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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the Quarterly Period Ended June 30, 200!

or

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

ACT OF 1934
For the transition period to
Commission file number 0-15658
LEVEL 3 COMMUNICATIONS, INC.
(Exact name of registrant as specified in its arart
Delaware 47-0210602
(State of Incorporatior (I.LR.S. Employe
Identification No.)

1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code)

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

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (ordiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastlags. Yedx] No[O

Indicate by check mark whether the registrant ldsnstted electronically and posted on its corpo¥&eb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T during the préwgd2 months (or for such shorter
period that the registrant was required to submit gost such files). Y& @ No[O

Indicate by check mark whether the registrantlearge accelerated filer, an accelerated filer, @accelerated filer, or a smaller reporting

company. See definitions of “large accelerated filaccelerated filer,” and “smaller reporting cpany” in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated fileX] Accelerated filer

Non-accelerated file[d Smaller reporting compan(]
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgje Act). YesO No
The number of shares outstanding of each clagseassuer’'s common stock, as of June 30, 2009:

Common Stock1,634,402,830 shares
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
(dollars in millions, except per share data 2009 2008 2009 2008
Revenue
Communication: 92€ 1,072 1,88¢ 2,13¢
Coal Mining 16 18 34 44
Total Revenut 947 1,09( 1,927 2,18:
Costs and Expenses (exclusive of depreciation and
amortization shown separately belo
Cost of Revenu
Communication: 37¢ 442 76¢ 901
Coal Mining 16 18 33 34
Total Cost of Revenu 39t 46C 802 93t
Depreciation and Amortizatic 22¢ 234 45C 474
Selling, General and Administrati 321 39t 65¢ 817
Restructuring Charge 6 4 7 11
Total Costs and Expens 95C 1,09¢ 1,91¢ 2,231
Operating Income (Los! (8) 3 4 (55)
Other Income (Expense
Interest incom: 1 3 2 9
Interest expens (152) (141 (29¢) (28%)
Gain on sale of business group, — 96 — 96
Gain on extinguishment of debt, r 14 — 14 —
Other, ne 12 4 14 7
Total Other Income (Expens (125) (39) (26€) (1739
Loss Before Income Taxt (139 (472) (264) (22¢)
Income Tax Expens (1) (1) (2) (4)
Net Loss (134) $ (42) (266) $ (232)
Basic and Diluted Loss per She (0.08) $ (0.03) (0.16) $ (0.15)
Shares Used to Compute Basic and Dilt
1,632,25. 1,552,77 1,626,58 1,547,32!

Loss per Share (in thousanc

See accompanying notes to consolidated finanasgstents. Financial statements for the three anohenths ended June 30, 2008 have |
adjusted for the retrospective application of FSFBAL4-1 (see Note 9).
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

June 30, December 31,
(dollars in millions, expect par value) 2009 2008
(unaudited)

Assets
Current Assets

Cash and cash equivalel $ 63C $ 76€

Restricted cash and securit 2 3

Receivables, less allowances for doubtful accooh$i8 and $16, respective 374 39C

Other 111 81
Total Current Asset 1,115 1,24z
Property, Plant and Equipment, | 5,93¢ 6,15¢
Restricted Cash and Securit 12k 127
Goodwill 1,432 1,432
Other Intangibles, ne 512 55¢
Other Asset: 11C 11F
Total Assets $ 9,23t $ 9,63¢
Liabilities and Stockholde’ Equity
Current Liabilities:

Accounts payabl $ 33€ 3% 36¢

Current portion of lon-term debt 17¢ 18¢€

Accrued payroll and employee bene 39 10t

Accrued interes 132 117

Current portion of deferred reven 162 16¢

Other 92 111
Total Current Liabilities 94(C 1,052
Long-Term Debt, less current portit 6,16¢ 6,24¢
Deferred Revenue, less current pori 742 71¢
Other Liabilities 563 597
Total Liabilities 8,41: 8,61:
Stockholder Equity:

Preferred stock, $.01 par value, authorized 10(@@Dshares: no shares issued or outstar — —

Common stock, $.01 par value, authorized 2,5000@@shares: 1,634,402,830 issued and

outstanding at June 30, 2009 and 1,617,615,258dsand outstanding at December 31, 2 16 16

Additional paic-in capital 11,53¢ 11,49¢

Accumulated other comprehensive |i (23 (521)

Accumulated defici (10,709 (10,439
Total Stockholder Equity 822 1,021
Total Liabilities and Stockholde’ Equity $ 923t $ 9,634

See accompanying notes to consolidated financ@#sients. Financial statements as of DecembelO8B, 2ave been adjusted for the
retrospective application of FSP APB 14-1 (see Njte

3




Table of Contents

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

(unaudited)
Six Months Ended
June 30, June 30,
(dollars in millions) 2009 2008
Cash Flows from Operating Activitie
Net loss $ (266) $ (232
Adjustments to reconcile net loss to net cash piexviby operating activitie
Depreciation and amortizatic 45C 474
Non-cash compensation expense attributable to stockda 25 43
Gain on extinguishment of debt, r (14) —
Gain on sale of business group, — (96)
Gain on sale of property, plant and equipment ahdraasset — (1)
Accretion of debt discount and amortization of debtiance cos 30 26
Accrued interest on loi-term debt 15 (17)
Other, ne (7) 6
Changes in working capital iterr
Receivable! 19 (22
Other current asse 27 (32
Payable: (42 (77)
Deferred revenu 12 (10
Other current liabilitie: (99) (5)
Net Cash Provided by Operating Activiti 96 63
Cash Flows from Investing Activitie
Capital expenditure (15¢) (219
Decrease in restricted cash and securities 3 2
Proceeds from sale of business group. — 12z
Proceeds from sale of property, plant and equipraedtother asse — 2
Net Cash Used in Investing Activitis (15%) (92
Cash Flows from Financing Activitie
Long term debt borrowings, net of issuance c 272 —
Payments on and repurchases of -term debi (359 (28)
Net Cash Used in Financing Activiti (81) (28)
Effect of Exchange Rates on Cash and Cash Equi 2 4
Net Change in Cash and Cash Equival (13¢) (53
Cash and Cash Equivalents at Beginning of Pe 76€ 714
Cash and Cash Equivalents at End of Pe $ 63C $ 661
Supplemental Disclosure of Cash Flow Informati
Cash interest pai $ PSR 27C
Income taxes pai $ 4 3 3
Noncash Investing and Financing Activitir
Long-term debt issued in exchange transac $ 19¢ $ =
Long-term debt retired in exchange transac $ 204 % —

See accompanying notes to consolidated finan@#sients. Financial statements for the six montde@ June 30, 2008 have been adjustec
for the retrospective application of FSP APB 14de(Note 9).
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

(1) Summary of Significant Accounting Policies

Level 3 Communications, Inc. and its subsidiariéeyel 3" or the “Company”) is a facilities basedopider (that is, a provider that
owns or leases a substantial portion of the pfaoperty and equipment necessary to provide itds) of a broad range of integrated
communications services. The Company has creaewiihmunications network generally by constructisg@wn assets, but also through a
combination of purchasing and leasing other comgsaand facilities. The Company’s network is an aded, international, facilities based
communications network. The Company designed itsor to provide communications services, which Eap@nd take advantage of
rapidly improving underlying optical, Internet Poobl, computing and storage technologies.

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

The consolidated financial statements include tte®ants of Level 3 Communications, Inc. and subsiés in which it has control,
which are enterprises engaged in the communicatindscoal mining businesses. Fifty-percent-ownedmnygijoint ventures are consolidated
on a pro rata basis. All significant intercompangaunts and transactions have been eliminated.

The consolidated balance sheet of Level 3 at Deee3ih, 2008 has been audited. All other finanditiesnents contained herein are
unaudited and, in the opinion of management, coratiadjustments (consisting only of normal remgradjustments) necessary for a fair
presentation of financial position, results of @gtems and cash flows for the periods presented.abdcompanying unaudited consolidated
financial statements have been prepared in accoedaith accounting principles generally acceptethéUnited States (“GAAP”) and with
the instructions to Form 10-Q and Article 10 of Riagion S-X for interim financial information. Acodingly, these statements do not include
all of the information and notes required for coatelfinancial statements.

The Company’s accounting policies and certain otliezlosures are set forth in the notes to theaateted financial statements
contained in the Company’s Form 10-K for the yeatezl December 31, 2008. The significant accoumoligies set forth in Note 1 to the
consolidated financial statements in the CompaRgtsn 10-K for the year ended December 31, 2008;capjately present, in all material
respects, the current status of the Company’sfsignt accounting policies, and are incorporatertineby reference, except as disclosed
below related to the adoption of Financial AccongtStandards Board (“FASB”) Staff Position (“FSR9. APB 14-1, “Accounting for
Convertible Debt Instruments That May Be Settle@ash Upon Conversion (Including Partial Cash Settint)” (“FSP APB 14-1") . These
financial statements should be read in conjunatrith the Company’s audited consolidated financiatesments and notes thereto. The
preparation of the consolidated financial states@éntonformity with GAAP requires management tdkemastimates and assumptions that
affect the reported amounts of assets and liadslitilisclosure of contingent assets and liabilaies the reported amounts of revenue and
expenses during the reported period. Actual resolitd differ from these estimates.

Subsequent events have been evaluated by the Cgnipangh August 7, 2009, the date that these &iiustatements were issued.

The results of operations for the three and sixtimornded June 30, 2009 are not necessarily indioatt the results expected for 1
full year 2009.

Recently | ssued Accounting Pronouncements

In April 2009, the FASB issued FSP SFAS 157-4, @etining Fair Value When the Volume and Level otigity for the Asset or
Liability Have Significantly Decreased and Idenitify Transactions That Are Not Orderly” (“FSP SFAS44"). FSP SFAS 157-4 provides
additional guidance for estimating fair value witlea volume and level of activity for the assetiability have significantly decreased. It also
includes guidance on identifying circumstances ithdicate a transaction is not orderly. FSP SFA%4%vas adopted by the Company in the
second quarter of 2009 and did not have a mateffiadt on its consolidated results of operations famancial condition.

In April 2009, the FASB issued FSP SFAS 115-2 aR8$ 124-2, “Recognition and Presentation of OthlearT-Temporary
Impairments” (“FSP SFAS 115-2 and SFAS 124-2"). EHAS 115-2 and SFAS 124-2 amend the other-than-
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temporary impairment guidance in U.S. GAAP for defaturities to make the guidance more operatiamht@improve the presentation and
disclosure of other-than-temporary impairments ebténd equity securities in the financial stateimeSP SFAS 115-2 and SFAS 124-2
was adopted by the Company in the second quar@0@d and did not have a material effect on itssotidated results of operations and
financial condition.

In April 2009, the FASB issued FSP SFAS 107-1 afdBA8-1, “Interim Disclosures about Fair Value @idncial
Instruments” (“FSP SFAS 107-1 and APB 28-1"). TR&P amends FASB Statement No. 107, “Disclosuretdfait Value of Financial
Instruments,” to require disclosures about faiueadf financial instruments for interim reportingripds of publicly traded companies as well
as in annual financial statements. This FSP alssndsiAPB Opinion No. 28, “Interim Financial Repogt” to require disclosures in
summarized financial information at interim repogtiperiods. FSP SFAS 107-1 and APB 28-1 were addptehe Company in the second
quarter of 2009 and did not have a material efbacits consolidated results of operations and firercondition.

In April 2009, the FASB issued FSP SFAS 141(R)Agccounting for Assets Acquired and Liabilities Assed in a Business
Combination That Arise from Contingencies” (“FSPASF141(R)-1"). FSP SFAS 141(R)-1 addresses apmicassues on initial recognition
and measurement, subsequent measurement and aegoantl disclosure of assets and liabilities aggrom contingencies in a business
combination. FSP SFAS 141(R)-1 is effective foreésor liabilities arising from contingencies insimess combinations for which the
acquisition date is on or after January 1, 200® dtfiect of adopting FSP SFAS 141(R)-1 on the Camisaconsolidated results of operatic
and financial condition will be largely dependenttbe size and nature of any business combinatiomgpleted on or after January 1, 2009.

(2) Dispositions

Vyvx Advertising Distribution Business: On June 5, 2008, Level 3 completed the sale &fyitsx advertising distribution business
DG FastChannel, Inc. Level 3 has retained ownemshifyvx’s core broadcast business, including ther¥/Services Broadcast Business’
content distribution capabilities. The financiadu#ts of the Vyvx advertising distribution businese included in the Company’s consolidated
results of operations through the date of sale.ditygosal of the Vyvx advertising distribution busss did not meet the criteria under
Statement of Financial Accounting Standards (“SPA$J. 144, “Accounting for the Impairment or Dispbsf Long-Lived Assets” (“SFAS
No. 144" for presentation as discontinued operationsesihe business was not considered an asset group.

Level 3 recognized a net gain on the sale of the\&dvertising distribution business of $96 milliorthe three months ended
June 30, 2008. The gain is presented in the catateli statements of operations as “Gain on sdlesifiiess group, net.”

(3) Loss Per Share

The Company computes basic net loss per sharevigirdj net loss for the period by the weighted agernumber of shares of
common stock outstanding during the period. Dilutetlloss per share is computed by dividing net fosthe period by the weighted aver
number of shares of common stock outstanding duhiageriod and including the dilutive effect ohwmon stock that would be issued
assuming conversion or exercise of outstanding exitke notes, stock options, stock based compiemsatvards and other dilutive securit
No such items were included in the computationilofted loss per share for the three and six moattteed June 30, 2009 and June 30, 2
because the Company incurred a net loss in eaittesé periods and the effect of inclusion wouldehlagen anti-dilutive.

