subsequently modified the OSO program effectivefapril 1, 2007.

As part of a comprehensive review of itsgdgerm compensation program completed in the seqgoarter of 2005, the Company
temporarily suspended awards of OSO units in A405. During the second quarter of 2005, the Comgaanted participants in the plan
restricted stock units, discussed below. Beginmirtpe third quarter 2005, the Company issued besgtricted stock units and OSO units as
of its long-term compensation program. In the tlgjudrter of 2005, the Company made a grant for 2008stricted stock units that vest
ratably over four years.

As part of a comprehensive review of itsgderm compensation program completed in the djustrter of 2007, beginning with awards
made on or after April 1, 2007, OSO units are nawaraed monthly to employees in mid-management lamdlhigher positions, have a three
year life, will vest 100% on the third anniversafithe date of the award and will fully settle vt date. OSO units awarded beginning Ap!
2007 are valued as of the first day of each mdR#tipients have no discretion on the timing to eiserOSO units granted on or after April 1,
2007, thus the expected life of all such OSO ugitkree years.

As a result of the long-term compensatmvriaw that was being completed, OSO units wereanatrded to participants during the first
guarter of 2007. During the period from April 1,020to December 31, 2007, the Company awarded 4@mOSO units to participants.

As of December 31, 2007, the Company hadeftected $29 million of unamortized compensagopense in its financial statements for
previously granted OSO units. The weighted avepssg®d over which this cost will be recognized i82years.

The fair value of the OSO units grantedakulated by applying a modified Black-Scholes elatith the assumptions identified below.
The Company utilized a modified Black-Scholes matied to the additional variables required to caltaithe impact of the success multiplier
of the OSO program. Beginning January 1, 2006, r@s@t of the adoption of SFAS No. 123R, the Comypaso considers the estimated
forfeiture rate to measure the value of outperfetatk options granted to employees. The Comparnguves that given the relative short life of
the options and the other variables used in
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the model, the modified Black-Scholes model prosideeasonable estimate of the fair value of th® QSits at the time of grant.

Year Ended December 31

2007 2006 2005
S&P 500 Expected Dividend Yield Re 1.7¢% 1.7¢% 1.99%
Expected Life 3 year 3.4 year 2 year:
S&P 500 Expected Volatility Ra: 12% 12% 13%
Level 3 Common Stock Expected Volatility Ri 55% 55% 55%
Expected S&P 500 Correlation Fac .28 .28 .3C
Calculated Theoretical Valt 14€% 15% 11€%
Estimated Forfeiture Ra 11.8t% 10.1% —

The fair value of each OSO grant equalstieulated theoretical value multiplied by the &8 common stock price on the grant date.

The expected life data was stratified basetevels of responsibility within the Company €Ttheoretical value used in 2006 was
determined using the weighted average exercisevimgifar these groups of employees. As describexvaprecipients have no discretion on
the timing to exercise OSO units granted on orr&f&il 1, 2007, thus the expected life of all sSU®BO units is three years. Upon adoption of
SFAS No. 123R, the Company updated its calculaifiche Expected Life. Volatility assumptions wesriged using historical data as well as

current market data.

The fair value under SFAS No. 123 and SRS 123R for the approximately 5 million, 8 milli@md 6 million OSO units awarded to
participants during the years ended December 317,22006 and 2005, respectively, was approximaig® million, $50 million and
$18 million, respectively.
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Transactions involving OSO units awardezlsarmmarized in the table below. The Option PrigeUnit identified in the table below
represents the initial strike price, as determimedhe day prior to the OSO grant date for thosetgt

Weighted
Weighted Average
Average Aggregate Remaining
Initial Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)
Balance December 31, 20 21,361,52 $2.45- $25.3: $ 6.61 $ 5.3 1.59 year
Options grante: 5,859,06! 2.03- 3.3¢ 2.61
Options cancelle: (1,048,49) 2.03- 25.3: 3.0C
Options expirec (11,841,49) 2.59- 25.3: 8.91
Options exercise (84,629 2.45- 3.0: 2.8¢
Balance December 31, 20 14,245,97 2.03- 6.6¢ 33§ 9.3 2.34 year
Options grante: 8,092,91! 2.87- 5.3¢ 4.4¢
Options cancelle (1,101,84) 2.03- 6.6¢ 3.71
Options expire( (3,010,36) 2.03- 6.6¢ 3.62
Options exercise (2,941,18) 2.03- 4.4 2.97
Balance December 31, 20 15,285,49 2.03- 6.6¢ 39 $ 82.7 2.54 year
Options grante: 4,818,06! 3.03- 6.1 5.2t
Options cancelle: (631,60:) 2.03- 6.6¢ 5.0¢
Options expirec (1,767,68) 2.03- 6.6¢ 5.37
Options exercise (1,999,71) 2.03- 5.3¢ 2.81
Balance December 31, 20 15,704,55 $2.03-$ 6.1( $ 427 $ 2.4 2.04 year
I I
Options exercisable ("vested
December 31, 200 8,453,291 $2.59-$% 6.6¢ $ 3.8¢
December 31, 200 7,903,201 $2.03- $ 6.6t 3.4¢
December 31, 200 9,821,82 $2.03-$ 5.7 $ 37z % 2.4 1.75 year
0OSO units Outstanding OSO units Exercisable
at December 31, 2007 at December 31, 2007
Weighted
Average Weighed Weighted
Number Remaining Life Average Initial Number Average
Range of Exercise Price Outstanding (years) Strike Price Exercisable Initial Strike Price
$2.03- $3.03 4,410,87. 174 $ 2.52 4,011,43" $ 241
$3.36- $4.65 4,241,37. 1.82 3.97 3,025,19 3.8¢
$5.18- $6.10 7,052,31. 2.37 5.54 2,785,19. 5.31
15,704,55 204 % 4.27 9,821,82° $ 3.7z
] .|

In the table above, the weighted averagiaiistrike price represents the values used toutate the theoretical value of OSO units on the
grant date and the intrinsic value represents #hgevof OSO units that have outperformed the S&BRbMdex as of December 31, 2007.
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The total realized value of OSO units ejsard for the years ended December 31, 2007, 200@@05 was $19 million, $20 million and
$6 million, respectively. For the years ended Ddoen81, 2007, 2006 and 2005, respectively, the Gomssued 3.2 million, 3.8 million and
2.7 million shares of Level 3 common stock uponekercise of OSO units. The number of shares oéL&wtock issued upon exercise of an
OSO unit varies based upon the relative performahtevel 3's stock price and the S&P 500® Indetween the initial grant date and
exercise date of the OSO unit.

At December 31, 2007, based on the LexaarBmon stock price and post-multiplier values, @venpany was obligated to issue
0.8 million shares for those vested and exercis@@@®s for which the percentage increase in thell®stock price exceeded the percentage
increase in the S&P 500® Index.

Restricted Stock and Units

Employees continue to receive restrictedlsunits under the revised compensation progrard007, 2006 and 2005, approximately
12.0 million, 5.9 million and 24.6 million restraxd stock shares or restricted stock units, respagtiwere awarded to certain employees and
non-employee members of the Board of Directors. rEsg&ricted stock units and shares were grantéitetoecipients at no cost. Restrictions on
transfer lapse over one to four year periods. Blirevhlue of restricted stock units and shares dadfor the years ended December 31, 2007,
2006 and 2005 totaled $68 million, $27 million &%0D million and was calculated using the valuenefltevel 3 common stock on the grant
date and is being amortized over the restrictipseaperiods of the awards. As of December 31, 20@7ptal compensation cost related to
nonvested restricted stock or restricted stocksumit yet recognized was $50 million, and the wieidlaverage period over which this cost will
be recognized is 2.97 years.

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

Weighted Average

Number Grant Date Fair Value

Nonvested at December 31, 2( 980,15 $ 4.0t
Stock and units grante 24,627,23 2.0
Lapse of restriction (719,71¢) 3.8(C
Stock and units forfeite (1,510,83) 2.12
Nonvested at December 31, 2( 23,376,84 2.0¢
Stock and units grante 5,874,76! 4.65
Lapse of restriction (7,225,74) 2.13
Stock and units forfeite (2,575,13) 2.4k
Nonvested at December 31, 2( 19,450,72 2.7¢
Stock and units grante 11,992,52 5.67
Lapse of restriction (6,997,941 2.71
Stock and units forfeite (2,173,98) 4.2C
Nonvested at December 31, 2( 22,271,31 $ 4.2C
I I

The total fair value of restricted stocldaestricted stock units at the date the restristiapsed for the years ended December 31, 2007,
2006 and 2005 was $19 million, $15 million and $fliom, respectively.
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Non-qualified Stock Options and Warrants

The Company has not granted molified stock options ("NQSOs") since 2000. ADeicember 31, 2007, all NQSOs previously gra
were fully vested and the compensation expensdobad fully recognized in the consolidated statemefbperations. At December 31, 2007,
there were approximately 1.1 million NQSOs outstagdvith exercise prices ranging from $1.76 to $8.0he weighted average exercise p
of the NQSOs outstanding was $6.86 at Decembe2®17.