The effect of approximately 545 million and 315linit shares issuable pursuant to the various sefiesnvertible notes outstandi
at June 30, 2009 and 2008, respectively, haveewmt lncluded in the computation of diluted lossgieare because their inclusion would h
been anti-dilutive to the computation. In addititme effect of the approximately 42 million andra8lion stock options, outperform stock
options, restricted stock units and warrants ontitay at June 30, 2009 and 2008, respectively, havbeen included in the computation of
diluted loss per share because their inclusion evbalve been anti-dilutive to the computation.
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(4) Goodwill

There were no changes in the carrying amount oflgdbduring the six months ended June 30, 200® Tompany conducted its
annual goodwill impairment analysis at December28D8 and concluded its goodwill was not impaired.

(5) Acquired Intangible Assets

Identifiable acquisition-related intangible assetf June 30, 2009 and December 31, 2008 welaw$ (in millions):

Gross
Carrying Accumulated
Amount Amortization Net
June 30, 200¢
Finite-Lived Intangible Asset:
Customer Contracts and Relationst $ 74: 3 (366€) $ 377
Patents and Developed Technolc 14C (57) 83
888 (423 46(
Indefinite-Lived Intangible Asset:
Vyvx Trade Name 32 — 32
Wireless License 20 — 20
$ 93t $ (429 $ 512
December 31, 200!
Finite-Lived Intangible Asset:
Customer Contracts and Relationst $ 74: % (329 $ 41¢
Patents and Developed Technolc 141 (52) 89
884 (377 507
Indefinite-Lived Intangible Asset:
Vyvx Trade Name 32 — 32
Wireless License 20 — 20
$ 93€ $ (377 $ 55¢

The gross carrying amount of identifiable acquisitrelated intangible assets in the table abosgeligect to change due to foreign
currency fluctuations, as a portion of the Compangeéntifiable acquisition-related intangible ass@e related to foreign subsidiaries.

Renewals of intangible assets, in particular then@any’s wireless licenses, have occurred routinaly at nominal costs and are
expensed as incurred.

Acquired finite-lived intangible asset amortizatiexpense was $23 million and $46 million for theethand six months ended
June 30, 2009, respectively, and $25 million antl Bilion for the three and six months ended Jube2B08, respectively.
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As of June 30, 2009, estimated amortization expéarsthie Company’s finite-lived acquisition-relatedangible assets over the next
five years and thereafter is as follows (in milkyn

2009 (remaining six month $ 46
2010 92
2011 91
2012 69
2013 51
Thereafte 111

s a6

(6) Restructuring and Contract Termination Costs

During the second quarter of 2009, the Companiateidl a workforce reduction of approximately 17(Qoyees, or 3% of the
Company’s total employee base, and incurred auetsiing charge of $6 million, all of which relategithe communications business. The
workforce reductions related to multiple levelshiritthe organization and across multiple locatiaithin North America. The terms of the
workforce reduction, including the involuntary ténation benefits to be received by affected empdsyevere communicated by the Comg.
in the second quarter of 2009. The Company paidoegpately $6 million of involuntary termination befits for affected employees in the
second quarter of 2009, of which $5 million relatedhe Company’s second quarter of 2009 restringactivities and $1 million related to
prior restructuring activities. The Company hasraed approximately $1 million of involuntary termaiion benefits as of June 30, 2009 that
are expected to be paid in the third quarter 0®200

During the fourth quarter of 2008, the Companyiatéd a workforce reduction of approximately 40(p&yees, or 7% of the
Company’s total employee base, and incurred auetsiing charge of $12 million, all of which reldte® the communications business. The
workforce reductions related to multiple levelshiiitthe organization and across multiple locatiaithin North America. The terms of the
workforce reduction, including the involuntary teénation benefits to be received by affected empdsyevere communicated by the Comg.
in the fourth quarter of 2008. In the first qua&2009, the Company paid approximately $11 millad involuntary termination benefits for
affected employees. The remaining $1 million ofalmtary termination benefits for affected emplay@es paid in the second quarter of
20009.

The Company has accrued contract termination cds45 million at June 30, 2009 and $49 milliorDetcember 31, 2008, for
facility lease costs, primarily in North Americaat the Company continues to incur without econdmeicefit. Accrued contract termination
costs are recorded in other liabilities (currerd aon-current) in the consolidated balance shé&éis.Company expects to pay the majority of
these costs through 2018. The Company did not iaaymew contract termination costs in the threesax months ended June 30, 2009. The
Company incurred new contract termination cost@apgfroximately $2 million in the three and six manémnded June 30, 2008 as a result of
revisions to the estimated cash flows for certdithe Company’s facility subleases. The Compangnmes charges for contract termination
costs, including accretion expense, within selliggneral and administrative expenses in the cafedelil statements of operations.

(7) Fair Value

The Companys financial instruments consist of cash and caslivaents, restricted cash and securities, accaentsivable, accour
payable, interest rate swaps, embedded derivadineacts and long-term debt including the curremtipn. The carrying values of cash and
cash equivalents, restricted cash and securittesuats receivable and accounts payable, approgdribeir fair values at June 30, 2009 and
December 31, 2008. The interest rate swaps anéduaed derivative contracts are recorded in thealwlzded balance sheets at fair value.
See Note 9 for the Company'’s fair value disclosegarding its long-term debt.

SFAS No. 157 “Fair Value Measurements” (“SFAS N©&7") defines fair value as the price that would®eeived from selling an
asset or paid to transfer a liability in an orddrnsaction between market participants at thesareaent date. When determining the fair
value measurements for assets and liabilities requo be recorded at fair value, the Company deansithe principal or most advantageous
market in which it would transact and considersiaggions that market participants would use whecimy the asset or liability, such as
inherent risk, transfer restrictions, and risk ohperformance.
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Fair Value Hierarchy

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

Level 1—Quoted prices in active markets for identical &see liabilities. As of June 30, 2009, the Compdid/not have any assets
or liabilities measured at fair value using Levéhfuts.

Level 2—Observable inputs other than Level 1 prices sgoumted prices for similar assets or liabilitiggpted prices in markets
with insufficient volume or infrequent transactigisss active markets); or model-derived valuationshich all significant inputs are
observable or can be derived principally from araborated by observable market data for substgntiee full term of the assets or
liabilities. Liabilities that are measured at faalue using Level 2 inputs include the Companytsnest rate swap agreements and other
embedded derivatives.

The interest rate swaps are valued using discouatell flow techniques that use observable marketsn such as LIBOR-based
yield curves, forward rates, and credit ratingse €mbedded derivatives in certain of the Com’s convertible debt instruments are valued
using inputs that are observable in the market siscthe Company’s current and historical stookgssi credit-adjusted interest rates, credit
ratings and other contractual terms of the conbvertiebt.

Level 3—Unobservable inputs to the valuation methodoldwt &re significant to the measurement of fair @alfiassets or
liabilities. The Company does not have any assetalilities that are measured at fair value udiegel 3 inputs.

Assets and Liabilities Measured at Fair Value oRecurring Basit

Assets and liabilities measured at fair value oacarring basis consisted of the following typesnstruments as of June 30, 2009
millions):

Significant Other

Observable
Inputs (Level 2)
Interest Rate Swap Liabilities (included in othen-current liabilities) $ 89
Embedded Derivatives in Convertible Debt (includedther nor-current liabilities) 1
Total Liabilities Measured at Fair Vali $ 90

(8) Cash Flow Hedges

The Company has floating rate long-term debt (sete ¥). These obligations expose the Company tahitity in interest payments
due to changes in interest rates. If interest riatggase, interest expense increases. Conveifsieligrest rates decrease, interest expense alsc
decreases. In 2007, Level 3 Financing Inc. (“Le/€inancing”), the Company’s wholly owned subsigjantered into two interest rate swap
agreements to hedge the interest payments onI&inbibtional amount of floating rate debt. The tinterest rate swap agreements are with
different counterparties, are for $500 million eactd mature on January 13, 2014. Under the terrtieedhterest rate swap transactions, the
Company receives interest payments based on ralieg month LIBOR terms and pays interest atitteddfrate of 4.93% under one
arrangement and 4.92% under the other. The Comipangesignated the interest rate swap agreemeatsash flow hedge on the interest
payments for $1 billion of floating rate debt. TBiempany evaluates the effectiveness of the hedgequiarterly basis. The Company
measures effectiveness by offsetting the chantjeeirariable portion of the interest rate swap# wie changes in interest expense paid due
to fluctuations in the LIBOR-based interest ratee TTompany recognizes any ineffective portion eftiedge in the consolidated statements
of operations. Hedge ineffectiveness for the Comijsacash flow hedges was not material in any pepi@sented.

The fair value of the interest rate swap agreemeatsa liability of $89 million at June 30, 2009amliability of $97 million at
December 31, 2008. Unrealized gains of $23 mildad $8 million for the three and six months endaeJ30, 2009, respectively, and
$45 million and $3 million for the three and six mtlas ended June 30, 2008, respectively, were redard the interest rate swap agreements
and are included in other comprehensive loss. Tlaage in the fair value of the interest rate swggeements is reflected in other
comprehensive loss due to the fact that the inteags swap
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agreements are designated as an effective casthéidge of $1 billion notional amount of the Comparilpating rate debt. See Note 7 for
more information regarding the Company’s derivafimancial instruments.

(9) Long-Term Debt

As of June 30, 2009 and December 31, 2008, long-tiEbt was as follows (in millions):

(dollars in millions) June 30, 200¢ December 31, 200:
Senior Secured Term Loan due 2( $ 1,68C $ 1,40(

Issue discount on Senior Secured Term Loan due 2 —
Senior Notes due 2010 (11.5' — 13
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2011 (8.279% asru# 30,

2009) 6 6
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 9 9
Floating Rate Senior Notes due 2015 (5.485% asré 30,

2009) 30C 30C
Senior Notes due 2017 (8.75' 70C 70C
Convertible Senior Notes due 2010 (2.87¢ 49 192
Convertible Senior Notes due 2011 (5.2t 25E 33C

Debt discount on 5.25% Convertible Senior Notes 2idL (59 (89)
Convertible Senior Notes due 2011 (10.( 197 22¢
Convertible Senior Notes due 2012 (3.t 301 32¢€

Debt discount on 3.5% Convertible Senior Notes 212 (56) (69)
Convertible Senior Notes due 2013 (15.( 40C 40C
Convertible Senior Notes due 2015 (7.C 20C —

Issue discount on 7.0% Convertible Senior Notes2i&b 4 —
Convertible Senior Discount Notes due 2013 (9. 29t 29t
Convertible Subordinated Notes due 2009 (6. 55 181
Convertible Subordinated Notes due 2010 (6. 11¢ 30¢
Debt discount due to embedded derivatives in cdiilerdebt 2 (4
Commercial Mortgage due 2010 (6.86 68 69
Capital lease 34 35

6,34¢ 6,431

Less current portio (178 (18€)

$ 6,16¢ $ 6,24~

The estimated fair value of the Company’s long-telebt approximated $5.7 billion at June 30, 2009 $40 billion at
December 31, 2008. The fair values of the Compalayig-term debt were estimated using the averagleeolbid and ask trading quotes when
available or, if not available, primarily using rkat yields on other Level 3 traded debt of simiaaracteristics and discounted cash flows for
the liability components of the Company'’s long-tedebt and a Black-Scholes valuation model to viteeequity portion of the Company’s
long-term debt.

Q2 2009 Debt Issuances

During the second quarter of 2009, Level 3 Finageimended and restated its existing senior seaueglit facility to increase the
borrowings through the creation of a $280 milliarafiche B Term Loan that matures on March 13, 201 avcurrent interest rate of LIBOR
plus 8.50% per annum, with LIBOR set at a minimur3.60%. The net proceeds of the Tranche B Terrmlweare approximately $274
million after deducting a $2 million original issdescount and $4 million of debt issuance costs.
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Level 3 Financing’s obligations under the Tranch&Bm Loan are, subject to certain exceptions,reechy certain of the assets of
(i) the Company and (ii) certain of the Companyiaterial domestic subsidiaries which are engagéldercommunications business. The
Company and certain of its subsidiaries have alswvanteed the obligations of Level 3 Financing urtlde Tranche B Term Loan.

No changes were made to any of the restrictive mawes or events of default contained in the exgssienior secured credit facility.
Q2 2009 Debt Exchange

During the second quarter of 2009, the Company axgbd approximately $142 million aggregate prinicgmaount of the
Company'’s 6% Convertible Subordinated Notes du®201 approximately $140 million aggregate princgraount of its 2.875%
Convertible Senior Notes due 2010 for $200 milkggregate principal amount of the Company’s 7% @drible Senior Notes due 2015
(“7% Notes”) and $78 million in cash, plus accret] unpaid interest.

The 7% Notes are senior unsecured obligationseo€Cmpany, ranking equal in right of payment withttee Company’s existing
and future unsubordinated indebtedness. The 7%sNatemature on March 15, 2015 and pay 7% annaahdnterest. Interest on the 7%
Notes will be payable on March 15 and Septembeaf Each year, commencing on September 15, 2

The 7% Notes are convertible into shares of the @y's common stock at an initial conversion po€&1.80 per share (which is
equivalent to a conversion rate of 555.5556 shaff€@>mmon Stock per $1,000 principal amount of ife Notes), subject to adjustment u
certain events, at any time before the close oflegs on March 15, 2015. Holders of the 7% Noteg mequire the Company to repurchast
or any part of the 7% Notes upon the occurren@ddsignated event (change of control or a termoinaif trading) at a price equal to 100%
of the principal amount of the 7% Notes, plus aedrand unpaid interest to, but excluding, the refpase date, if any. In addition, if a holder
elects to convert its 7% Notes in connection wéhan changes in control, the Company could baired to pay a make-whole premium by
increasing the number of shares deliverable uporarsion of such notes. Any make whole premium kaNe the effect of increasing the
number of shares due to holders of the 7% Notes apoversion.

The Company recognized a net gain on the exchaagséction, after deducting $1 million in unama@tiziebt issuance costs, of
approximately $7 million. The gain was recordedGain on extinguishment of debt, net” in the comdaled statements of operations.