Transactions involving NQSOs are summareeébliows:

Weighted
Exercise Price Average Aggregate
Units Per Unit Exercise Price Intrinsic Value
(in millions)

Balance December 31, 20 8,559,86: $0.12- $21.6¢ $ 5.8t Less than $1

Options grante: — — —

Options cancelle (606,15() 5.43- 8.0C 6.0C

Options exercise (61,16¢) 0.12- 0.1 0.12

Options expirec (1,746,500 4.04- 21.6¢ 6.3€
Balance December 31, 20 6,146,041 1.76- 8.0( 5.7t Less than $1

Options grante: — — —

Options cancelle (553,249 1.76- 8.0C 6.2¢

Options exercise (689,25() 4.95- 5.4: 4.97

Options expire( — — —
Balance December 31, 20 4,903,54! 1.76- 8.0C 5.7¢ $1.

Options grante: — — —

Options cancelle (229,77 5.43- 8.0C 6.11

Options exercise (1,485,001 5.43- 5.4: 5.4¢

Options expire( (2,046,82) 5.43- 6.2( 5.4:
Balance December 31, 20 1,141,94: $1.76-$ 8.0( $ 6.8€ Less than $1

|

Options exercisable

December 31, 200 6,146,041 $1.76-$ 8.0( $ 5.7t

December 31, 200 4,903,54! 1.76- 8.0( 5.7¢

December 31, 200 1,141,94: $1.76-$ 8.0( $ 6.8€

Options Outstanding
Number and Exercisable
Outstanding Weighted Average Weighted
as of Remaining Average
Range of Exercise Prices December 31, 2007 Life (years) Exercise Price
$1.76- $1.76 2,34¢ 0.2¢ $ 1.7¢
$6.20- $8.00 1,139,601 0.0€ 6.87
1,141,94! 0.06 $ 6.8¢

At December 31, 2007, there were approxehgat5.5 million warrants outstanding ranging ireeoise price from $4.00 to $29.00. As of
December 31, 2007, all of the warrants previousianted
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were fully vested and the compensation expensdbad fully recognized in the consolidated statemehbperations. Of these warrants, all
were exercisable at December 31, 2007, with a vieigaverage exercise price of $7.64 per warrant.

In connection with the acquisition of Breadg, approximately 4 million previously issued Bdwing warrants were converted into
approximately 5 million shares of Level 3 commoocktat a weighted average exercise price of $5er&ipare of Level 3 common stock.
During the first quarter of 2007, approximately Blion of the Broadwing warrants were exercisegtmchase approximately 4 million shares
of Level 3 common stock and resulted in proceedegdCompany totaling approximately $23 million. éfsDecember 31, 2007, approximai
700,000 Broadwing warrants remain outstanding aactanvertible into approximately 1 million sharédevel 3 common stock at a weigh
average exercise price of $5.38 per share.

401(k) Plan

The Company and its subsidiaries offerrthaalified employees the opportunity to particgat a defined contribution retirement plan
qualifying under the provisions of Section 401(k}he Internal Revenue Code ("401(k) Plan"). Eatipleyee is eligible to contribute, on a-
deferred basis, a portion of annual earnings géyerat to exceed $15,500 in 2007. The Company e 00% of employee contributions up
to 7% of eligible earnings or applicable regulatibmyits.

The Company's matching contributions areenaith Level 3 common stock based on the closiogksprice on each pay date. The
Company's matching contributions are made throumts in the Level 3 Stock Fund, which representefiaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetlduel 3 to make employer matching and other ¢outions to employees through the
Level 3 401(k) plan. Employees are not able to pase units in the Level 3 Stock Fund. Employeesbleto diversify the Company's
matching contribution as soon as it is made, el/érey are not fully vested. The Company's matchuogtributions will vest ratably over the
first three years of service or over such shorégiog until the employee has completed three yebservice at such time the employee is then
100% vested in all Company matching contributiomsluding future contributions. The Company madé#) Plan matching contributions of
$30 million, $18 million and $14 million for the geended December 31, 2007, 2006 and 2005, regplgctirhe Company's matching
contributions were recorded as non-cash compemsatid included in selling, general and administeaéixpenses.

The Company made a discretionary contrilouto the 401(k) plan in Level 3 common stock fog years ended December 31, 2007, 2006
and 2005 equal to three percent of eligible emmsyearnings each year. The 2007 deposit is expaxtee made into the employees'401(k)
accounts during the first quarter of 2008. The 28066 2005 deposits were made into the employeé¢ky@ccounts during the first quarter of
the subsequent year. Level 3 recorded an experfksahillion, $11 million and $8 million for the sliretionary contribution in 2007, 2006 &
2005, respectively.

The WilTel Communications employees begamtributing to the Level 3 plan on June 17, 2006.J0ly 3, 2006, the WilTel
Communications plan assets were merged into thell3plan. Prior to June 17, 2006, employees off&iCommunications that participated
in the WilTel 401(k) Plan received an employer rhatg cash contribution of 100% of employee contiiis up to 6% of eligible earnings or
regulatory limits. The Company made matching casttrdoutions of $3 million for the period from Jaary 1 through June 16, 2006.

F-73




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(16) Employee Benefit Plans (Continued)

The Progress Telecom employees began batitrg to the Level 3 plan on March 20, 2006. ThegPess Telecom plan assets were
merged into the Level 3 plan on August 7, 2006.

The ICG Communications employees begarritarting to the Level 3 plan on July 1, 2006. Thesere no matching cash contributions
for ICG Communications for the period May 31, 200 date of acquisition, through July 1, 2006. T®& Communications plan assets were

merged into the Level 3 plan on September 1, 2006.

The TelCove and Looking Glass employeesbemntributing to the Level 3 plan on August 40@@nd September 9, 2006, respectively.
The matching cash contributions made to the TelGovkLooking Glass plans for the period from thepeetive acquisition dates to the dates
employees began contributing to the Level 3 plas lwas than $1 million each for TelCove and Looksigss. The Looking Glass plan assets
were merged into the Level 3 plan on November 0620he Company merged the TelCove plan assetshatbevel 3 plan on January 2,

2007.

The Broadwing employees began contributiintipe Level 3 plan on March 1, 2007. There werenatching cash contributions for
Broadwing for the period January 3, 2007, the dagcquisition, through March 1, 2007. The Broadyvan assets were merged into the

Level 3 plan on March 1, 2007.

The CDN Business employees began contrigut the Level 3 plan on January 23, 2007, the dhacquisition. The CDN Business did
not have a separate 401(k) plan and as a resalseis will be merged into the Level 3 plan.

(17) Income Taxes

An analysis of the income tax benefit (pstmn) attributable to loss from continuing opevat before income taxes for each of the yes
the three year period ended December 31, 2007Afsilo

2007 2006 2005

(dollars in millions)

Current:
United States feder. $ —  $ —  $ (4)
State 3 — —
Foreign 2 2 D
1) @) ©®)
Deferred, net of changes in valuation allowan
United States feder. — — —
State 23 — —
Foreign — — —
Income tax benefit (provisiot $ 22 $ 2 $ (5)
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The United States and foreign componenisazfme (loss) from continuing operations beformime taxes follows:

2007 2006 2005

(dollars in millions)

United State: $ (101 $ (710 $ (719)
Foreign (120 (78) 15

$ (1,139 $ (788 $ (702

A reconciliation of the actual income taenkefit (provision) and the tax computed by applyimg U.S. federal rate (35%) to the loss from
continuing operations before income taxes for eddhe three years ended December 31, 2007 follows:

2007 2006 2005

(dollars in millions)

Computed tax benefit at statutory r $ 397 $ 27€  $  24¢
State income tax bene 39 26 23
Stock option plan exercis: 8 3 (3
Disallowance of losses on extinguishments of (62 (©)] —
Other 9 — (12)
Change in valuation allowan: (351 (304) (260)
Income tax benefit (provisior $ 22 $ 2 $ (5)
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(17) Income Taxes (Continued)