Q2 2009 Debt Repurchases
The Company repurchased approximately $301 mikiggregate principal amount of various issues afatsvertible debt at
discounts to the principal amount and recognizedtayain on extinguishment of debt of approximagiymillion. The gain consisted of a
$33 million cash gain, which was partially offsgt$20 million of unamortized debt discount, $1 il in unamortized debt issuance costs
and a $5 million increase to equity for the compdra# the convertible debt subject to FSP APB 1Z43e gain was recorded in “Gain on
extinguishment of debt, net” in the consolidatetesnents of operations. Accrued interest paideatithe of repurchase totaled $8 million.
The second quarter 2009 debt repurchases consistied following:
*  $121 million aggregate principal amount of 6% Catibée Subordinated Notes due 2009;
*  $47 million aggregate principal amount of 6% Cotitsée Subordinated Notes due 2010;
*  $3 million aggregate principal amount of 2.875% @artible Senior Notes due 2010;
*  $75 million aggregate principal amount of 5.25% @mtible Senior Notes due 2011;
*  $31 million aggregate principal amount of 10% Catibsée Senior Notes due 2011; and
*  $24 million aggregate principal amount of 3.5% Cenible Senior Notes due 2012.
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Q2 2009 Debt Redemption

The Company redeemed the remaining $13 millioneggte principal amount of 11.5% Senior Notes dug®2Q 100% of the
outstanding principal amount in the second quarft@009.

Convertible Debt That May be Settled in Cash Uponv@rsion

On May 9, 2008, the FASB issued FSP APB114vhich requires issuers of a certain type of estilble debt to separately account
the debt and equity components of the convertibli th a way that reflects the issuer’s borrowiatg rat the date of issuance for similar debt
instruments without the conversion feature. FSP ARR applies to certain of the Company’s conviatidebt. FSP APB 14-1 was effective
for the Company beginning on January 1, 2009 asdban applied retrospectively to all periods preskin the Company’s consolidated
financial statements. Although the adoption of A$B 14-1 does not affect the Company’s actual pasiture cash flows, the Company
expects to incur additional non-cash interest egpes a result of FSP APB 14-1 of approximately@#lion for the year ended
December 31, 2009, $41 million for the year endeddnber 31, 2010, $46 million for the year endeddb@er 31, 2011 and $10 million for
the year ended December 31, 2012, notwithstandipduather debt repurchases, modifications, extisigments or conversion of its
convertible debt subject to FSP APB 14-1 prior &tumity.

The following table illustrates the retrospectivieet of adopting FSP APB 14-1 to the consolidagtsdement of operations for the
three and six months ended June 30, 2008 (in mdliexcept per share data):

Three Months Ended June 30, 2008 Six Months Ended June 30, 2008

As As Adjusted for As As Adjusted for
Originally Retrospective Originally Retrospective
Reported Application Reported Application
Interest Expens $ 13z $ 141 $ 267 $ 28t
Net Loss $ (33) $ (42 $ (214) $ (232)
Basic and Diluted Loss Per Shi $ (0.029) $ (0.0%9) $ (0.1 $ (0.15)

The following table illustrates the retrospectivieet of adopting FSP APB 120 the consolidated balance sheet as of Decegiy
2008 (in millions):

As As Adjusted for
Originally Retrospective
Reported Application
Other Assets (current portion of debt issuancesg $ 83 $ 81
Other Assets (nc-current portion of debt issuance cot $ 117 $ 11¢
Long-Term Debt, less current portit $ 6,39¢ $ 6,24t
Additional paic-in capital $ 11,25 % 11,49:
Accumulated defici $ (10,349 $ (10,439

FSP APB 14-1 is only applicable to the Compary.25% Convertible Senior Notes due 2011 and E6¥vertible Senior Notes d
2012, as the Company has the right to deliver gasbu of shares of its common stock, or a comtiameof cash and shares of common st
upon conversion for each of these issuances. ¥®Convertible Senior Notes are convertible, ataption of the holders, into
approximately 64 million shares of the Compangdmmon stock as of June 30, 2009, at a converaterof $3.98 per share, subject to ce
adjustments. The 3.5% Convertible Senior Noteaneertible, at the option of the holders, into mp@mately 55 million shares of the
Company’s common stock as of June 30, 2009, aheersion price of $5.46 per share, subject to readjustments.

The Company recognized total interest expense mfoapmately $17 million and $34 million during ttieree and six months ended
June 30, 2009, respectively, and $17 million anli®dlion during the three and six months endedeJ8®, 2008, respectively, related to both
the contractual interest coupon and amortizatiotmefdiscount on the liability component of the Qamy’s 5.25% Convertible Senior Notes
and 3.5% Convertible Senior Notes. The effectiterist rate on the liability component of the Comps 5.25% Convertible Senior Notes is
approximately 17%. The effective interest ratelmnltability component of the Company’s 3.5% Cotitde Senior Notes is approximately
11%. The Company is
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amortizing the discount on the liability componehtts 5.25% Convertible Senior Notes and 3.5% @uotible Senior Notes over the
remaining term of each issuance.

The carrying amount of the equity component, pgatamount of the liability component, unamortizkbt discount related to the
liability component and net carrying amount of lladility component of the Company’s convertibldstisubject to FSP APB 14-1 as of
June 30, 2009 and December 31, 2008 were as foliowsillions):

June 30, December 31
2009 2008
Carrying amount of equity compone $ 24€ 3 241
Principal amount of liability compone $ 55€ $ 65¢€
Unamortized discount related to liability compon (115) (15€)
Net carrying amount of liability compone $ 441 $ 49¢

Debt Maturities

Aggregate future maturities of long-term debt, talgeases and our commercial mortgage (excludeiy discounts, premiums and
fair value adjustments) were as follows as of BMe2009 (in millions):

2009 (remaining six month $ 58
2010 237
2011 462
2012 304
2013 1,24
Thereafte 4,15¢

$ 6,462

(10) Stock-Based Compensation

The following table summarizes non-cash compensa&ipense and capitalized non-cash compensatighddhree and six months
ended June 30, 2009 and 2008 (in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008

0SO $ 1 3 3 % 2 3% 7
Restricted Stoc 5 10 13 21
401(k) Match Expens 3 8 10 16
9 21 25 44

Capitalized Noncash Compensat — (1) — (1)
$ 9 $ 20 $ 25 $ 43

The Company capitalizes naash compensation for those employees directlyimedoin the construction of the network, instabat
of services for customers or development of busisepport systems. As of June 30, 2009, there aygyximately 16 million Outperform
Stock Option (“*OSQ”) units outstanding, of whichpapximately 7 million were exercisable. As of J@te 2009, there were approximately
22 million nonvested restricted stock and restda®ck units outstanding.
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(11) Comprehensive Loss

The components of total comprehensive loss, nebafs, were as follows (in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008

Net loss $ (1349 $ 42 $ (266) $ (232)
Change in cumulative translation adjustm 55 1) 21 50
Change in unrealized holding loss on availablestle

investmen — 2 — 4
Change in unrealized holding loss on interest sat@ps 23 45 8 3
Other, ne — (1) (1) —
Comprehensive los $ (56) $ @ $ (239 $ (183)

The components of accumulated other comprehensse het of taxes, were as follows (in millions):

June 30, 200¢ December 31, 200:
Cumulative translation adjustme $ 11€ $ 97
Accumulated net unrealized holding loss on interatst swap: (89) (97)
Other, ne (52 (51)
Accumulated other comprehensive i $ (23 $ (51

(12) Segment Information

SFAS No. 131 “Disclosures about Segments of anrgnse and Related Information” (*SFAS No. 131”fides operating segments
as components of an enterprise for which sepairsdadial information is available and which is exated regularly by the Company’s chief
operating decision maker, or decision making graupleciding how to allocate resources and assagsrmance. Operating segments are
managed separately and represent separate stratsgiess units that offer different products ovises and serve different markets. The
Company’s current reportable segments include: conications and coal mining (see Note 1). Other arilyincludes corporate assets and
overhead not attributable to a specific segment.

Adjusted EBITDA, as defined by the Company, isinebme (loss) from the consolidated statementgefations before (1) income
taxes, (2) total other income (expense), (3) nahdmpairment charges included within restructughgrges, (4) depreciation and
amortization and (5) non-cash stock compensatiperse included within selling, general and admiafste expenses on the consolidated
statements of operations.

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

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedathsenmn-cash nature
of these items. Adjusted EBITDA also excludes ieseincome, interest expense, gain on extinguishofatebt, net and income taxes
because these items are associated with the Corspaapitalization and tax structures. Adjusted EBN also excludes depreciation and
amortization expense because these camt expenses reflect the effect of capital investmwhich management believes should be eval
through cash flow measures. Adjusted EBITDA exctudet other income (expense) because these itenmoarelated to the primary
operations of the Company.

There are limitations to using non-GAAP financiaasures, including the difficulty associated witmparing companies that use
similar performance measures whose calculationsdifégr from the Company'’s calculations.
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Additionally, this financial measure does not ird#ucertain significant items such as interest ingomterest expense, income taxes,
depreciation and amortization, non-cash impairncbatges, non-cash stock compensation expensegga@rtinguishment of debt, net and
other income (expense), net. Adjusted EBITDA shadtibe considered a substitute for other meaafriisancial performance reported in
accordance with GAAP.

The data presented in the following tables includé&smation for the three and six months endedce 6 2009 and 2008 for all
statement of operations and cash flow informati@sented.

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

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008

Revenue from external custome
Communication: $ 92¢ $ 1,072 $ 1,88t $ 2,13¢
Coal Mining 16 18 34 44

$ 94z % 1,09C $ 1,92: $ 2,182
Adjusted EBITDA
Communication: $ 23C $ 253 $ 47¢ % 45¢
Coal Mining $ — 3 — 3 19 7
Other $ 1) $ 2 $ D $ 3

Communicationsrevenue consists of:
1) Core Communications Services, which includesQtetwork Services and Wholesale Voice Services;

»  Core Network Services includes revenue from trarisppad infrastructure, IP and data services, lacal enterprise voice
services and Level 3 Vyvx broadcast services.

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

2) Other Communications Services includes revenue framaged modem and its related reciprocal compenssdrvices and
SBC Contract Services.

Communications revenue attributable to each ofetlsesvices is as follows (in millions):

Three Months Ended June 30 Six Months Ended June 30
2009 2008 2009 2008

Communications Service

Core Network Services Reven $ 707 $ 797 $ 1,43¢ $ 1,571

Wholesale Voice Services Rever 17C 17t 34C 35¢
Total Core Communications Services Reve 877 972 1,77¢ 1,93(
Other Communications Reven 49 10C 112 20¢
Total Communications Reven $ 926 $ 107z 188t $ 2,13¢
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In order to serve the changing needs of customegsawing markets and to drive growth across thex@anications organization,
Core Communications Services revenue by custonasdisdisaggregated into four customer-facing nmagkaups as follows:

The Wholesale Markets Group targets customerdribhitde the largest national and global servicevigiers, including carrier:
cable companies, wireless companies, voice sepvimgders, systems integrators and the federal mowent. These customers
typically integrate Level 3 services into their opoducts and services to offer to their end usstamers.

The Business Markets Group targets enterprise mestand regional carriers who value a local, sifmal sales force.
Specific customer markets include medium and laigenesses, local and regional carriers, statdcaadl government entities,
and higher education institutions and consortia.

The Content Markets Group focuses on serving mealiecontent 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 brodadcassatellite companies,
television networks and sports leagues.

The European Markets Group serves large Europa@suaoters of bandwidth, including the largest Europsad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors.

The Company believes that the alignment of Core @anications Services around customer markets stadioly it to drive growth
while enabling it to better focus on the needg¢tustomers. Each of these groups is supporteltigated employees in sales and

marketing.

Core Communications Services revenue by custonoamefanarket group was as follows (in millions):

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
Wholesale Markets Grot $ 49t % 54¢ $ 1,00¢ $ 1,08¢
Business Markets Grot 21¢ 241 441 481
Content Markets Grou 82 10C 167 20C
European Markets Grot 82 83 16C 16C
Total Core Communications Service: $ 871 $ 97z $ 1,77¢ $ 1,93(

The following information provides a reconciliatiohnet loss to Adjusted EBITDA by operating segimes defined by the
Company, for the three and six months ended Jun2@®® and 2008 (in millions):

Three Months Ended June 30, 2009

Coal
Communications Mining Other
Net loss $ 137 $ 14 $ 13
Income tax expens 1 — —
Total other (income) expen 13C (15) 10
Depreciation and amortization expel 227 1 —
Non-cash compensation exper 9 — —
Adjusted EBITDA $ 23C  $ — 8 @
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Six Months Ended June 30, 2009

Coal
Communications Mining Other
Net loss $ 270 $ 14 % (20
Income tax expens 2 — —
Total other (income) expen 274 (15) 9
Depreciation and amortization expel 44¢ 2 —
Non-cash compensation exper 25 — —
Adjusted EBITDA $ 47¢  $ 1 8 @
Three Months Ended June 30, 2008
Coal
Communications Mining Other
Net loss $ (38 $ 2 $ 2
Income tax expens 1 — —
Total other (income) expen 38 — —
Depreciation and amortization expel 232 2 —
Non-cash compensation exper 20 — —
Adjusted EBITDA $ 25¢ § — % )
Six Months Ended June 30, 2008
Coal
Communications Mining Other
Net loss $ (239 $ 4 % 2
Income tax expens 3 — 1
Total other (income) expen 17t — 2
Depreciation and amortization expel 471 3 —
Non-cash compensation exper 43 — —
Adjusted EBITDA $ 45¢ $ 7% (©)

(13) Commitments, Contingencies and Other Items

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as defendarBauer, et. al. v. Level 3
Communications, LLC, et gla purported class action covering 22 statesy fih state court in Madison County, lllinois. iyJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed inith8. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho. In September 2002,
Level 3 Communications, LLC and Williams Communioas, LLC were named as defendantSmith et. al. v. Sprint Communications
Company, L.P., et a).a purported nationwide class action filed in theted States District Court for the Northern Dicttof lllinois. In
April 2005, the Smith plaintiffs filed a Fourth Améed Complaint which did not include Level 3 or Ndiins Communications, Inc. as a pa
thus ending both companies’ involvement in the 8roéise. On February 17, 2005, Level 3 CommunicstibhC and Williams
Communications, LLC were named as defendankddBaniel, et. al., v. Qwest Communications Corpimratet al., a purported class action
covering 10 states filed in the United States Qis€ourt for the Northern District of lllinois. Abf these actions involve the companies’ right
to install its fiber optic cable network in easemsesnd right-of-ways crossing the plaintiffahd. In general, the companies obtained the r
to construct their networks from railroads, utdgtj and others, and have installed their netwddtgyahe rights-of-way so granted. Plaintiffs
in the purported class actions assert that theyharewners of lands over which the companies'rfdygic cable networks pass, and that the
railroads, utilities, and others who granted thepanies the right to construct and maintain thetworks did not have the legal authority to
do so. The complaints seek damages on theoriessgfass, unjust enrichment and slander of titlepaoperty,
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as well as punitive damages. The companies haveeatgived, and may in the future receive, claimsdemands related to rights-of-way
issues similar to the issues in these cases thabmbased on similar or different legal theories.

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

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

The proposed settlement will also provide the Camgpand its subsidiaries with a permanent telecomaations easement, which
gives them certain rights over the railroad righivay.

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

In February 2009, Level 3 Communications, Inc.taiarof its current officers and a former officeen® named as defendants in
purported class action lawsuits filed in the Unigdtes District Court for the District of Coloradehich have been consolidatediase
Level 3 Communications, Inc. Securities Litigati@ivil Case No. 0-cv-00200-PAB-CBS)The Plaintiffs in each complaint allege, in
general, that throughout the purported class pespettified in the complaint that the defendantedaio disclose material adverse facts about
the Company’s integration activities, business eperations. The complaints seek damages basedrparfad violations of Section 10(b) of
the Securities Exchange Act of 1934, SecuritiesExaxhange Commission Rule 10b-5 promulgated thelemuand Section 20(a) of the
Securities Exchange Act of 1934. On May 4, 2008,Glourt appointed a lead plaintiff in the case, amdune 29, 2009, the lead plaintiff fil
a Consolidated Class Action Complaint (the “Comulai On July 29, 2009, the Company and the ottefendants named in the Complaint
filed a motion to dismiss the Complaint with praped The lead plaintiff has until August 28, 206®file a response to this motion to
dismiss.

It remains too early for the Company to reach ackgion as to the ultimate outcome of these actibliosvever, management
believes that the Company has substantial defénghe claims asserted in all of these actions @arydsimilar claims which may be namec
the future), and intends to defend these actiogarously.

During March 2009, Level 3 Communications, Inc.aasominal defendant, its directors and certaiitsogurrent officers and a
former officer were named as defendants in purpasteckholder derivative actions in the Districtu@o Broomfield County, Colorado, whi
have been consolidated lasre Level 3 Communications, Inc. Derivative Latiign (Lead Case No. 2009CV59) he Plaintiffs allege that
during the period specified in the complaints thened defendants failed to disclose material adviards about the Company’s integration
activities, business and operations. The complaieek damages on behalf of the Company based ponped breaches of fiduciary duties
disseminating false and misleading statements aitidg to maintain internal controls; unjust enroént; abuse of control; gross
mismanagement; waste of corporate assets; andregfiect to certain defendants, breach of fiduaaities in connection with the resignai
of Kevin O’Hara. The parties have agreed to a efall activities in these actions pending thecoute of the motion to dismiss in the
securities litigation described above.

It remains too early for the Company to reach achaion as to the ultimate outcome of these ddvigaictions. However,
management believes that the complaints have nusekgficiencies including that each plaintiff fail® make a demand on the Company’s
Board of Directors before filing the suit.

In March 2009, late April 2009 and early May 2008yel 3 Communications, Inc., the Level 3 Commutiiss, Inc.
401(k) Plan Committee and certain current and forofiicers and directors of Level 3 Communicatiolms,. were named as defendants in
purported class action lawsuits filed in the U.&tfixt Court for the District of Colorado MWalter v. Level 3 Communications, Inc., et.,al.
Dagres v. Level 3 Communications, Inc., etandFragale v. Level 3 Communications, Inc., et. dlhe complaints allege breaches of
fiduciary and other duties under the Employee Retént
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Income Security Act (“ERISA”) with respect to inta®ents in the Company’s common stock held in irdiial participant accounts in the
Level 3 Communications, Inc. 401(k) Plan. The caamib claim that those investments were imprudentdasons that are similar to those
alleged in the securities and derivative actiorscdbed above.

It remains too early for the Company to reach achumion as to the ultimate outcome of these ERI8#oas. However, management
believes that the Company has substantial defénghe claims asserted in all of these actions @amydsimilar claims which may be namec
the future), and intends to defend these actiogarously.

The Company and its subsidiaries are parties toyrottrer legal proceedings. Management believesatmatresulting liabilities for
these legal proceedings, beyond amounts reseniaotvmaterially affect the Company’s financiamdition or future results of operations,
but could affect future cash flows.

Letters of Credi

It is customary in Level 3's industries to use was financial instruments in the normal courseusibess. These instruments include
letters of credit. Letters of credit are conditiboammitments issued on behalf of Level 3 in aceok with specified terms and conditions.
As of June 30, 2009 and December 31, 2008, Lewald3outstanding letters of credit of approximad$ million and $30 million,
respectively, which are collateralized by cash,ohtis reflected on the consolidated balance stasetsstricted cash and securities.
(14) Condensed Consolidating Financial Information

Level 3 Financing has issued senior notes as desthelow:

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

» In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due 2011 and $28®mof 12.25%
Senior Notes due 2013. The Company repurchasedfild@n of the Floating Rate Senior Notes due 2@012007.

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

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

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

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

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

In conjunction with the registration of the 10.73nior Notes, Floating Rate Senior Notes due 202.25% Senior Notes due 20
9.25% Senior Notes due 2014, 8.75% Senior Note@u& and Floating Rate Senior Notes due 2015dbenapanying condensed
consolidating financial information has been pregaaind presented pursuant to SEC Regulation S-& RaD “Financial statements of
guarantors and affiliates whose securities coliditez an issue registered or being registered.”dferating activities of the separate legal
entities included in the Company'’s consolidatedificial statements are interdependent. The accorimgaogndensed consolidating financial
information presents the results of operationsgrfaial position and cash flows of each legal eraitg, on an aggregate basis, the other non-
guarantor subsidiaries based on amounts incurretitly entities, and are not intended to presemibeating results of those legal entities
a stand-alone basis.
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Level 3 Communications, LLC leases equipment amthicefacilities from other wholly owned subsidiesiof Level 3
Communications, Inc. These transactions are elitethan the consolidated results of the Company.

Condensed Consolidating Statements of Operations
For the three months ended June 30, 2009

(unaudited)
Broadwing
Level 3 Level 3 Level 3 Financial
Communications, Financing, Communications, Services, Other
Inc. Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 35¢ $ — $ 64t $ 61 % 94z
Costs and Expense
Cost of Revenu — — 192 — 261 (58) 39t
Depreciation and
Amortization — — 10z — 12t — 22¢
Selling, General ar
Administrative 1 — 264 59 3 321
Restructuring
Charges — — 6 — — — 6
Total Costs and
Expense! 1 — 56& — 44t (61) 95(C
Operating Income
(Loss) (1) — (207) — 20C — (8)
Other Income
(Expense)
Interest Incom: — — — — 1 — 1
Interest Expens (55) (99 — @ 2 — (152)
Interest Income
(Expense)
Affiliates, net 19¢ 30z (510 — 9 — —
Equity in Net
Earnings (Losse
of Subsidiarie: (30¢€) (519 11t — — 70% —
Other, ne 29 — 2 — (5 — 26
Other Income
(Expense (139) (30€) (399 (1) 3 705 (12E)
Income (Loss) Before
Income Taxe: (139 (30€) (600) 1) 203 70E (13%)
Income Tax Benefit
(Expense — — — — (@) — (1)
Net Income (LOSS $ (134) $ (306) $ (600 $ (1) $ 202 $ 70t $ (134)
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Condensed Consolidating Statements of Operations

For the six months ended June 30, 2009

(unaudited)
Broadwing
Level 3 Level 3 Financial
Communications, Financing, Communications, Services, Other
Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 757 $ — $ 1,28¢ $ (129 $ 1,922
Costs and Expense
Cost of Revenu — — 37¢ — 54C (1179) 802
Depreciation and
Amortization — — 204 — 24¢€ — 45(C
Selling, General anc
Administrative 1 — 54k 11¢ (6) 65¢
Restructuring
Charges — — 7 — — — 7
Total Costs and
Expense! 1 — 1,13¢ — 90t (129 1,91¢
Operating Income
(Loss) (D] — (37¢) — 38¢ — 4
Other Income
(Expense)
Interest Incom — — 1 — 1 — 2
Interest Expens (110 (182) @ Q) 4 — (29¢)
Interest Income
(Expense)
Affiliates, net 40€ 602 (1,019 — 6 — —
Equity in Net
Earnings (Losses,
of Subsidiarie: (590) (2,010 22¢ — — 1,374 —
Other, ne 29 — 3 — (4 — 28
Other Income
(Expense (26%) (590 (785) (1) (1) 1,374 (26¢)
Income (Loss) Before
Income Taxe: (26€) (590 (1,169 (€D} 382 1,374 (264)
Income Tax Benefit
(Expense — — — — (2 — (2)
Net Income (Loss $ (266) $ (59C) $ (1,165) $ (1) $ 38C $ 1,374 $ (266)
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Condensed Consolidating Statements of Operations
For the three months ended June 30, 2008

(unaudited)
Broadwing
Level 3 Level 3 Financial
Communications, Level 3 Communications, Services, Other
Inc. Financing, Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 43¢ $ — $ 70€ $ 49 % 1,09(
Costs and Expense
Cost of Revenu — — 167 — 34C 47 46(
Depreciation and
Amortization — — 90 — 144 — 234
Selling, General anc
Administrative — — 31¢ — 79 2 39t
Restructuring
Charges — — 4 — — — 4
Total Costs and
Expense! — — 57¢ — 563 (49 1,09:
Operating Income
(Loss) — — (14€) — 14z — 3
Other Income
(Expense)
Interest Incom — — 2 — 1 — 3
Interest Expens (48) (92) — @ Q) — (141)
Interest Income
(Expense)
Affiliates, net 112 27¢ (409 — 14 — —
Equity in Net
Earnings (Losses,
of Subsidiarie: (10¢) (293) 21C — — 18¢ —
Other, ne — — 2 — 98 — 10C
Other Income
(Expense (42) (10€) (190 (1) 112 18¢ (39)
Income (Loss) Before
Income Taxe: (42 (10€) (336 1) 25E 18¢ (41
Income Tax Expens — — (1) — — — (1)

Financial statements for the three months endee 30n2008 have been adjusted for the retrospeapipication of FSP APB 14-(see Nott
9).
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Condensed Consolidating Statements of Operations
For the six months ended June 30, 2008

(unaudited)
Broadwing
Level 3 Level 3 Financial
Communications, Level 3 Communications, Services, Other
Inc. Financing, Inc. LLC Inc. Subsidiaries Eliminations Total
(dollars in millions)
Revenue $ — $ — $ 84€ $ — $ 1,43¢ $ (100 $ 2,182
Costs and Expense
Cost of Revenu — — 33¢€ — 694 (95) 93t
Depreciation and
Amortization — — 18C — 294 — 474
Selling, General anc
Administrative 1 — 665 — 15€ (5) 817
Restructuring
Charges — — 11 — — — 11
Total Costs anc
Expense! 1 — 1,192 — 1,144 (100) 2,23
Operating Income
(Loss) (D] — (34€) — 292 — (55
Other Income
(Expense)
Interest Incom — — 6 — 3 — 9
Interest Expens (97) (184 — @ ©)] — (28E)
Interest Income
(Expense)
Affiliates, net 31t 551 (899 — 27 — —
Equity in Net
Earnings (Losses,
of Subsidiarie: (44¢€) (813) 323 — — 93¢ —
Other, ne (3) — 4 — 102 — 10z
Other Income
(Expense (231 (446) (560 @) 12¢ 93¢ (179
Income (Loss) Before
Income Taxe: (232 (44¢) (90€) Q) 421 93€ (228)
Income Tax Expens — — (2) — (2 — (4
Net Income (Loss $ (232) $ (446) $ (905) $ (1) $ 41¢ $ 93€ $ (232)

Financial statements for the six months ended 3002008 have been adjusted for the retrospectipbcation of FSP APB 14-1 (see Note
9).
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Assets
Current Assets
Cash and cash
equivalents
Restricted cash and
securities
Receivables, ne¢
Due from (to)
affiliates
Other
Total Current Asset
Property, Plant and
Equipment, ne
Restricted Cash and
Securities
Goodwill and Other
Intangibles, ne
Investment in
Subsidiaries
Other Asset:
Total Assets
Liabilities and
Stockholders’
Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of
long-term debt
Accrued payroll and
employee benefit
Accrued interes
Current portion of
deferred revenu
Other
Total Current Liabilitie:
Long-Term Debt, less
current portior
Deferred Revenue, les
current portior
Other Liabilities
Stockholders’ Equity
(Deficit)
Total Liabilities and