The components of the net deferred taxtagbabilities) as of December 31, 2007 and 20@8enas follows:

2007 2006

(dollars in millions)

Deferred Tax Asset:

Fixed assets and intangible ast $ 59 $ 66
Accrued payroll and related benel 41 26
State tax credit carry forwart 23 —
Investment in securitie 25 25
Investment in joint venture 94 88
Unutilized tax net operating loss carry forwa 3,69( 2,88(
Accrued liabilities and deferred reven 11 5
Other assets or liabilitie 6 19C
Total Deferred Tax Asse 3,94¢ 3,28(

Deferred Tax Liabilities
Fixed assets and intangible as — —
Accrued liabilities and deferred reven — —

Total Deferred Tax Liabilitie — —

Net Deferred Tax Assets before valuation allowe 3,94¢ 3,28(
Valuation Allowance (3,926 (3,280
Net Nor-Current Deferred Tax Asset after Valuation Allowa $ 23 $ —

The change in the net non-current defetairdsset after valuation allowance of $23 millie2007 was primarily the result of reversing
$23 million of the valuation allowance against @@mpany's deferred tax asset for certain stat®tsxcarry forwards. These state tax loss
carry forwards were converted to a state tax citity forward associated with a change in thee'staax law that replaced the tax on net
income with a tax on gross margin. The changeigdtate's tax law primarily occurred in the secqudrter of 2007. The Company now
expects it will be able to use this state tax drealiry forward against current and future staxalée gross margin.

As a result of the acquisition of Broadwimg January 3, 2007, the Company recognized araserin deferred tax assets related to
unutilized tax net operating loss carry forwardsliog $266 million.

The Company has recast certain of the celedax assets and liabilities presented in thie tabove as of December 31, 2006 to be
comparable with the presentation as of Decembe2@17. These changes are primarily reclassificatand true ups of the 2006 income tax
provision to conform with the current year prestaty but also include certain corrections of pgears' income tax provisions. These changes
to the Company's net deferred tax assets as ofmilmre31, 2006 had no impact on the Company's seelittperations or financial condition
since a full valuation allowance was recognizedtliertotal net deferred tax asset balance as ofikber 31, 2006. The following is a
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(17) Income Taxes (Continued)

summary of the more significant changes to theguregion of deferred tax assets and liabilitiesfaBecember 31, 2006:

. Deferred tax assets and liabilities related todiassets and intangible assets were decreased¢atdeasis differences relatec
foreign currency exchange rates, to reclassifysbdisierences that had been presented in the deféaxes for accrued liabilities
and deferred revenue and other assets or liabjlitied to correct prior period tax depreciation.

. Deferred tax assets related to accrued payrolrelated benefits were decreased to correct theréeféax asset related to
outstanding stock based compensation awards.

. Deferred tax assets related to unutilized tax petating loss carry forwards were increased tecethdjustments to tt
unutilized tax net operating loss carry forward§efCove, ICG Communications and Looking Glass Baseanalyses of
Section 382 limitations, to true up state tax rggrating loss carry forwards, and to correct netrafing loss carry forwards
primarily related to depreciation.

. Deferred tax liabilities related to accrued liai and deferred revenue decreased primarily atigetreclassifications descrik
above and a correction of tax basis deferred rexenu

. Deferred tax assets related to other assets dlitleincreased primarily due to the reclassificas described above and cert
other immaterial adjustments.

The ultimate realization of deferred tagets is dependent upon the generation of futurhtexincome during the periods in which those
temporary differences become deductible. The Compansiders the scheduled reversal of deferretiahilities, projected future taxable
income and tax planning strategies in making tegeasment. A valuation allowance has been recagiidst deferred tax assets, as the
Company has concluded that under relevant accaystandards it is more likely than not that theedefd tax assets are not realizable.

For U.S. federal income tax reporting pwg®) the Company has approximately $9.5 billiomefloss carry forwards at December 31,
2007, net of previous carry backs, available tseatffuture U.S. federal taxable income. Net opegatisses not utilized can be carried forward
for 20 years for U.S. federal income tax purposesfiiset future taxable income.
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The U.S. federal tax loss carry forwardgiexthrough 2027 and are subject to examinatiothbytax authorities until three years after the
carry forwards are utilized. The U.S. federal tass| carry forwards expire as follows (dollars irlions):

Expiring December 31 Amount
2018 $ 3
2019 —
2020 65€
2021 96¢
2022 1,57(
2023 1,39¢
2024 1,23¢
2025 1,12¢
2026 1,09:
2027 1,47
$ 9,53(
—

In addition, the Company has approxima$81g million of tax loss carry forwards for contedl foreign corporations at December 31,
2007, the majority of which have no expiration pdri

The Internal Revenue Code contains prorssishich may limit the net operating loss carryyfards available to be used in any given
upon the occurrence of certain events, includiggificant changes in ownership interests. If caertednsactions occur with respect to Level 3's
capital stock that result in a cumulative ownersitipnge of more than 50 percentage points by Sepestockholders over a three-year period
as determined under rules prescribed by the Ut8rrlal Revenue Code and applicable regulationgjadimitations would be imposed with
respect to our ability to utilize our net operatlogs carry forwards and certain current deductamgeinst any taxable income it achieves in
future periods.

Provisions of the Internal Revenue Code alkbw the Company to utilize a limited amounttod tax loss carry forwards that were
generated by Broadwing, Looking Glass, TelCove, l&® Communications prior to the Company's acqgoisibf these companies.
Accordingly, the Company has increased its tax ¢t@ssy forwards to include these tax losses. Assalt, the Company's tax loss carry
forwards increased by $953 million, which inclu&&94 million related to the acquisition of Broadgiim 2007.

The majority of the Company's foreign assetd operations are owned by entities that haatesl to be treated for U.S. tax purposes as
unincorporated branches of a U.S. holding compady as a result, the taxable income or loss aner ¢#ix attributes of such entities are
included in the Company's U.S. federal consolidatedme tax return. However, the Company has sareign subsidiaries that have not so
elected and therefore are treated for U.S. taxqgaapas controlled foreign corporations. With respmsuch controlled foreign corporations
of December 31, 2007, the Company has no plareptatriate undistributed earnings of such contrdibedign corporations as any earnings
deemed necessary to fund ongoing European opesaimhplanned expansion. Undistributed earningsidf controlled foreign corporations
that are permanently invested and for which nordedetaxes have been provided are immaterial &eoémber 31, 2007 and 2006.
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The Company adopted the provisions of FIN 4B on January 1, 2007. The adoption of FIN Nodidl not affect the Company's liability
for uncertain tax positions. The Company's liapifdr uncertain tax positions totaled $18 millianDecember 31, 2007 and January 1, 2007.
During 2007, the Company increased the liabilittydacertain tax positions by $3 million for possilshdemnification of certain tax liabilities
related to a business disposed of prior to 20@feased the liability for uncertain tax positiorys#3 million to reflect liabilities for uncertain
tax positions related to acquired companies andedsed the liability for uncertain tax positions$g/million for the recognition of tax
positions related to matters favorably settledrp@007. All of these amounts also include theteglaccrued interest and penalties associated
with the uncertain tax positions if applicable. T®empany does not expect the liability for uncertaix positions will change significantly
during the twelve months ended December 31, 2008gkier, actual changes in the liability for unciertax positions could be different than
currently expected.

Amount

(dollars in millions)

Balance as of January 1, 2C $ 18
Gross increas—tax positions prior to 200 3
Gross increas—during 2007 3
Gross decreas—tax positions prior to 200 (6)

Balance as of December 31, 2( $ 18

The Company, or at least one of its subsigs, files income tax returns in the U.S. fedgrasdiction and various states and foreign
jurisdictions. With few exceptions, the Companydslonger subject to U.S. federal, state and lawahor-U.S. income tax examinations by
authorities for years before 1999. The Internald®esxe Service commenced an examination of the CoyrlnS. income tax returns for 1999
through 2001. The audit is currently in the appeateess and a resolution is expected to be redanl2@D8. The Company does not expect
any settlement or payment that may result frometindit will have a material effect on the Compamg&ults of operations or cash flows.

The Company recognizes accrued interespandlties related to uncertain tax positions @oine tax expense in its consolidated
statements of operations. The Company's liabitityuincertain tax positions includes approximateédyngllion of accrued interest and penalties
at December 31, 2007.

Included in the liability for uncertain t@wsitions at December 31, 2007 are $3 millionrafartain tax positions related to acquired
companies, the disallowance of which would affeetvaluation of the assets and or liabilities aeguand therefore would not affect the
annual effective income tax rate.
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(18) Stockholders' Equity

During 2006, Level 3 completed the sal@26 million shares of its common stock, par valQé$ per share, at $4.55 per share in an
underwritten public offering. Level 3 received peeds of $543 million net of $26 million in trandantcosts.

The Level 3 1995 Stock Plan permits optioiders to tender shares to the Company to cogenie taxes due on option exercises.

Issuances of common stock, for option €ges; equity offerings and acquisitions for thee¢hyear period ended December 31, 2007 are
shown below.

Outstanding
Common Shares

December 31, 200 686,496,72
Option, Restricted Stock, Shareworks and 401(kyiactNote 16) 16,271,09
WilTel Communications Group, LLC Acquisition (No2g 115,000,00

December 31, 200 817,767,81
Option, Restricted Stock and 401 (k) activity (Na& 18,737,45
Equity offering 125,000,00
2006 Acquisitions (Note 2 216,917,83

December 31, 200 1,178,423,10
Option, Restricted Stock and 401(k) activity (N&&) 22,558,51
Debt conversion to equity (Note 1 213,939,05
2007 Acquisitions (Note 2 122,942,01

December 31, 200 1,537,862,68

I
(19) Industry and Geographic Data

SFAS No. 131 "Disclosures about SegmentdEnterprise and Related Information” definegaiiey segments as components of an
enterprise for which separate financial informat®available and which is evaluated regularly tiy Company's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesagiments are managed separatel
represent separate strategic business units tteatdifferent products and serve different mark&tee Company's current reportable segments
include: communications and coal mining (See NQt&@ther primarily includes corporate assets aretlowad not attributable to a specific
segment. In the third quarter of 2006, the Compadited the information services business as atre$tile sale of Software Spectrum.
Segment information has been revised due to réfitagon of the information services businessesliasontinued operations in the
consolidated financial statements (See Note 3).

Effective January 1, 2007, the Companyrhlected cash, cash equivalents and marketablgiges in the respective segments which
hold the related cash, cash equivalents and mélketacurities. Prior year balances have beenssfiled to conform to the current period
presentation.

Adjusted EBITDA, as defined by the Compaisynet income (loss) from the consolidated statemef operations before (1) gain (loss)

from discontinued operations, (2) income taxestd®l other income (expense), (4) non-cash impaitneharges included within restructuring
and impairment
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charges as reported in the consolidated staternénfserations, (5) depreciation and amortizatiod €) noneash stock compensation expe
included within selling, general and administratexg@enses on the consolidated statements of opesati

Adjusted EBITDA is not a measurement uratzrounting principles generally accepted in theté¢hStates and may not be used by other
companies. Management believes that Adjusted EBIT€s#n important part of the Company's internabrépg and is a key measure used by
Management to evaluate profitability and operapegormance of the Company and to make resourgeaibn decisions. Management
believes such measures are especially importantapital-intensive industry such as telecommuignat Management also uses Adjusted
EBITDA to compare the Company's performance to #ids competitors. Management uses Adjusted EBAT® eliminate certain non-cash
and non-operating items in order to consistentlasnee from period to period its ability to fund tabexpenditures, fund growth, service debt
and determine bonuses.

Adjusted EBITDA excludes non-cash impairtngmarges and non-cash stock compensation expewsede of the non-cash nature of
these items. Adjusted EBITDA also excludes inteiestme, interest expense, income taxes and gass)(bn extinguishment of debt because
these items are associated with the Company'satiapifon and tax structures. Adjusted EBITDA ads@ludes depreciation and amortization
expense because these maish expenses reflect the impact of capital investsiwhich management believes should be evaltiatedgh cas
flow measures. Adjusted EBITDA excludes total otimeome (expense) because these items are na&ddtathe primary operations of the
Company.

There are limitations to using non-GAAPdfitial measures, including the difficulty assodatéth comparing companies that use similar
performance measures whose calculations may ditfer the Company's calculations. Additionally, tfirancial measure does not include
certain significant items such as interest incoimterest expense, income taxes, depreciation amdteation, non-cash impairment charges,
non-<cash stock compensation expense, gain (loss) gneedinguishment of debt and net other income ézge). Adjusted EBITDA should r
be considered a substitute for other measuresafifial performance reported in accordance with BAA

The data presented in the following taletudes information for the twelve months ended¢®eber 31, 2007, 2006 and 2005 for all
statement of operations and cash flow informati@sented, and as of December 31, 2007 and 20@#8l tmelance sheet information presented.
Information related to the acquired businessesakided from their respective acquisition datesidRee and the related expenses are attril
to countries based on where services are provided.
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Industry and geographic segment financifdrimation follows. Certain prior year informatibas been reclassified to conform to the 2007

presentation.

Communications

Coal
Mining

Other

Total

(dollars in millions)

2007
Revenue
North America $ 3941 $ 70 % — $ 4,011
Europe 25¢ — — 25¢
$ 4,19¢ $ 70 % — $ 4,26¢
| | | |
Adjusted EBITDA:
North America $ 75¢ $ 5 % 4
Europe 65 — —
$ 82: $ 5 % 4
| | |
Capital Expenditures
North America $ 57¢ $ 2 3 — 3 58(
Europe 53 — — 53
$ 631 $ 2 3 — 3 63:
| | | |
Depreciation and Amortizatiol
North America $ 861 $ 7 % — 3 86¢
Europe 74 — — 74
$ 93t $ 7 % — 3 947
| | | |
Coal
Communications Mining Other Total
(dollars in millions)
2006
Revenue
North America $ 3,121 $ 67 $ — $ 3,18¢
Europe 19C — — 19C
$ 3,311 $ 67 $ — $ 337
I I | |
Adjusted EBITDA:
North America $ 63€ $ 8 $ (3
Europe 41 — —
$ 677 $ 8 $ (3)
I I |
Capital Expenditures
North America $ 34€ $ 1 % — $ 347
Europe 45 — — 45
$ 391 $ 1 % — 3 392
I I | |
Depreciation and Amortizatiol
North America $ 661 $ 1 3 — $ 662
Europe 68 — — 68




$ 72¢ % 1 $ — $ 73C
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Coal
Communications Mining Other Total
(dollars in millions)
2005
Revenue
North America $ 1,49 $ 74 % — $ 157
Europe 14¢ — — 14¢
$ 1,648 $ 74 $ — $ 1,71
I I | |

Adjusted EBITDA:

North America $ 437 $ 16 $ (3

Europe 21 — —
$ 45¢  $ 16 $ (3
I I |

Capital Expenditures

North America $ 271 % 2 3% — $ 273

Europe 27 — — 27
$ 29¢ % 2 $ — $ 30C
I I | |

Depreciation and Amortizatiol

North America $ 56C $ 5 $ — % 56t
Europe 82 — — 82
$ 64z $ 5 $ — % 647
.| | | |

| dentifiable Assets
December 31, 200

North America $ 9,18¢ $ 11t $ 11 $ 9,31t
Europe 93C — — 93C
$ 10,11¢ $ 115 $ 1 $ 10,24:
| | | |
December 31, 200
North America $ 9,04 $ 127 $ 18 $ 9,18¢
Europe 80¢€ — — 80¢€
$ 9,84¢ $ 127 $ 18 $ 9,99

Communications

Coal
Mining

Other Total

(dollars in millions)
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Coal
Communications Mining Other Total

(dollars in millions)

Long-Lived Assets (excluding Goodwill)
December 31, 200

North America $ 6,70z $ 75 $ — $ 6,773
Europe 81¢& — — 81¢
$ 752( $ 75 $ 7,59
| | |
December 31, 200
North America $ 6,36z $ 88 $ 6,45(
Europe 747 — 747
$ 7,10¢ $ 88 $ 7,19
| | |
Goodwill
December 31, 200
North America $ 1,39C $ — $ 1,39
Europe 31 — 31
$ 1,421 $ — $ 1,421
| | |
December 31, 200
North America $ 408 % — $ 40¢
Europe — — —
$ 408 % — $ 40¢
| | |

Communications revenue is grouped intodluagtegories: 1) Core Communications Servicesugtiey transport and infrastructure
services, IP and data services, voice servicedavel 3 Vyvx services) 2) Other Communications $&y (including managed modem and its
related reciprocal compensation, DSL aggregatind,legacy managed IP services), and 3) SBC Corfiaatices. This revenue reporting
structure reflects how the Company's managemesstsvn the communications
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business. Management invests in supporting thethrohCore Communications Services revenue andanizitig the cash flows from the
Company's declining Other and SBC Contract Senikmsenue.