Condensed Consolidating Balance Sheets
June 30, 2009

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

$ 67 $ 8 3 404 $ — $ 151 $ — 63C
— — 1 — 1 — 2
— — 19 — 35E — 374
11,13¢ 10,00¢ (23,370) 15 2,21( — —
5 9 56 — 41 — 111
11,20¢ 10,02¢ (22,890 15 2,75¢ — 1,113
— — 3,05(C — 2,88¢ — 5,93¢
18 — 24 — 83 — 12¢
— — 511 — 1,43: — 1,944
(8,58¢) (14,019 3,531 — — 19,07¢ —
7 75 14 — 14 — 11C
$ 2,64 $ (3,919 $ (15,760 $ 15 $ 7171 $ 19,07¢ 9,23¢
$ 4% — $ 14C $ — $ 192 $ — 33€
174 — 1 1 2 — 17¢
— — 35 — 4 — 39
41 a0 — — 1 — 132
— — 99 — 64 — 163
1 1 57 — 21 — 92
23z 91 33z 1 284 — 94(
1,57¢ 4,49¢ 6 18 74 — 6,16¢
— — 654 — 88 — 74z
15 89 13€ — 32¢ — 562
822 (8,597) (16,88¢) (4) 6,40¢ 19,07¢ 822
2,645 $ (3,916 $ (15,760 $ 15 $ 7171 $ 19,07¢ 9,23t

Stockholders’ Equity $

(Deficit)
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Condensed Consolidating Balance Sheets

December 31, 2008

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets
Cash and cash
equivalents $ 67 $ 10 $ 55¢ $ — $ 13€ $ — % 76¢
Restricted cash and
securities — — 1 — 2 — 3
Receivables, ne — — 73 — 317 — 39C
Due from (to)
affiliates 11,14¢ 9,30¢ (22,127 17 1,651 — —
Other 4 9 36 — 32 — 81
Total Current Asset 11,21¢ 9,32¢ (21,457 17 2,13¢ — 1,24z
Property, Plant and
Equipment, ne — — 3,15( — 3,00¢ — 6,15¢
Restricted Cash and
Securities 18 — 25 — 84 — 127
Goodwill and Other
Intangibles, ne — — 54C — 1,451 — 1,991
Investment in
Subsidiaries (8,047) (13,042 3,48¢ — — 17,60( —
Other Asset: 9 76 15 — 15 — 11E
Total Assets $ 3,20 $ (3,640 $ (14,249 $ 17 $ 6,697 $ 17,600 $ 9,634
Liabilities and
Stockholders’
Equity (Deficit)
Current Liabilities:
Accounts payabl $ 3% — $ 147 $ — $ 21t $ — % 36¢
Current portion of
long-term debt 181 — 1 1 3 — 18¢€
Accrued payroll and
employee benefit — — 97 — 8 — 10t
Accrued interes 24 93 — — — — 117
Current portion of
deferred revenu — — 96 — 72 — 16¢
Other — 1 59 — 51 — 111
Total Current Liabilitie: 20¢ 94 40C 1 34¢ — 1,052
Long-Term Debt, less
current portior 1,93( 4,21¢ 7 19 73 — 6,24¢
Deferred Revenue, les
current portior — — 63C — 89 — 71¢
Other Liabilities 44 97 284 — 17z — 597
Stockholders’ Equity
(Deficit) 1,021 (8,047) (15,564) 3) 6,014 17,60( 1,021
Total Liabilities and
Stockholders’ Equity
(Deficit) $ 3,20 $ (3,640 % (14,24H $ 17 $ 6,697 $ 17,600 $ 9,634

Financial statements as of December 31, 2008 hewe adjusted for the retrospective application®® RAPB 14-1

(see Note 9).

25




Table of Contents

Net Cash Provided
(Used in) Operating
Activities

Cash Flows from
Investing Activities:
Capital expenditure
Decrease in restricts

cash and securitie
net
Net Cash Used i
Investing Activities
Cash Flows from
Financing Activities
Long-term debt
borrowings, net of
issuance cos!

Payments on and
repurchases of
long-term debt

Increase (decrease)
due from affiliates
net

Net Cash Provided
(Used in) Financing
Activities

Effect of Exchange
Rates on Cash and
Cash Equivalent

Net Change in Cash a
Cash Equivalent

Cash and Cash
Equivalents at
Beginning of Perio(

Cash and Cash
Equivalents at End ¢
Period

Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2009

(unaudited)
Level 3
Communications, Financing, Communications,
LLC Subsidiaries Total
(dollars in millions)

(7)) $ (180 $ (110 $ 1) $ 45¢ $ 96
— — (62) — 97) (15¢)
— — 2 — 1 3
— — (59) — (96) (155)
2 274 — — — 272
(351) — — — 2 (359)
424 (96) 18 1 (347) —
71 17¢ 18 1 (349) (81)
— — — — 2 2
— 2 (152) — 15 (13¢)
67 10 55E — 13€ 76€&
67 $ 8 % 404 $ — $ 151 $ 63C
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Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2008

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

(dollars in millions)
Net Cash Provided k
(Used in) Operating
Activities $ (79 $ (189 $ (15€) $ @9 48¢ $ — $ 63
Cash Flows from
Investing Activities:

Capital expenditure — — (77) — (142) — (219
Proceeds from sale
business group, n — — — — 12% — 12z

Decrease in restrictt
cash and securitie
net — — 2 — — — 2
Proceeds from sale
property, plant an
equipment and
other asset — — 1 — 1 — 2
Net Cash Provided
(Used in) Investing
Activities — — (74) — (18) — (92
Cash Flows from
Financing Activities
Payments on and
repurchases of
long-term debt (26) — — — 2 — (28)
Increase (decrease)
due from affiliates
net 10t 29€ 71 1 (473) — —
Net Cash Provided k
(Used in) Financing
Activities 79 29¢€ 71 1 (47%) — (29)
Effect of Exchange
Rates on Cash and

Cash Equivalent — — 2 — 2 — 4
Net Change in Cash a
Cash Equivalent — 107 (157) — 3 — (53

Cash and Cash

Equivalents at

Beginning of Periot — 27 58€ — 99 — 714
Cash and Cash

Equivalents at End ¢
Period $ — $ 134 $ 431 $ — $ 96 $ — 3 661
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Item 2. Management’s Discussion and Analysis &inancial Condition and Results of Operations

The following discussion should be read in conjiorctvith the Level 3 Communications, Inc. and itbsidiaries (“Level 3” or the
“Company”) consolidated financial statements (idahg the notes thereto), included elsewhere hemeththe Form 10-K for the year ended
December 31, 2008 filed with the Securities andiange Commission.

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as
assumptions made by and information currently abédl to the Company. When used in this documeatwibrds “anticipate”, “believe”,
“plan”, “estimate” and “expect” and similar exprasss, as they relate to the Company or its managgraee intended to identify forward-
looking statements. Such statements reflect thestiviews of the Company with respect to futurergs and are subject to certain risks,
uncertainties and assumptions. Should one or nfdresse risks or uncertainties materialize, or $thomderlying assumptions prove
incorrect, actual results may vary materially fritose described in this document. For a more @etaiéscription of these risks and factors,
please see the Company’s Form 10-K for the yeae@icember 31, 2008 filed with the Securities Brchange Commission and Item 1A

in this Form 10-Q.

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

Communications Business

The Company is a facilities based provider of abdrmange of communications services. Revenue fonugnications services is
recognized on a monthly basis as these servicggavaled. For contracts involving private line,weéengths and dark fiber services, Level 3
may receive up-front payments for services to biweled for a period of generally up to 20 yearstHese situations, Level 3 defers the
revenue and amortizes it on a straight-line baseatnings over the term of the contract.

Communications revenue consists of:
. Core Communications Services
. Other Communications Services

The two categories of Communications revenue adiffierent phases of the service life cycle, reipgidifferent levels of
investment and focus, and providing different cimotiions to the Company’s Communications AdjustBITDA. Management of Level 3
believes that growth in revenue from its Core Comitations Services is critical to the long-termesgs of its communications business. At
the same time, the Company believes it must coatinleffectively manage the positive cash flowsrfiits Other Communications Services.
Core Communications Services includes revenue ffone Network Services and Wholesale Voice ServiCese Network Services revenue
represents higher margin services and WholesaleeV®érvices represents lower margin services. Dmep@ny believes that trends in the
communications business are best gauged by lo@kingvenue trends in Core Network Services. The zmy manages Wholesale Voice
performance based on gross margin contributione G@twork Services includes revenue from transgdtinfrastructure, IP and data
services, including content delivery network seegidocal and enterprise voice services and Le¥gh& broadcast services. Wholesale
Voice Services includes revenue from long distaraiee services, including domestic voice terminatinternational voice termination and
toll free services. Other Communications Servioetuides revenue from managed modem and its relatfofocal compensation services
SBC Contract Services, which includes revenue filoeri’'SBC Master Services Agreement”, which was iolet&in the December 2005
acquisition of WilTel Communications Group, LLC (WWel”).

Core Communications Services

The Companys transport and infrastructure services includeapelitan and intercity wavelengths, private lirghernet private lin
dark fiber, colocation services, professional sssiand transoceanic services. Growth in trangmarinfrastructure revenue is largely
dependent on increased demand for bandwidth seraité available capital of companies requiring comications capacity for their own
use or in providing capacity as a service providegheir customers. These expenditures may beeifiatm of monthly payments or up-front
payments for private line, wavelength or dark fibervices. The Company is focused on providingtergiRd transport services to its
customers to directly connect customer locatiorth wiprivate network. Pricing for end-to-end metiitan transport services have been
relatively stable. For intercity transport servicdge Company continues to experience pricing pires®r point-topoint locations, particular
in

28




Table of Contents
locations where a large number of carriers co-tiair facilities. An increase in demand may betigily offset by declines in unit pricing.

IP and data services primarily include the Compsimgh speed Internet access service, dedicatethittaccess (“DIA”) service,
ATM and frame relay services, IP and ethernet airprivate network (“VPN”) services, and contenlivkry network (“CDN”) services,
which includes streaming services. Level 3's Ingtiaccess service is a high quality and high-spaednet access service offered in a variety
of capacities. The Company’s VPN services permiiesses of any size to replace multiple netwoiiks avsingle, cost-effective solution
that greatly simplifies the converged transmissibwoice, video, and data. This convergence tamglsiplatform can be obtained without
sacrificing the quality of service or security l&vef traditional ATM and frame relay offerings. MPservices also permit customers to
prioritize network application traffic so that highiority applications, such as voice and videe, mot compromised in performance by the
flow of low priority applications such as email. &P market is generally characterized by price m@ssion and high unit growth rates
depending upon the type of service. The Companyekperienced price compression for its higleed IP services and expects that pricin
such services will continue to decline in 2009.

The Company believes that one of the largest sewtuture incremental demand for the Company’seG@ommunications
Services will be from customers that are seekindjstribute their feature rich content or video othe Internet. Revenue growth in this area
is dependent on the continued increase in usapetbyenterprises and consumers and the pricingamient. An increase in the reliability
and security of information transmitted over thtetnet and declines in the cost to transmit dat& hesulted in increased utilization of e-
commerce or web based services by businesses.

The Company’s Core Network Services also includalland enterprise voice services. Local voiceisesvare primarily
components that enable other service providerslfgat business or consumer-ready voice productiseio end customers. Enterprise voice
services are business-grade voice services th&@dhgany sells directly to its business customers.

The Company, through its Level 3 Vyvx businessyjates transport services for the audio and videgm@mmming of its customers
over the Company’s fiber-optic network and via Bisge It uses the Company’s fiber-optic networkcarry live traditional broadcast and
cable television events from the site of the everthe network control centers of the broadcasiétke event.

For live events where the location is not knowdivance, such as breaking news stories in remodtidns, the Company provides
an integrated satellite and fiber-optic networkdshservice to transmit the content to its customdost of Level 3 Vyvx’s customers for
these services contract for the service on an dweetvent basis; however, there are some custowtesshave purchased a dedicated point-to-
point service which enables these customers taimarprogramming at any time.

On June 5, 2008, Level 3 completed the sale dfyitsx advertising distribution business to DG Fasa@hel, Inc. and received gross
proceeds at closing of approximately $129 milliorcash. Level 3 has retained ownership of Vyvxi®dwoadcast business, including the
Vyvx Services Broadcast Business’ content distidyutapabilities. The financial results of the Vyadvertising distribution business are
included in the Company'’s consolidated resultsparations through the date of sale on June 5, 2008.

Prior to the sale of the Vyvx advertising distrilbatbusiness, Level 3 Vyvx distributed advertisgppts to radio and television
stations throughout the U.S., both electronicatig & physical form. Customers for these servidédized a network-based method for
aggregating, managing, storing and distributing@onfor content owners and rights holders.

The Company has developed its content delivery otwervices business primarily through acquisgtiorade in 2007. The
Company believes that one of the largest sourcégtfe incremental demand for communications sevwill be derived from customers
that are seeking to distribute their feature richtent or video over the Internet.

The Company offers Wholesale Voice Services thigetdarge and existing markets. The revenue pialdot Wholesale Voice
Services is large; however, the pricing and margnesexpected to continue to decline over time r@salt of new low-cost IP and optical-
based technologies. In addition, the market for 1&%ele Voice Services is being targeted by manypstitors, several of which are larger
and have more financial resources than the Company.
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Core Communications Services Market Groups

In order to serve the changing needs of customegsawing markets and to drive growth across thex@anications organization,
Core Communications Services revenue by custonasaisdisaggregated into four customer-facing nmagkeups as follows:

»  The Wholesale Markets Group targets customerdrbhtde the largest national and global servicevigiers, including carrier:
cable companies, wireless companies, voice sepvimgders, systems integrators and the federal movent. These customers
typically integrate Level 3 services into their oproducts and services to offer to their end usstamers.

e The Business Markets Group targets enterprise gus®and regional carriers who value a local, psitmal sales force.
Specific customer markets include medium and laigenesses, local and regional carriers, statdcaadl government entities,
and higher education institutions and consortia.

»  The Content Markets Group focuses on serving mealiacontent companies with large and growing badtihwieeds.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsyso# service providers,
social networking providers, as well as more tiaddl media distribution companies such as broddcsssatellite companies,
television networks and sports leagues.

e The European Markets Group serves large Europeasuaters of bandwidth, including the largest Europaad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors.

The Company believes that the alignment of Core @anications Services around customer markets stadiol it to drive growth
while enabling it to better focus on the needg¢tustomers. Each of these groups is supportetigated employees in sales and
marketing.