Communications Services

SBC
Contract
Core Other Services Total

(dollars in millions)

Communications Revenue

2007
North America $ 3366 $ 272 $ 30 $ 3,941
Europe 25€ 2 — 25¢
$ 3622 $ 274 % 302 $ 4,19¢
| | | |

2006
North America $ 1,781 $ 441 $ 892 $ 3,121
Europe 18€ 4 — 19C
$ 197 $ 44t 3 89 $ 3,311
| | | |

2005
North America $ 8l $ 652 % 25 $ 1,49¢
Europe 144 5 — 14¢

$ 96z $ 658 $ 25 $ 1,64f

Transport and Infrastructure includes $liom, $2 million and $130 million of terminatiorevenue for the years ended December 31,
2007, 2006 and 2005, respectively. IP and dataded less than $1 million, $7 million and $1 milliof termination revenue for the years
ended December 31, 2007, 2006 and 2005, respsct®BIC Contract Services includes $2 million ofrieration revenue for the years ended
December 31, 2007 and 2006. No termination revevagerecorded for SBC in 2005.

In the third quarter of 2006, Level 3 annced the formation of four customer-facing groupbétter serve the changing needs of
customers in growing markets and drive growth actbe organization:

. The Wholesale Markets Group services the commuoitaiheeds of large national and global serviceigess, including
carriers, cable companies, wireless companiesyaice service providers. These customers typidatygrate Level 3 services
into their own products and services to offer taitlend user customers. Revenue from the Wholdsatkets Group represent
56% of Core Communications revenue for the yeaedrikecember 31, 2007.

. The Business Markets Group targets enterprise gus®and regional carriers who value a local, msifmal sales forc
Specific customer markets include small, mediund, lange businesses, local and regional carrieate sind local government
entities, and higher education institutions. Rewefiam the Business Markets Group represented Z8%o@ Communications
revenue for the year ended December 31, 2007.

. The Content Markets Group focuses on serving mealiacontent companies with large and growing badtiwieeds.
Customers in this market include video distributtmmpanies,
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providers of gaming, mega-portals, software sergiceiders, social networking providers, as welhaswe traditional media
distribution companies such as broadcasters, sitevhnetworks and sports leagues. Revenue frorGtiitent Markets Group
represented 11% of Core Communications revenueeiye¢ar ended December 31, 2007.

. The European Markets Group serves large Europeasuaters of bandwidth, including the largest Europsrad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors. Revenue frorEdhapean Markets Group represented 7% of Core Carwmattions revenue
in the year ended December 31, 2007.

The Company believes that the alignmentirdccustomer markets should allow it to drive gtowhile enabling it to better focus on the
needs of the customers.

The majority of North American revenue dstssof services delivered within the United Stafd®e majority of European revenue cons
of services delivered within the United Kingdomafce and Germany. Revenue from transoceanic ssriloeated to Europe.

The following information provides a recdiation of Net Income (Loss) to Adjusted EBITDA lbgportable segment, as defined by the
Company, for the years ended December 31, 2006 206 2005:

2007
Discontinued
Coal Information
Communications Mining Other Services
(dollars in millions)
Net Income (Loss $ 1,119 $ 3) $ 2 $ —
Income from Discontinued Operatio — — — —
Income Tax Provision (Benefi a7 1 (6) —
Total Other (Income) Expen: 89t — — —
Non-Cash Impairment Char¢ 1 — — —
Depreciation and Amortization Exper 93t 7 — —
Non-Cash Compensation Exper 122 — — —
Adjusted EBITDA $ 82: $ 5 § 4 $ —
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2006
Discontinued
Coal Information
Communications Mining Other Services

(dollars in millions)

Net Income (Loss $ (800) $ 7 $ 3 % 46
Income from Discontinued Operatio — — — (46)
Income Tax Provision (Benefi 4 — 2 —
Total Other (Income) Expen: 652 — 4 —
Non-Cash Impairment Char¢ 8 — — —
Depreciation and Amortization Exper 72¢ 1 — —
Non-Cash Compensation Exper 84 — —
Adjusted EBITDA $ 677 $ 8 ¢ ) $ —

I I | I
2005

Discontinued
Coal Information
Communications Mining Other Services
(dollars in millions)

Net Income (Loss $ (720) $ 16 $ ) $ 69
Income from Discontinued Operatio — — — (69)
Income Tax Provision (Benefi 2 2 1 —
Total Other (Income) Expen: 474 @) D —
Non-Cash Impairment Char¢ 9 — — —
Depreciation and Amortization Exper 64z 5 — —
Non-Cash Compensation Exper 51 — — —
Adjusted EBITDA $ 45¢  $ 16 $ 3) $ —

I I | I

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

In April 2002, Level 3 Communications, Inand two of its subsidiaries were named as defgsdaBauer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 statesy] fih state court in Madison County, lllinois. biy2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.akt, a purported two state class action filed inth®. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fo state of Idaho. In September 2002, Le\
Communications, LLC and Williams Communications . vere named as defendantsSimith et. al. v. Sprint Communications
Company, L.P., et a).a purported nationwide class action filed in theted States District Court for the Northern Digtof lllinois. In April
2005, the Smith plaintiffs filed a Fourth Amendedn@plaint which did not include Level 3 or Willian@mmunications, Inc. as a party, thus
ending both companies' involvement in the Smitrec&@n February 17, 2005, Level 3 Communications; land Williams
Communications, LLC were named as defendankddbaniel, et. al., v. Qwest Communications Corpomtet al., a purported class action
covering 10 states filed in the United States @istCourt for the Northern District of lllinois. Hse
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actions involve the companies' right to instalffiteer optic cable network in easements and rightsays crossing the plaintiffs' land. In
general, the companies obtained the rights to oactdheir networks from railroads, utilities, aothers, and have installed their networks a
the rights-of-way so granted. Plaintiffs in the ponted class actions assert that they are the evaidands over which the companies' fiber
optic cable networks pass, and that the railroatilgjes, and others who granted the companiesitite to construct and maintain their
networks did not have the legal authority to doTdte complaints seek damages on theories of trespagist enrichment and slander of title
and property, as well as punitive damages. The aomp have also received, and may in the futurgvrecclaims and demands related to
rights-of-way issues similar to the issues in thessses that may be based on similar or differeysl ldheories. To date, other than as noted
above, all adjudicated attempts to have classmasti&tus granted on complaints filed against thepamies or any of their subsidiaries
involving claims and demands related to rights-afpissues have been denied.

It is still too early for the Company taddh a conclusion as to the ultimate outcome ofetlaetions. However, management believes that
the Company and its subsidiaries have substargfahdes to the claims asserted in all of theserstiand any similar claims which may be
named in the future), and intends to defend thegorausly if a satisfactory form of settlement ig approved.

Other Litigation

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

Operating Leases

The Company is leasing rights-of-way, fiéieis and other assets under various operating$eakich, in addition to rental payments, may
require payments for insurance, maintenance, ptppexes and other executory costs related toghgel. Certain leases provide for adjustn
in lease cost based upon adjustments in the comqunine index and increases in the landlord's memesmnt costs.

The right-of-way agreements have varioysration dates through 2060. Payments under thgbeaf-way agreements were $90 million
in 2007, $62 million in 2006 and $30 million in 20

The Company has obligations under non-dabteoperating leases for certain colocation dfideofacilities, including lease obligations
for which facility related restructuring chargesddeen recorded. The lease agreements have vasipiration dates through 2099. Rent
expense, including common area maintenance, urmfecancelable lease agreements was $190 milli@e07, $132 million in 2006 and
$76 million in 2005.

For those leases involving communicationisaation and right-of-way agreements, the Comparticipates that it will renew these leases
under option provisions contained in the leaseegents given the significant cost to relocate tben@any's network and other facilities.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(20) Commitments, Contingencies and Other ltems (Gtinued)

Future minimum payments for the next fieags under right-of-way agreements and non-canleetgderating leases for facilities
(including common area maintenance) consist ofdhewing at December 31, 2007 (dollars in milligns

Right-of-Way
Agreements Facilities Total
2008 $ 101 % 12¢ $ 227
2009 91 10t 19¢
2010 85 88 175
2011 80 77 157
2012 77 70 147
Thereaftel 91¢ 261 1,17¢
Total $ 135 $ 727 $ 2,07¢

Certain right of way agreements includevigions for increases in payments in future perioalsed on the rate of inflation as measured by
the consumer price index. The Company has notdecliestimates for these increases in future penotihe amounts included above.