Core Communications Services revenue by custonoamefanarket group was as follows (in millions):

Three Months Ended June 30 Six Months Ended June 30
2009 2008 2009 2008
Wholesale Markets Grot $ 49t % 54¢ $ 1,00¢ $ 1,08¢
Business Markets Grot 21¢€ 241 441 481
Content Markets Grou 82 10C 167 20C
European Markets Grot 82 83 16C 16C
Total Core Communications Service: $ 871 $ 97z $ 1,77¢ $ 1,93(

The classification of customers within each custefaeing market group can change based upon salesassignments, merger a
acquisition activity by customers and other factdfsere were no material re-classification charnigesvenue by market group during the
three and six month periods ended June 30, 2009.

Other Communications Services

The Company’s Other Communications Services aremaaervices that are not critical areas of emghasithe Company. Other
Communications Services includes revenue from methagpdem and its related reciprocal compensatiomices and SBC Contract Servic
which includes revenue derived under the SBC Md&&tevices Agreement that was obtained in the Widibgluisition. The Company and its
customers continue to see consumers migrate frerowmdand dial-up services to higher speed broadlisanvices as the narrow band market
matures. As a result of the continued migratiomyaiwom dial-up services, managed modem revenuiéndddo $14 million in the three
months ended June 30, 2009 compared to $28 miflitime three months ended June 30, 2008. In additianaged modem revenue declined
to $32 million in the six months ended June 30,260mpared to $58 million in the six months endarkJ30, 2008. Managed modem
revenue approximated $103 million in 2008 and $tiiBon in 2007.

The Company receives compensation from other camiben it terminates traffic originating on thaseriers’ networks. This
reciprocal compensation is based on interconneetipaements with the respective carriers or ragsdated by the FCC. The Company has
interconnection agreements in place for the mgjafitraffic subject to reciprocal compensationabidition, a majority of the Company’s
existing reciprocal compensation revenue is assatiaith agreements that are in effect through 2808yond. The Company continues to
negotiate new interconnection agreements
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or amendments to its existing interconnection agemds with local carriers as needed. The Compamséahe majority of its reciprocal
compensation revenue from providing managed modgwices. The Company also receives reciprocal cosgie®n from its voice services,
which is reported within Core Network Services mave.
Communications Business Strategy and Objectives

The Company’s management continues to review #@tiag lines of business and service offeringsdtednine how those lines of
business and service offerings enhance the Compéogtis on delivery of communications services rmeeting its financial objectives. To
the extent that certain lines of business, busigessps or service offerings are not considerdaetcompatible with the delivery of the
Company’s services or with meeting its financigleshtives, Level 3 may exit those lines of businasstop offering those services.

The Company is focusing its attention on the follmywoperational and financial objectives:

* increasing sales;

* improving the customer experience to increase austagetention and reducing customer churn;

» achieving sustainable generation of positive clmhs from operations in excess of capital expemdgy

* reducing network costs and operating expenses;

» growing Core Communications Services revenue, @daily Core Network Services revenue;

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

*  continuing to implement its metro network strateiggluding leveraging its existing network assetgxpand its addressable
market;

» localizing certain decision making and interactiath its mid-market enterprise customers;
e completing the integration of acquired businesses;

» growing its content delivery network services;

* managing cash flows provided by its Other Commuiioa Services; and

« refinancing its future debt maturities.

The Company’s management believes the introductiorew services or technologies, as well as thinéurdevelopment of existing
technologies, may reduce the cost or increaseumg!\s of certain services similar to those provithgd_evel 3. The ability of the Company
anticipate, adapt and invest in these technologyngés in a timely manner may affect the Companytisré success.

The Company strategically expanded its presenogeinopolitan markets and began offering servicemnterprise customers throu
its Business Markets Group. This strategy allovwed@ompany to terminate traffic over its owned|faes rather than paying third parties to
terminate the traffic. The expansion into new metiarkets also provided additional opportunitieset services to bandwidth intensive
businesses on the Company’s national and intemmedtitetworks. In order to expedite the expansiomsahetro business, Level 3 acquired
Progress Telecom, ICG Communications, TelCove aaking Glass in 2006 and Broadwing in 2007. Levalsd strategically expanded its
content delivery network services with the acqiges of the CDN Business of SAVVIS and Servecagdf7. The results of operations
attributable to each acquisition are included md¢bnsolidated financial statements from the dasequisition.

Level 3 will continue to evaluate acquisition oppomities and could make additional acquisitionthia future.
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The successful integration of acquired businesgedievel 3 is important to the success of Levellle Company must continue to
identify synergies and integrate acquired netwarrkd support organizations, while maintaining thwise quality levels expected by
customers to realize the anticipated benefits @f¢hacquisitions. Successful integration of thegeieed businesses continues to depend on
the Company’s ability to manage these operaticgadjze opportunities for revenue growth presentedttengthened service offerings and
expanded geographic market coverage, and to eliemmredundant and excess costs to fully realizexpected synergies. If the Company is
not able to efficiently and effectively continueiitegrate the acquired businesses or operatibasCompany may experience material
negative consequences to its business, finananmlitton or results of operations.

The Company has taken steps to improve its exigtingesses and systems to reduce service actitaties and improve its service
management. The Company continues to realize ingonewts in its service management and believesithplemented sufficient
improvements in service activation capabilitiesnatch installation capacity to customer demandéovices.

The Company has ongoing process and system develagpnork that is being implemented as part of thegration efforts that ha
and are expected to further improve the full spaotof the customer experience, including servitaiion and service management syst
and processes utilized by acquired companies dsas/&hrious operational efficiency improvementse Tompany completed the foundation
of its processes and systems development objecivbe end of 2008 and is now focused on operatigificiency improvements.

Recent changes in the economic environment andtamaty in the global financial markets have regqdithe Company to manage
cost structure and operating expenses carefully@odncentrate its capital expenditures on theskrtologies and assets that enable the
Company to further develop its Core Communicati®asvices. In addition, the Company’s operatingltssand financial condition could be
negatively affected if as a result of economic dtowis:

» customers defer or forgo purchases of the Compamyidces, including, but not limited to, as a testiour largest customers
more aggressively managing their network costsspead;

e customers are unable to make timely payments t@€tmepany;

» the demand for, and prices of, the Company’s sesvice reduced as a result of actions by the Coytgpepmpetitors or
otherwise;

»  key suppliers upon which the Company relies ardlen@ provide the Company with the materials edeefor its network on a
timely basis; or

the Company’s financial counterparties, insurameeigers or other contractual counterparties a@iento, or do not meet,
their contractual commitments to the Company.

For example, the Comparsytevenue and operating results were negativedetd in the first half of 2009 primarily as a riési the
recent macroeconomic environment.

In addition to the operational objectives mentioabdve, the Company has also been focused on inmgrds liquidity, financial
condition, and extending the maturity dates ofaiartiebt.

During the second quarter of 2009, Level 3 Finagicinc. (“Level 3 Financing”), a wholly owned suthisiry of the Company,
amended and restated its existing senior secuesli ¢acility to increase the borrowings througk tireation of a $280 million Tranche B
Term Loan that matures on March 13, 2014 with aerurinterest rate of LIBOR plus 8.50% per annuiith WIBOR set at a minimum of
3.00%.

During the second quarter of 2009, the Company axgbd approximately $142 million aggregate princgmaount of the
Company’s 6% Convertible Subordinated Notes du® 20t approximately $140 million aggregate princgmaount of its 2.875%
Convertible Senior Notes due 2010 for $200 millkggregate principal amount of the Company’s 7% @dible Senior Notes due 2015 and
$78 million in cash, plus accrued and unpaid irgere

During the second quarter of 2009, the Companyrodfased approximately $301 million aggregate ppalcamount of various
issues of its convertible debt as follows:

*  $121 million aggregate principal amount of 6% Catibée Subordinated Notes due 2009;
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*  $47 million aggregate principal amount of 6% Cotitsée Subordinated Notes due 2010;
*  $3 million aggregate principal amount of 2.875% @amtible Senior Notes due 2010;
*  $75 million aggregate principal amount of 5.25% @atible Senior Notes due 2011;
*  $31 million aggregate principal amount of 10% Catibsée Senior Notes due 2011; and
»  $24 million aggregate principal amount of 3.5% GCantible Senior Notes due 2012

In addition, during the second quarter of 2009,Gleepany redeemed at par $13 million aggregateipahamount of 11.5% Senior
Notes due 201(

The Company will continue to look for opportunitiesimprove its financial position and focus itsa@arces on growing revenue and
managing costs for the communications business.

Coal Mining

Level 3, through its two 50% owned joint-ventureface mines, one each in Montana and Wyoming, sel$ primarily through
long-term contracts with public utilities. The lotgrm contracts for the delivery of coal estabtish price, volume, and quality requirements
of the coal to be delivered. Revenue under thedetirer contracts is generally recognized when isosthipped to the customer.

Critical Accounting Policies

Except for the adoption of FSP APB 14-1, the sigaiit accounting policies set forth in Note 1 te ttonsolidated financial
statements in the Company’s FormHK@er the year ended December 31, 2008 appropyiaelsent, in all material respects, the curreattis
of the Company’s critical accounting policies, a@nd incorporated herein by reference.

Recently Issued Accounting Pronouncements

In April 2009, the FASB issued FSP SFAS 157-4, @etining Fair Value When the Volume and Level otigity for the Asset or
Liability Have Significantly Decreased and Idenitify Transactions That Are Not Orderly” (“FSP SFARY4"). FSP SFAS 157-4 provides
additional guidance for estimating fair value willea volume and level of activity for the assetiability have significantly decreased. It also
includes guidance on identifying circumstances ithdicate a transaction is not orderly. FSP SFA%45vas adopted by the Company in the
second quarter of 2009 and did not have a mateffiatt on its consolidated results of operations famancial condition.

In April 2009, the FASB issued FSP SFAS 115-2 aRA$ 124-2, “Recognition and Presentation of OthkearT-Temporary
Impairments” (“FSP SFAS 115-2 and SFAS 124-2"). IEHAS 115-2 and SFAS 124-2 amend the other-thapdgary impairment guidance
in U.S. GAAP for debt securities to make the gu@amore operational and to improve the presentatimhdisclosure of other-than-
temporary impairments on debt and equity securiti¢be financial statements. FSP SFAS 115-2 andiSSF24-2 was adopted by the
Company in the second quarter of 2009 and did ae¢ la material effect on its consolidated resultgperations and financial condition.

In April 2009, the FASB issued FSP SFAS 107-1 afdBA8-1, “Interim Disclosures about Fair Value @idncial
Instruments” (“FSP SFAS 107-1 and APB 28-1"). TR&P amends FASB Statement No. 107, “Disclosuretdbaiu Value of Financial
Instruments,” to require disclosures about faiueadf financial instruments for interim reportingripds of publicly traded companies as well
as in annual financial statements. This FSP alssndsiAPB Opinion No. 28, “Interim Financial Repogt” to require disclosures in
summarized financial information at interim repogtiperiods. FSP SFAS 107-1 and APB 28-1 were addptehe Company in the second
quarter of 2009 and did not have a material effecits consolidated results of operations and firrcondition.

In April 2009, the FASB issued FSP SFAS 141(R)Acc¢ounting for Assets Acquired and Liabilities Assed in a Business
Combination That Arise from Contingencies” (“FSPASF141(R)-1"). FSP SFAS 141(R)-1 addresses apmicassues on initial recognition
and measurement, subsequent measurement and aegpant disclosure of assets and liabilities aggrom contingencies in a business
combination. FSP SFAS 141(R)-1 is effective foretsor liabilities
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arising from contingencies in business combinatfonsvhich the acquisition date is on or after Jagul, 2009. The effect of adopting FSP
SFAS 141(R)-1 on the Compansyconsolidated results of operations and finaramabition will be largely dependent on the size aatlire o
any business combinations completed on or aftaralsrl, 2009.

Results of Operations for the Three and Six Month&nded June 30, 2009 and 2008 :

Three Months Ended Six Months Ended
June 30, June 30, Change June 30, June 30, Change
(dollars in millions) 2009 2008 % 2009 2008 %
Revenue
Communication: $ 92¢ $ 1,072 -14% $ 1,88 $ 2,13¢ -12%
Coal Mining 16 18 -11% 34 44 -23%
Total revenue 94z 1,09(C -14% 1,922 2,18 -12%
Costs and Expenses (exclusive of
depreciation and amortization shown
separately below
Cost of Revenu
Communication: 37¢ 442 -14% 76¢ 901 -15%
Coal Mining 16 18 -11% 33 34 -3%
Total Cost of Revenu 39t 46( -14% 80z 93t -14%
Depreciation and Amortizatic 22¢ 234 -3% 45( 474 -5%
Selling, General and Administrati 321 39t -19% 65¢ 817 -19%
Restructuring Charge 6 4 50% 7 11 -36%
Total Costs and Expens 95( 1,09: -13% 1,91¢ 2,23 -14%
Operating Income (Los! (8) 3 -167% 4 (55) —
Other Income (Expense
Interest incom 1 3 -67% 2 9 -78%
Interest expens (152) (241) -8% (29¢) (28%) -5%
Gain on sale of business group, — 96 — — 96 —
Gain on extinguishment of debt, r 14 — — 14 — —
Other, ne 12 4 200% 14 7 100%
Total Other Income (Expens (125) (39) -22% (26€) (179 -55%
Loss Before Income Taxt (133 (42) -224% (264) (22¢) -16%
Income Tax Expens (1) (1) 0% (2 (4) 50%
Net Loss $ (139 $ (42) -219% $ (266) $ (239) -15%
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Communicationsrevenue consists of:
1) Core Communications Services, which includesQtetwork Services and Wholesale Voice Services;

*  Core Network Services includes revenue from trarispad infrastructure, IP and data services, laoal enterprise voice
services and Level 3 Vyvx broadcast services.

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

2) Other Communications Services includes revenue framaged modem and its related reciprocal compenssdrvices and
SBC Contract Services.