Certain right of way agreements are caab#dlor can be terminated under certain conditiblosvever, in most cases cancellation or
termination of the right of way agreement requiemoval of the Company's network. Because the Cagnpansiders it unlikely that it would
cancel or terminate its right of way agreementsranaove its network, the payments due under thgseements have been included in the
table above. Certain of these right of way agreamprovide for automatic renewal on a periodic asor purposes of presenting future
payment commitments under these agreements, th@&onhas included 18 years of future payments ffarmuary 1, 2008 in the table above.

Other

It is customary in Level 3's industriesuse various financial instruments in the normalrsewf business. These instruments include i
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh 2iccordance with specified terms and
conditions. As of December 31, 2007 and 2006, L8vehd outstanding letters of credit of approxinya®36 million and $45 million,
respectively, which are collateralized by cash Whreflected on the consolidated balance sheetsiscted cash and securities. The Com
does not believe it is practicable to estimatefdlirevalue of the letters of credit and does ndidve exposure to loss is likely nor material.

(21) Condensed Consolidating Financial Information
As discussed in Note 14, Level 3 Finandiag issued senior notes as described below:

. In October 2003, Level 3 Financing issued $500iamibf 10.75% Senior Notes due 2011. The 10.75%08&otes were
registered with the Securities and Exchange Comamse 2005. The Company repurchased $497 millibthe 10.75% notes
2006.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(21) Condensed Consolidating Financial Information(Continued)

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

. In April 2006, Level 3 Financing issued an additib300 million of 12.25% Senior Notes due 2013.

. In October 2006, Level 3 Financing issued $600iomIbf 9.25% Senior Notes due 2014 and in Decer2b86 issued a

additional $650 million of 9.25% Senior Notes dd 2.

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

The notes discussed above are unsecurigghtibhs of Level 3 Financing; however, they aogbintly and severally and fully and
unconditionally guaranteed on an unsecured seasistby Level 3 Communications, Inc. and Level 3n@wnications, LLC.

In addition, Level 3 Financing's 12.25% iBeiNotes due 2013, Floating Rate Senior Notesafid and 9.25% Senior Notes due 201«
jointly and severally and fully and unconditionafjyaranteed by Broadwing Financial Services, mevholly owned subsidiary of Level
Communications, Inc. As a result of this guarantiee,Company has included Broadwing Financial $essilnc. in the condensed
consolidating financial information below for therfpds subsequent to the acquisition of Broadwimganuary 3, 2007.

In conjunction with the registration of th@.75% Senior Notes, Floating Rate Senior Notesail, 12.25% Senior Notes due 2013,
9.25% Senior Notes due 2014, 8.75% Senior Note@L& and Floating Rate Senior Notes due 2015dbenapanying condensed
consolidating financial information has been prepaand presented pursuant to SEC Regulation S-X Rab "Financial statements of
guarantors and affiliates whose securities colditer an issue registered or being registered."

Condensed Consolidating Statements of Qipesafor the three years ended December 31, ZG and 2005 follow. Level 3
Communications, LLC leases equipment and certaititfas from other wholly owned subsidiaries ofet 3 Communications, Inc. These
transactions are eliminated in the consolidatedliesf the Company. The operating activities & separate legal entities included in the
Company's consolidated financial statements aeedependent. The accompanying condensed consofdatancial information presents the
results of operations, financial position and cfi@lvs of each legal entity and, on an aggregatésbt® other non-guarantor subsidiaries based
on amounts incurred by such entities, and aremended to present the operating results of thega kentities on a stand-alone basis.
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(21) Condensed Consolidating Financial Informatior(Continued)

Revenue

Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and
Administrative
Restructuring and Impairment
Charges

Total Costs and Expens

Operating Income (Los:

Other Income (Loss), ne
Interest Incom¢
Interest Expens
Interest Income (Expense)
Affiliates, net
Equity in Net Earnings (Losses,
of Subsidiaries
Other Income (Expens

Other Income (Loss

Income (Loss) from Continuing
Operations Before Income Tax

Income Tax Benefi

Income (Loss) from Continuing
Operations

Income (Loss) from Discontinued
Operations

Net Income (Loss

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Condensed Consolidating Statements of Operations

For the year ended December 31, 2007

Level 3 Level 3 Level 3
Communications, Financing, Communications,
Inc. LLC Services, Inc. Subsidiaries Eliminations Total
(dollars in millions)
$ — 3 — % 143¢ $ 27 $ 2,99 $ (197) $ 4,26¢
— — 552 — 1,43¢ (154 1,83:
— — 34¢ — 597 — 947
3 — 1,251 27 47¢ (37) 1,722
— — 12 — — — 12
3 — 2,161 27 2,51( (197) 4,51(
) — (722) — 484 — (241)
2 1 43 — 8 — 54
(202) (36%) (1) (1) (8 — (577)
781 97¢ (1,81¢) — 61 — —
(1,329 (1,939 444 — — 2,81¢ —
(363) (29) 7 — 13 — (372)
(1,117) (1,35)) (1,32%) Q) 74 2,81¢ (895)
(1,119 (1,35)) (2,047) 1) 55¢ 2,81¢ (1,13¢6)
— 22 — — — — 22
(1,119 (1,329 (2,047) 1) 55¢ 2,81¢ (1,119
$ (1,119 $ (1,329 $ (2,049 $ 1) % 55¢ $ 2,81¢ $ (1,119
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(21) Condensed Consolidating Financial Informatior(Continued)

Revenue

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

Total Costs and Expens

Operating Income (Los:
Other Income (Loss), ne
Interest Incom
Interest Expens
Interest Income (Expense) Affiliates,
net
Equity in Net Earnings (Losses) of
Subsidiaries
Other Income (Expens:

Other Income (Loss

Income (Loss) from Continuing Operatic
Before Income Taxe
Income Tax (Expense) Bene

Income (Loss) from Continuing Operatic
Income from Discontinued Operatio

Net Income (Loss

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

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — 3 — 3 1,30¢ $ 227  $ (19€) $ 3,37¢
— — 52t 1,17¢ (187) 1,517
— — 35¢ 37z — 73C
6 — 81€ 44E 9) 1,25¢
— — 9 4 — 13
6 — 1,70¢ 2,00(¢ (19€) 3,51¢
(6) — (409 27C — (24C)
1€ 1 40 7 — 64
(432) (207) — 9) — (64¢)
86( 66€ (1,572) 46 — —
(1,209) (1,561) 141 — 2,62¢ —
27 (10¢) 7 10 — (64)
(73¢) (1,209) (1,389 54 2,62¢ (64¢)
(744) (1,20¢9) (1,789%) 324 2,62¢ (78¢)
_ _ — @ = e
(744) (1,209 (1,78¢) 32z 2,62¢ (790)
_ _ — 46 — 46
$ (749 $ (1,209 $ (1,789 % 36 $ 2,62¢ $ (749
| | | | | |
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(21) Condensed Consolidating Financial Informatior(Continued)

Revenue

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

Total Costs and Expens

Operating Income (Los:
Other Income (Loss), ne
Interest Incom
Interest Expens
Interest Income (Expense) Affiliates,
net
Equity in Net Earnings (Losses) of
Subsidiaries
Other Income (Expens:

Other Income (Loss

Income (Loss) from Continuing Operatic
Before Income Taxe
Income Tax Expens

Income (Loss) from Continuing Operatic
Income from Discontinued Operatio

Net Income (Loss

Condensed Consolidating Statements of Operations

For the year ended December 31, 2005

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — 3 — 3 1457 $ 4c  $ aze) $ 1,71¢
— — 57t 104 (163) 51€
— — 444 20z — 647
4 — 64C 14C (15) 76¢
— — 21 2 — 23
4 — 1,68( 44¢ a7¢) 1,95¢
4 — (229) 9 — (23€)
19 1 11 4 — 35
(390) (133) — @ — (530)
784 5217 (1,336) 25 — —
(1,04¢) (1,492) @ — 2,541 —
1 — 12 16 — 29
(634) (1,097) (1,319 38 2,541 (46€)
(63¢) (1,097) (1,537) 29 2,541 (702)
— — — (©)] — (5)
(63¢) (1,097 (1,537) 24 2,541 (707)
_ 49 — 20 — 69
$ (63¢) $ (1,049 $ 1,537) $ 4 3 2541 $ (639
| | | | | |
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(21) Condensed Consolidating Financial Informatior(Continued)
Condensed Consolidating Balance Sheet§ @eaember 31, 2007 and 2006 follow:

Condensed Consolidating Balance Sheets
December 31, 2007

Level 3 Level 3 Level 3 Broadwing
Communications, Financing, Communications, Financial Other
Inc. Inc. LLC Services, Inc. Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets
Cash and cash equivalel $ — $ 27 $ 58¢ $ — $ 99 $ — $ 714
Marketable securitie 8 — — — 1 — 9
Restricted cash and securit — — 14 — 9 — 23
Accounts receivable, n — — 8C — 31¢E — 39t
Due from (to) affiliates 10,57¢ 8,54¢ (20,897) 20 1,752 — —
Other 7 8 32 — 41 — 88
Total Current Asset 10,59( 8,58¢ (20,189 20 2,21¢ — 1,22¢
Property, Plant and Equipment, | — — 3,25¢ — 3,41° — 6,66¢
Restricted Cash and Securit 18 — 17 — 66 — 101
Goodwill and Other Intangibles, n — — 151 — 1,95( — 2,101
Investment in Subsidiarie (6,957) (11,270 4,481 — — 13,74( —
Other Assets, n¢ 16 47 17 — 65 — 14¢&
Total Asset: $ 3,67 $ (2,639 $ (12,26 $ 20 $ 7,712 $ 13,74C $ 10,24t
;. _§F ¥y ¥ N __§ |
Liabilities and Stockholders' Equity
(Deficit)
Current Liabilities:
Accounts payabl $ — $ — $ 17C $ — $ 22¢ $ — $ 39¢
Current portion of lon-term debt 25 — — 1 6 — 32
Accrued payroll and employee
benefits — — 88 — 9 — 97
Accrued interes 33 95 — — — 12¢
Deferred revenu — — 91 75 — 16€
Other — — 42 — 97 — 13¢
Total Current Liabilities 58 95 391 1 413 — 95¢
Long-Term Debt, less current portic 2,511 4,217 — 20 84 — 6,832
Deferred Revenu — — 644 — 11¢ — 765
Other Liabilities 34 — 21z — 37¢ — 622
Stockholders' Equity (Deficit 1,07C (6,957) (13,509 @) 6,721 13,74( 1,07(¢
Total Liabilities and Stockholders'
Equity (Deficit) $ 3,67 $ (2,639 $ (12,269 $ 20 $ 7,712 $ 13,74( $ 10,24:
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(21) Condensed Consolidating Financial Informatior(Continued)

Assets

Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Other

Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

Restricted Cash and Securit
Goodwill and Other Intangibles, n
Investment in Subsidiarie

Other Assets, n¢

Total Asset:

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

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu

Other Liabilities

Stockholders' Equity (Deficit

Total Liabilities and Stockholders' Equity
(Deficit)

Condensed Consolidating Balance Sheets
December 31, 2006

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ 15 % 12 $ 1,592 62 $ — $ 1,681
23t — — — — 23t
— — 31 15 — 46
— — 97 22¢ — 32€
11,18: 6,432 (18,632) 1,01¢€ — —
17 6 41 37 — 101
11,45( 6,45( (16,870 1,35¢ — 2,38¢
— — 3,26¢ 3,20( — 6,46¢
17 — — 73 — 9C
— — 44 87t — 91¢
(6,419 (10,170 2,63¢ — 13,95( —
43 41 12 32 — 12¢
$ 5091 $ (3,679 $ (10,907 553¢ $ 13,95( $ 9,99«
sy ]
$ — 3 1 $ 16C 23C $ — $ 391
— — — 5 — 5
— — 59 33 — 92
93 49 — 1 — 14:
_ — 84 44 — 12¢
1 2 5€ 97 — 15€
94 52 35¢ 41C — 91¢
4,581 2,68¢ — 88 — 7,351
— — 642 12t — 767
42 — 19¢ 34C — 581
374 (6,419 (12,107 4,57¢ 13,95( 374
$ 5091 $ (3,679 $ (10,907 553¢ $ 13,95 $ 9,99/
| | | | | |
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(21) Condensed Consolidating Financial Informatior(Continued)

Condensed Consolidating Statements of Elshkis for the years ended December 31, 2007, 200&805 follow:

Net Cash Provided by (Used i
Operating Activities

Cash Flows from Investing Activitie
Proceeds from sale and maturit
of marketable securitie
Decrease in restricted cash anc
securities, ne
Capital expenditure
Acquisitions, net of cash acquir
and investment
Proceeds from sale of
discontinued operatior
Proceeds from sale of property,
plant and equipment and other
asset:

Net Cash Provided by (Used i
Investing Activities

Cash Flows from Financing
Activities:
Long-term debt borrowings, net
of issuance cos'
Payments on and repurchases
long-term debt, including currer
portion and refinancing cos
Proceeds from warrants and
stocl-based equity plar
Increase (decrease) due from
affiliates, net

Net Cash Provided by (Used i
Financing Activities

Effect of Exchange Rates on Cash
and Cash Equivalen

Net Change in Cash and Cz
Equivalents

Cash and Cash Equivalents at
Beginning of the Yea

Cash and Cash Equivalents at Enc
the Year

Condensed Consolidating Statements of Cash Flows

For the year ended December 31, 2007

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

(229) $ (30€) $ (14€) $ (15) $ 927 $ — $ 231

28C — — — 53 — 33z

— — 1 — 11 — 12

— — (277) — (362) — (633)

— — (893) — 217 — (67€)

— @ — — — — @

— — 2 — 3 — 5

28C (%) (1,16]) — (78) — (961)

— 2,34¢ — — — 2,34¢

(1,619 (887) — (1) (111 — (2,61¢)

26 — — — — 26

1,521 (1,139 30C 1€ (704) — —

(66) 32z 30C 15 (815) — (243)

— — 3 — 3 — 6

(15) 15 (1,004 — 37 — (967)

15 12 1,592 — 62 — 1,681

— % 27 % 58¢ $ — 3 99 $ — 3 714
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(21) Condensed Consolidating Financial Informatior(Continued)

Net Cash Provided by (Used i
Operating Activities of Continuing
Operations

Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie
Purchases of marketable securi
Decrease (increase) in restricted ci
and securitie
Capital expenditure
Investments and acquisitio
Proceeds from sale of discontinuec
operations, net of cash sc
Advances from discontinued
operations, ne
Proceeds from sale of property, ple
and equipment and other ass

Net Cash Provided by (Used in) Invest
Activities

Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cost
Payments on long-term debt,
including current portion (net of
restricted cast
Equity offering
Increase (decrease) due from
affiliates, net

Net Cash Provided by (Used i
Financing Activities

Net Cash Used in Discontinu
Operations

Effect of Exchange Rates on Cash anc
Cash Equivalent

Net Change in Cash and Cz
Equivalents

Cash and Cash Equivalents at Beginn
of Year (includes cash of discontinued
operations

Cash and Cash Equivalents at End of
Year

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2006
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Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)

(380) $ (183 $ 62 72z $ $ 221

il7s 5 10C — 28C

— — (98) — (98)

1 2 (10 (14) (22)

— — (16€) (22€) (392)

— — (7617) 12 (749)

— — — 307 307

— — — 18 18

— — 6 1 7
17¢ 7 (929) 98 (64¢€)

32¢ 1,93( — — 2,25¢
(513) (59€) — 1) (1,110

543 — 543

(174) (1,159 2,17(C (842) —

182 18C 2,17C (84%3) 1,68¢
— — — (43 (43

— — 14 4) 10

(22 4 1,317 (70 1,22¢

37 8 27t 132 452

15  $ 12 % 1,592 62 $ $ 1,681
N s W N ]




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(21) Condensed Consolidating Financial Informatior(Continued)

Net Cash Provided by (Used in) Operat
Activities of Continuing Operatior

Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie
Purchases of marketable securi
Decrease (increase) in restricted cas
and securitie
Capital expenditure
Investments and acquisitio
Proceeds from sale of discontinued
operations
Advances from discontinued
operations, ne
Proceeds from sale of property, plan
and equipment and other ass

Net Cash Provided by (Used in) Invest
Activities

Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cost
Payments on long-term debt, includi
current portion (net of restricted ca:
Increase (decrease) due from affiliate
net

Net Cash Provided by (Used in) Financ
Activities

Net Cash Used in Discontinued Operati

Effect of Exchange Rates on Cash and ¢
Equivalents

Net Change in Cash and Cash Equival:
Cash and Cash Equivalents at Beginnin
Year (includes cash of discontinued
operations