Communications revenue attributable to each ofetlsesvices is as follows (in millions):

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008

Communications Service

Core Network Services Reven $ 707 $ 797 $ 1,43¢ $ 1,571

Wholesale Voice Services Rever 17C 17& 34C 35¢
Total Core Communications Services Reve 877 972 1,77¢ 1,93(

Other Communications Reven 49 10C 112 20€

Total Communications Reven $ 926 $ 107z 188t $ 2,13¢

Comparisons of the Three and Six Months Ended June 30, 2009 to the Three and Six Months Ended June 30, 2008

Communications Revenualecreased 14% in the second quarter of 2009 coohpatbe second quarter of 2008 and 12% in the six
months ended June 30, 2009 compared to the sanoe pe2008. Contributing to these declines in Caminations revenue was a decrease
in Core Communications Services revenue, whichughetl declines in the Company’s Core Network Sesvaned Wholesale Voice Services
revenue and is generally the result of macroecooaomditions driving increasing customer turnovethie Company’s business, usage
declines, and customers delaying network investiperthases or optimizing their own networks for cmmications services.

The Company experienced declines within Core Netv@arvices in the three and six months ended JOp20®9 compared to the
same periods of 2008, including transport, Vyvxaottast services, local voice and enterprise va@pdces. The decrease in transport rev:
is primarily the result of macroeconomic conditimasising customers to optimize their own netwoeke@posed to utilizing the Company’s
network and delays in customer sales cycles. Theedse in Vyvx broadcast services is primarilyrésailt of macroeconomic conditions
causing lower usage as customers generally cutdratike number of broadcasting events they covéieel decrease in local voice and
enterprise voice services is primarily the restilnacroeconomic conditions causing lower voice es#éig addition, revenue associated with
the Vyvx advertising distribution business declimedhree and six months ended June 30, 2009 cadparthe same periods of 2008, as on
June 5, 2008, the Company completed the sale ofykie advertising distribution business and therefdid not record any Vyvx advertising
distribution revenue subsequent to the date of Baeenue attributable to the Vyvx advertisingritisttion business was $6 million in the
second quarter of 2008 and $15 million in the sonths ended June 30, 2008. Partially offsettingdiereases in transport, Vyvx broadcast
services, Vyvx advertising distribution, local veiand enterprise voice revenue were increasedanatmn revenue in the three and six
months ended June 30, 2009 compared to the samepef 2008. The Company continues to experietroag demand for infrastructure
services for complex nationwide solutions and calimn capacity in large markets.

The decrease in Wholesale Voice Services revenpinimrily attributable to a decrease in domestid mternational voice
termination services, which was caused by pricieglides and lower usage. Partially offsetting teerdase in domestic and international
voice termination revenue was an increase in te# fevenue due to higher traffic attributabledoferencing provider customers. The
Company continues to concentrate its sales effort®aintaining incremental gross margins in the 38#g@e for these services. The
Company expects to experience some volatility wenele as a result of this strategy.
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Other Communications Revenue declined to $49 millind $112 million in the three and six months entlene 30, 2009,
respectively, from $100 million and $208 milliontime three and six months ended June 30, 2008 cteply. The decrease is primarily the
result of a decline in managed modem revenue asudt of the continued migration from narrow baral-dp services to higher speed
broadband services by end user customers, espedoiddirge metropolitan areas. In addition, the @any renewed contracts with certain of
its managed modem customers during the quartedated prices. The Company expects managed modemueto continue to decline in
the future due to an increase in the number ofcgiliers migrating to broadband services and patkatiditional pricing concessions in 2009
as contracts are renewed.

Reciprocal compensation revenue from managed madewices also declined in the three and six moatisled June 30, 2009
compared to same periods of 2008 as a result afadhnuing decline in demand for managed modewices. The Company has historically
earned the majority of its reciprocal compensat@renue from managed modem services, althoughdhg@ny continues to generate a
portion of its reciprocal compensation revenue fr@ite services, which is reported within Core NatkvServices revenue. To the extent the
Company is unable to sign new interconnection ageggs or signs new agreements containing lowes ratethere is a significant decline in
the Company’s managed modem dial-up business, GrdtGtate regulations change such that carrieraatrrequired to compensate other
carriers for terminating ISP-bound traffic, recipabcompensation revenue may experience furthdindswover time.

Also contributing to the decrease in Other Commatidnis revenue was lower SBC Contract Serviceswevas a result of the
migration of the SBC traffic to the AT&T network éthe satisfaction by SBC of its gross margin commant under the SBC Master Servi
Agreement in the first half of 2008. During the et quarter of 2008, the gross margin commitmertherSBC Master Services Agreement
was satisfied; however AT&T, Inc. ("AT&T"), which erged with SBC in 2005, continues to purchase sesvirom Level 3 under the SBC
Master Services Agreement as it continues to nedtst services provided under the agreement tmitsnetwork facilities. The SBC Master
Services Agreement was an agreement between SRE&&emc. and WilTel and was obtained in the Wildequisition.

Coal mining revenue decreased to $16 million in the secondtgua®09 from $18 million in the second quarter2@@marily as a
result of lower volumes of coal sold.

Coal mining revenue decreased to $34 million ingitenonths ended June 30, 2009 from $44 milliothensix months ended
June 30, 2008, primarily as a result of a long-teupply contract that enabled a customer to bufgdute coal purchase commitments with
the Company in the first quarter of 2008. The Comypdid not have any further obligations with resgeduture coal commitments under the
contract, and therefore recognized the transaetsorevenue in the first quarter of 2008.

Cost of Revenudor the communications business includes leasedoifyp right-of-way costs, access charges, sadlignsponder
lease costs, and other third party costs direttiipatable to the network, but excludes depreciaind amortization and related impairment
expenses. Prior to the sale of the Vyvx advertigiistribution business, the Company included in cemications cost of revenue package
delivery costs and the blank tape media costs adedowith this business.

Cost of revenue for the communications businesa,@centage of communications revenue was 4lbeithree and six months
ended June 30, 2009, respectively, and 41% andid28& three and six months ended June 30, 208Bectively. Overall, communications
cost of revenue as a percentage of communicateveiue has been trending down as the Company kasabée to derive synergies from
acquisitions to eliminate some of the costs assegtiaith duplicate circuits serving the same makigt addition, the continued reduction in
SBC Contract Services revenue has positively imiteel communications cost of revenue as a percenfagemmunications revenue, as the
gross margins for SBC Contract Services revenutoarer than the gross margins for Core Communicati®ervices revenue. Partially
offsetting this downward trend in communicationstaaf revenue as a percentage of communicatiorestevhave been increases in
Wholesale Voice Services revenue as a percentagpeabommunications revenue and lower managecemagvenue. The incremental
gross margins for Wholesale Voice Services revemaen the 30% range versus 80% for Core NetworkiSes revenue, and the gross
margin for managed modem revenue is generally hitdiiaa for Core Network Services revenue. In addijtcost of revenue as a percentage
of communications revenue could increase in periodghich volumes are lower as our fixed costs widadcome dilutive to our gross
margin.

Coal mining cost of revenue decreased to $16 million in theseguarter of 2009 from $18 million in the secapdrter of 2008
primarily as a result of lower volumes of coal sold
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Coal mining cost of revenue totaled $33 million9@f% of coal mining revenue, in the six months ehdiene 30, 2009 compared to
$34 million, or 77% of coal mining revenue, in &ig months ended June 30, 2008. This increaseahnoming cost of revenue as a
percentage of coal mining revenue is the resuti@buyout by a coal customer of future coal puseh@ommitments resulting in the
recognition of revenue with no associated costhérfirst quarter of 2008.

Depreciation and Amortization expense decreased 3% to $228 million in the seqaader of 2009 from $234 million in the
second quarter of 2008 and decreased 5% to $4%50miit the six months ended June 30, 2009 fromA$#itlion in the six months ended
June 30, 2008. These decreases were primarilpatible to reduced depreciation expense assoaidtiedhorterlived fixed assets becomii
fully depreciated. Also contributing to the decieass reduced amortization expense on intangilsietasiue to the disposal of $22 million of
carrying value of amortizable intangible assetthaVyvx advertising distribution sale and certafrihe Company’s amortizable intangible
assets becoming fully amortized in 2008.

The Company expects depreciation and amortizatiperese of between $900 million to $920 million D02 based on the
Company’s current expectations of the timing andants of capital expenditures in 2009.

Selling, General and Administrativeexpenses include salaries, wages and related te(iréiluding non-cash, stock based
compensation expenses), property taxes, traveiranse, rent, contract maintenance, advertisingyeion expense on asset retirement
obligations and other administrative expensesirglyeneral and administrative expenses alsodectertain network related expenses such
as network facility rent, utilities and maintenarmosts.

Selling, general and administrative expenses dsetc29% to $321 million in the second quarter @®ffom $395 million in the
second quarter of 2008 and decreased 19% to $888mim the six months ended June 30, 2009 frorh@&illion in the six months ended
June 30, 2008. The decreases are primarily atafideito a reduction in employee compensation alatlek costs due to a lower average
headcount, which decreased approximately 16% isd¢kend quarter of 2009 compared to the secondeyudr2008 and 18% in the six
months ended June 30, 2009 compared to the sixmenided June 30, 2008. Also contributing to tdeicton in employee compensation
and related costs were lower bonus expenses,ezsith of the reduction in the Company’s revenudgperance.

The decreases in selling, general and administratipenses were also the result of synergies &vat lbeen achieved as a result of
acquisition integration efforts and the Companfgcus on reducing operating expenses. Specifiaddicreases in professional fees and ve
services, network related administrative expenedd@ver accretion on asset retirement obligatahsontributed to the decrease in selling,
general and administrative expenses in the secoadeg of 2009 compared to the second quarter @3 20d in the six months ended June
2009 compared to the six months ended June 30, 2008

Included in selling, general and administrativeenges in the three and six months ended June 89,v2€re $9 million and
$25 million, respectively, of non-cash, stock-basehpensation expenses related to grants of ootpetock options and restricted stock
units and restricted stock shares. This compar82@anillion and $43 million of non-cash, stock-bd€ompensation expenses recognized in
the three and six months ended June 30, 2008,atbsglg. These decreases in non-cash, stock-basagensation expense are primarily due
to lower headcount, higher estimated forfeituresagiven the Company’s continued organizationakstire optimization efforts and a
reduction in the Company’s 401(k) stock-based matchontribution, as the Company changed its matghontribution policy in the first
quarter of 2009.

The Company expects to continue its focus on reduselling, general and administrative expens@909.

Restructuring Chargesincreased to $6 million in the second quarter @®fBom $4 million in the second quarter of 200Br@rily
as a result of the timing of the Company’s workéoreduction activities. During the second quarfet(®9, the Company initiated a
workforce reduction of approximately 170 employe®s3% of the Company'’s total employee base, aodried a restructuring charge of
$6 million, all of which related to the communicats business.

Restructuring Charges decreased to $7 millionénsik months ended June, 30 2009 from $11 millioseime period of 2008
primarily as a result of the timing of the Companworkforce reduction activities. The Company magegience further restructuring chari
in 2009 in connection with the continued integnatad acquired businesses and the possible neadjustats cost structure if revenue
performance continues to decline due to the negatfects of the current economy or other reastdditional restructuring activities could
result in further headcount reductions.

Adjusted EBITDA , as defined by the Company, is net income (lassh the consolidated statements of operations eefor
(1) income taxes, (2) total other income (expen@)non-cash impairment charges included withsirteturing
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charges, (4) depreciation and amortization anah@d}cash stock compensation expense included wstiiimg, general and administrative
expenses in the consolidated statements of opesatio

Adjusted EBITDA is not a measurement under GAAP @&y not be used in the same way by other compaviisagement
believes that Adjusted EBITDA is an important pafrthe Companys internal reporting and is a key measure useddyagement to evalug
profitability and operating performance of the Ca@myp and to make resource allocation decisions. lglamant believes such measurement is
especially important in a capital-intensive indystuch as telecommunications. Management alsoAgjested EBITDA to compare the
Company’s performance to that of its competitors #meliminate certain non-cash and non-operat&ms in order to consistently measure
from period to period its ability to fund capitadgenditures, fund growth, service debt and detegrbionuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedathgenmn-cash nature
of these items. Adjusted EBITDA also excludes ies¢income, interest expense, gain on extinguishofatebt, net and income taxes
because these items are associated with the Corspaapitalization and tax structures. Adjusted EBN also excludes depreciation and
amortization expense because thesecasi expenses reflect the effect of capital investmwhich management believes should be eval
through cash flow measures. Adjusted EBITDA exctudet other income (expense) because these itermoarelated to the primary
operations of the Company.

There are limitations to using non-GAAP financiaasures, including the difficulty associated witimparing companies that use
similar performance measures whose calculationsdifter from the Company'’s calculations. Additiolyalthis financial measure does not
include certain significant items such as intemesbme, interest expense, income taxes, depregiatid amortization, non-cash impairment
charges, norash stock compensation expense, gain on extingeishof debt, net and other income (expense) Adtisted EBITDA shouli
not be considered a substitute for other measdr@samcial performance reported in accordance V@HAP.

Note 12 of the Notes to Consolidated Financialestants provides a reconciliation of Adjusted EBITEA each of the Company’s
reportable operating segments.

Adjusted EBITDA for the communications business %230 million in the second quarter of 2009 comgdace$253 million in the
second quarter of 2008. The decrease in Adjustd@EA for the communications business is primaritiributable to a reduction in the
communications business revenue, partially offgehle benefits of continued operating expense It

Adjusted EBITDA for the communications business %489 million in the six months ended June 30, 26@8@pared to $458
million in the six months ended June 30, 2008. iflceease in Adjusted EBITDA for the communicatidnssiness is primarily attributable to
the growth in the Company’s operating income assalt of the benefits of continued operating expaesluctions, largely offset by declines
in Communications business revenue.

Interest Income decreased to $1 million in the second quarter 6828om $3 million in the second quarter of 2008 &m $2 millior
in the six months ended June 30, 2009 from $9anilin the six months ended June 30, 2008. The dseseare primarily due to a decrease in
the average returns on the Company’s investmeifgtior partially offset by an increase in the aage invested balance during the three and
six months ended June 30, 2009.