Cash and Cash Equivalents at End of Y1
(includes cash of discontinued operatic

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2005
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Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ (30¢) $ (12¢) $ 22¢  $ 90 $ — $ (11§
243 — 34C 1 — 584
(64¢) — — — — (64€)
= 3 (6) (1) = (4)
— — (167) (133) — (300)
(10) — (497) 12¢ — (379)
— 82 — — — 82
— — — 13 — 13
— — 3 8 — 11
(415) 85 (327) 16 — (641)
8717 — — 66 — 943
— — (26) (109 — (230)
(123 34 17¢ (83) — —
75€ 34 144 (121 — 81z
— — — 32 — (32
() — (13) 1 — 13
34 ©) 30 (46) - 9
3 17 24¢ 17¢ — 442
$ 37 % 8 $ 27t $ 132 % — $ 452
" s ]




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(22) Unaudited Quarterly Financial Data

Three Months Ended

March 31, June 30, September 30, December 31,

2007 2006 2007 2006 2007 2006 2007 2006

(dollars in millions except per share data)

Revenue $ 1,05¢$ 82z ¢ 1,05 % 83t $ 1,0618% 87t $ 1,10C $ 84¢€
Operating Los: (75) (57) (79) (18) (58) (25) (29 (40
Loss from Continuing Operatiol (647) (16€) (202) (2249) a74) (169 (91) (237)
Income (loss) from Discontinued Operatic — 2 — 23 — 25 — —
Net Loss (647) (168) (202) (202) a74) (139) (91 (237)
Income (Loss) per Share (Basic and Dilutt

Loss from Continuing Operatiol $ 0.49% (0.20% (0.19%$ (0.29% 0.1)$ (0.19% (0.06$ (0.20

Income from Discontinued Operatio — — — 0.0z — 0.0z — —

Net Loss $ (0449$ (020%$ (0.19$ (0.29% (0.1)$ (0.19$%  (0.0$ (0.20

Loss per share was calculated for eactethrenth period on a stand-alone basis. As a restbck transactions during the periods, the
sum of the loss per share for the four quartesach year may not equal the loss per share fdntlge month periods. As a result of the sale
of Software Spectrum in 2006, certain amounts presly included in the 2006 quarterly reports onnkA.0-Q have been reclassified from
continuing operations to discontinued operations.

In the first quarter of 2007, the Companyghased Broadwing and the CDN Business. The Comglan recognized a $427 million net
loss on the extinguishment of various debt instnusién several transactions.

In the third quarter of 2007, the Companychased Servecast Limited.

In the fourth quarter of 2007, the Compeegognized a $37 million gain related to the phaside of its investment in Infinera stock and
recognized a tax benefit of $23 million relatedéstain changes in state income tax law that pilynaccurred in the second quarter of 2007.

In the first quarter of 2006, the Companyghased Progress Telecom. The Company also rexfyai$27 million gain related to a debt
exchange.

In the second quarter of 2006, the Compmnmghased ICG Communications. The Company alsgrézed a $55 million loss on the
amendment and restatement of the Company's Seador&l term Loan due 2011.

In the third quarter of 2006, the Companychased TelCove and Looking Glass. The Compamyratognized a $33 million gain from
the sale of Software Spectrum.

In the fourth quarter of 2006, the Compeegognized a $54 million loss on the extinguishnadrdebt.
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Exhibit 12

LEVEL 3 COMMUNICATIONS, INC.
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING TO FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS

Fiscal Year Ended

2007 2006 2005 2004 2003
Loss from Continuing Operations Before Income Taxes $ (1,136) % (788) $ (702) $ 477) % (746)
Earnings of Equity Invester — — — — 3)
Interest on Debt, Net of Capitalized Inter 577 648 530 485 567
Amortization of Capitalized Intere 68 68 68 68 68
Interest Expense Portion of Rental Expe 63 44 25 29 31
Earnings (Losses) Available for Fixed Char $ (428) $ (28)$ (79) $ 105 $ (83)
Interest on Dek $ 577 $ 648 $ 530 $ 485 $ 567
Preferred Dividend — — — — —
Interest Expense Portion of Rental Expe 63 44 25 29 31
Total Fixed Charge $ 640 $ 692 $ 555 $ 514 $ 598

Ratio of Earnings to Fixed Charg — — — — —

Deficiency $ (L0689 (720) $ (634) $ (409) $ (681)




Exhibit 21

Significant Subsidiaries
As of and for the Fiscal Year ending December 3107

Level 3 Communications, In
Level 3 Financing, Inc
Level 3 Communications, LL!
Broadwing Corporatiol
Eldorado Acquisition Three, LL!
TelCove Operations, LL¢
WilTel Communications Group, LL!
WilTel Communications, LL(C
BTE Equipment, LLC
Level 3 International, Inc
Level 3 Holdings, B.V
Level 3 Communications Limited (Uk
Level 3 Communications GmbH (Germatr
Level 3 Holdings, Inc
KCP, Inc.




Exhibit 23
Consent of Independent Registered Public Accountingirm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference irréggstration statements (Nos. 333-53914, 333-91833-68887, 333-71713, 333-115062,
333-123703, 333-125030, 333-125262, 333-130710,132895, 333-134668, 333-136413, 333-139836, aBd139838) on Form S-and the
registration statements (Nos. 333-79533, 333-42383,68447, 333-58691, 333-52697, 333-115472, 83d135751) on Form S-8 of Level 3
Communications, Inc. of our reports dated Febr2&xy2008, with respect to the consolidated balaheets of Level 3 Communications, Inc.
and subsidiaries as of December 31, 2007 and 20@b6the related consolidated statements of opestaash flows, and changes in
stockholders’ equity (deficit) and comprehensiveslfor each of the years in the three-year pemag@ December 31, 2007, and the
effectiveness of internal control over financigboeting as of December 31, 2007, which reports apjpethe December 31, 2007 annual report
on Form 10-K of Level 3 Communications, Inc.

/s/ KPMG LLP

Denver, Colorad
February 29, 200




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

| have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or omsit&de a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statement$,aéimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

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

a. Designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifg prepared;

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

c. Evaluated the effectiveness of the registrant’sld@&ire controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such 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 regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyesftf, the registrant’s internal control over finaeceporting; and

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatioernal control over
financial reporting, to the registrant’s auditorslahe 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 contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; and

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

Date: February 29, 2008

/s/ James Q. Crow

James Q. Crow
Chief Executive Office

*

Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules 1B4(a) anc
15d-14(a).




Exhibit 31.2

CERTIFICATIONS*

[, Sunit S. Patel, certify that:

1.

2.

| have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or omsit&de a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statement$,aéimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

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

a. Designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifg prepared;

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

c. Evaluated the effectiveness of the registrant’sld@&ire controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such 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 regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyesftf, the registrant’s internal control over finaeceporting; and

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatioernal control over
financial reporting, to the registrant’s auditorslahe 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 contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; and

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

Date: February 29, 2008

/s/ Sunit S. Pate

Sunit S. Pate
Group Vice President and Chief Financial Offi

*

Provide a separate certification for epcincipal executive officer and principal financafficer of 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-K of Level 3 Comnueations, Inc. (the “Company”) for the year endea&aber 31, 2007 as filed with
the Securities and Exchange Commission on thehdasof (the “Report”)] James Q. Crowe, Chief Executive Officer of thepany, certify
pursuant to 18 U.S.C. § 1350, as adopted pursadn®06 of the Sarbanes-Oxley Act of 2002, that:

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

2) The information contained in the Report fairly prets, in all materials respects, the financial dbom and results of
operations of the Company.

/s/ James Q. Crow
James Q. Crow

Chief Executive Office
February 29, 200




Exhibit 32.2

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

In connection with the Form 10-K of Level 3 Comnueations, Inc. (the “Company”) for the year endea&aber 31, 2007 as filed with
the Securities and Exchange Commission on thehdaeof (the “Report”)| Sunit S. Patel, Group Vice President and ChiefRcial Officer o
the Company, certify, pursuant to 18 U.S.C. § 1380adopted pursuant to 8§ 906 of the Sarbanes-@xiegf 2002, that:

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

2) The information contained in the Report fairly prets, in all materials respects, the financial dbom and results of
operations of the Company.

/s/ Sunit S. Pate
Sunit S. Pate

Group Vice President and Chief Financial Offi
February 29, 200