The Company invests its funds primarily in governirend government agency securities, money maukeisfand commercial
paper depending on liquidity requirements. The Camyfs investment strategy generally provides loyields on the funds than would be
obtained on alternative investments, but reducesigik to principal in the short term prior to tadands being used in the Company’s
business.

Interest Expenseincreased 8% to $152 million in the second quart®009 from $141 million in the second quarte2608 and
increased 5% to $298 million in the six months ehdiene 30, 2009 from $285 million in the same Ek02008. Interest expense increased
primarily as a result of the issuance of the $ dilon aggregate principal amount of 15% ConvéetiBenior Notes in December 2008, the
issuance of the $280 million Tranche B Term Loathmsecond quarter of 2009 and the issuance d@f 8@lon of 7% Convertible Senior
Notes in the second quarter of 2009. These incsdasaterest expense were partially offset byGoenpan’s second quarter 2009 and fou
quarter 2008 debt exchanges, debt repurchasesshhdeppayment transactions. See Note 9 of the Not€snsolidated Financial Statements
for more details regarding the Company’s finan@agvities.

The Company expects annual interest expense in 20&3proximate $600 million based on the Companytstanding debt as of
June 30, 2009 and current interest rates on thep@oy's variable rate debt.
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Gain on Sale of Business Group, Nebtaled $96 million for the three and six monthgesh June 30, 2008 compared to zero for the
same periods in 2009. On June 5, 2008, Level 3 @atgthe sale of its Vyvx advertising distributiousiness to DG FastChannel, Inc. and
recognized a net gain on the sale of $96 milliothensecond quarter of 2008. See Note 2 of thedNot€onsolidated Financial Statement:
more details.

Gain on Extinguishment of Debt , Netotaled $14 million in the three and six monthsezhdune 30, 2009 and zero in the three and
six months ended June 30, 2008. The 2009 gain timgeishment of debt consisted of a net gain ofrfiifion as a result of the debt exchange
transaction completed in the second quarter of 20@Pa net gain of $7 million as a result of thbtdepurchase transactions completed in the
second quarter of 2009. See Note 9 of the Not€otwolidated Financial Statements for more detadarding the Company'’s financing
activities.

The Company may enter into additional transactinribe future to repurchase or exchange existityy theat may result in gains or
losses on the extinguishment of debt.

Other, netwas $12 million in the second quarter of 2009 coragao $4 million in the second quarter of 2008 &hd million in the
six months ended June 30, 2009 compared to $7omitti the six months ended June 30, 2008. Othéis peimarily comprised of gains and
losses on the sale of non-operating assets, rddizeign currency gains and losses and other iecom

Income Tax Expensavas $1 million in the second quarter of 2009 an@82®2 million in the six months ended June 30,22&0d
$4 million in the six months ended June 30, 2008 @nimarily relates to state income taxes.

The Company incurs income tax expense attribut@hlecome in various Level 3 subsidiaries, inclydthe 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
in income tax expense related to uncertain taxfitertbat have not been recognized in the Compataxseturns.

Financial Condition — June 30, 2009

Cash flows provided by (used in) operating acegtiinvesting activities and financing activities the six months ended June 30,
2009 and 2008 are summarized as follows:

Six Months Ended

2009 2008 Change
Net Cash Provided by Operating Activiti $ % $ 63 $ 33
Net Cash Used in Investing Activitii (155) (92 (63
Net Cash Used in Financing Activiti (82) (28) (53
Effect of Exchange Rates on Cash and Cash Equi 2 4 (2
Net Change in Cash and Cash Equival $ (139) $ (53 $ (89)

Operating Activities

Cash provided by operating activities increase@2% million in the six months ended June 30, 2088 gared to the six months
ended June 30, 2008. The increase in cash probiglegerating activities was primarily due to a retihn in the use of working capital items
and lower interest payments. Reductions in theofiseorking capital items was primarily due to chaagn accounts payable, accounts
receivable, deferred revenue and other currentsagsartially offset by changes in other curreabilities.

I nvesting Activities

Cash used in investing activities increased by@8iBon in the six months ended June 30, 2009 caeméo the six months ended
June 30, 2008 primarily as a result of the $123onilof net proceeds received from the sale ofMipex advertising distribution business in
the second quarter of 2008. Partially offsetting thcrease was a reduction in capital expenditwbgch totaled $158 million in the six
months ended June 30, 2009 compared to $219 mititime six months
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ended June 30, 2008. The reduction in capitaledipgres is primarily the result of a decline irtsess-based capital spending as a result of
the decline in Communications revenue in the Estmonths of 2009.

Financing Activities

Cash used in financing activities increased by ®8Bon in the six months ended June 30, 2009 caenpo the six months ended
June 30, 2008 as a result of an increase in dpbtakases, net of new issuances. See Note 9 dfdtes to Consolidated Financial Statem
for more details regarding the Company’s debt @atisn activities.

Liquidity and Capital Resources

The Company incurred net losses of $134 million $266 million in the three and six months endedeX® 2009, respectively.
This compares to net losses of $42 million and $28Ron in the three and six months ended June2B08, respectively. The Company used
$158 million for capital expenditures and gener#i@6 million in cash flows from operating activgien six months ended June 30, 2009.
compares to $219 million of cash used for capitgleaditures and $63 million of cash flows providsdoperating activities in the six months
ended June 30, 2008.

Cash interest payments for 2009 are expected &ppximately $515 million, less than the $531 imillmade in 2008 based on
current debt outstanding, current interest ratetherCompany’s variable rate debt and the finanaimg) other capital markets transactions
completed through June 30, 2009. Capital experatittor 2009 are expected to be lower than the $4illi®n in 2008 as the Company
expects to continue to efficiently manage its @mkpenditure requirements. The Company expedts/&st in base capital expenditures
(estimated capital required to keep the networkatpey efficiently and support new service develepih with the remaining capital
expenditures expected to be success-based, dotiadremental revenue. As of June 30, 2009, thm@2my had long-term debt contractual
obligations, including capital lease and commengiattgage obligations and excluding premium andalists on debt and fair value
adjustments of approximately $58 million that matur the remainder of 2009 and $237 million thatur&in 2010. The Company’s
commercial mortgage obligation matures in 2010,rbay be extended to 2015 at the election of the 2o

Level 3 had $630 million of cash and cash equiwalen hand at June 30, 2009. In addition, $127anilbf current and non-current
restricted cash and securities are used to callaeroutstanding letters of credit, lotgrm debt, certain operating obligations of the @any
and certain reclamation liabilities associated it coal mining business. Based on informatiorilalbie at this time, the Company believes
that its current liquidity and anticipated futumsb flows from operations will be sufficient to fuits business for at least the next twelve
months.

The Company may elect to secure additional caijpittde future, at acceptable terms, to improvdidisidity or fund acquisitions. In
addition, in an effort to reduce future cash indemayments as well as future amounts due at nyaturio extend debt maturities, Level 3 or
its affiliates may, from time to time, issue nevbtjenter into debt for debt, debt for equity osttar other transactions to purchase its
outstanding debt securities in the open marketmmugh privately negotiated transactions. LevelilBavaluate any such transactions in light
of then existing market conditions and the possdilillgive effect to stockholders. The amounts imeadl in any such transaction, individually
or in the aggregate, may be material. See Notet®eoNotes to Consolidated Financial Statementsnfure details regarding the Company’s
financing activities.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposxiting businesses, investme
or other non-core assets. For example, in 2008¢IL2eompleted the sale of its Vyvx advertisingritisition business and the sale of certain
of its smaller long distance voice customers acdived aggregate net cash proceeds of $124 million.

Consolidation of the communications industry magtowe. In recent years, Level 3 participated @ ¢bnsolidation of the
communications industry with the acquisitions ofesal companies. Level 3 will continue to evaluedesolidation opportunities and could
make additional acquisitions in the future.
ltem 3. Quantitative and Qualitative Disclosures Aout Market Risk
Interest Rate Ris

Level 3 is subject to market risks arising frommdpas in interest rates and foreign exchange rAseef June 30, 2009, the Company
had borrowed a total of $2.0 billion primarily umdeSenior Secured Term Loan due 2014 and Flo&atg Senior Notes due 2015 that
currently bear interest at LIBOR rates plus an iapple margin. As the LIBOR rates
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fluctuate, so too will the interest expense on am®borrowed under the debt instruments. The wedjhverage interest rate on the variable
rate instruments at June 30, 2009, was approxignatédo.

In March 2007, Level 3 Financing, Inc., the Companyholly owned subsidiary, entered into two ins#reate swap agreements to
hedge the interest payments on $1 billion noti@mabunt of floating rate debt. The two interest sst@p agreements are with different
counterparties and are for $500 million each. Therest rate swap agreements were effective begjnni2007 and mature in January 2014.
Under the terms of the interest rate swap agreemnkatel 3 receives interest payments based angdhree month LIBOR terms and pays
interest at the fixed rate of 4.93% under one g@arent and 4.92% under the other. Level 3 has wi@isd the interest rate swap agreements
as a cash flow hedge on the interest paymentsifaillion of floating rate debt.

The remaining, or unhedged, variable rate debthasighted average interest rate of 6.0% at Jun2@®I®. A hypothetical increase
in the weighted average rate by 1% point (i.e. mkted average rate of 7.0%) would increase the @@my's annual interest expense by
approximately $10 million. At June 30, 2009, thenany had $4.5 billion (excluding fair value adiustts, discounts and premiums) of
fixed rate debt bearing a weighted average inteatstof 9.1%. A decline in interest rates in thieife will not benefit the Company with
respect to the fixed rate debt due to the termscanditions of the indentures relating to that dbht would require the Company to
repurchase the debt at specified premiums if reéeemarly.

Indicated changes in interest rates are based pottgtical movements and are not necessarily itidecaf the actual results that
may occur. Future earnings and losses will be tdfteby actual fluctuations in interest rates andifm currency rates.

Foreign Currency Exchange Rate R

The Company conducts a portion of its businessiireacies other than the U.S. dollar, the curranayhich the Company’s
consolidated financial statements are reportedreSpondingly, the Company’s operating results cteléddversely affected by foreign
currency exchange rate volatility relative to th&Udollar. The Company’s European subsidiariegheséocal currency as their functional
currency, as the majority of their revenue and pases are transacted in their local currenciesofjh the Company continues to evaluate
strategies to mitigate risks related to the eftédtuctuations in currency exchange rates, the gamy will likely recognize gains or losses
from international transactions. Changes in for@gmency rates could adversely effect the Compaaperating results.

Item 4. Controls and Procedures

(a) Disclosure controls and procedurekhe Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedw@agslefined in Rules 13a-15(e) and 15d-15(e) uthdeBecurities Exchange Act of 1934,
as amended (the “Exchange Act”), as of June 309.2B8sed upon such review, the Chief Executived®ffand Chief Financial Officer have
concluded that the Company’s disclosure controtsmncedures are effective and are designed taetisat information required to be
disclosed by the Company in the reports it filesulymits under the Exchange Act is recorded, peatksummarized and reported within the
time periods specified in the Securities and ExgkeaBiommission rules and forms. Disclosure contiots procedures include, without
limitation, controls and procedures designed tamnthat information required to be disclosed bysaner in reports it files or submits under
the Exchange Act is accumulated and communicatétet€ompany’s management, including its princgpadcutive officer and principal
financial officer, as appropriate to allow timelgaisions regarding required disclosure.

(b) Internal controls.There were no changes in the Company’s internarabover financial reporting identified in connist with the
evaluation required by paragraph (d) of ExchangeRdes 13a-15 or 15d-15 that occurred during dw®sd quarter of 2009 that have
materially affected, or are reasonably likely tatenally affect, the Company’s internal control o¥imancial reporting.

41




Table of Contents

PART Il - OTHER INFORMATION

Item 1 Legal Proceedings

The Company has provided an update to legal pranegedvolving the Company in Note 13 of the Nate€onsolidated Financial
Statements contained in Part I, Item 1, of this+@0-Q. This disclosure is hereby incorporateddfgrence to this Item 1.

Iltem 1A Risk Factors

In addition to the other information set forth mstreport, you should carefully consider the festdiscussed in Part litem 1A. Risl
Factors” in Level 3's Form 10-K for the year enddecember 31, 2008, which could materially affectéle3’s business, financial condition
or future results. The risks described in LevelRdm 10-K are not the only risks facing the Compakdditional risks and uncertainties not
currently known to Level 3 or that it currently de®to be immaterial also may materially adverséigca Level 3's business, financial
condition and/or operating results. The Risk Facitocluded in the Company’s Form 10-K for the yeaded December 31, 2008, have not
materially changed other than as set forth below.

We need to increase the network traffic and resultig revenue from the services that we offer to becogrand/or remain
profitable.

We must increase the network traffic and resultgngenue from our data, voice, content and infrastine services at acceptable
margins in order to realize our targets for antitgjgl revenue growth, cash flow and operating perdoce. If:

< we do not maintain or improve our currenttielaships with existing key customers;
« we do not develop new large volume and ensemustomers; or
e our customers determine to obtain these ss\viom either their own network or from one of oampetitors;
we may not be able to increase our revenue at taddepmargins, which would adversely affect oufigbio become and/or remain profitak
Level 3 has substantial debt, which may hinder itgrowth and put Level 3 at a competitive disadvantag.

Level 3's substantial debt may have important cqueaces, 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 availaliieacceptable terms;

*  asubstantial portion of Level 3's cash flows Wil used to make principal and interest paymentutstanding debt,
reducing the funds that would otherwise be avadldbt operations and future business opportunities;

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

. Level 3 has more debt than certain of its petitors, which may place Level 3 at a competitlisadvantage; and
. substantial debt may make Level 3 more valblerto a downturn in business or the economy gédiger

Level 3 has substantial deficiencies of earningsoteer fixed charges of approximately $264 millfonthe six months ended
June 30, 2009. Level 3 had deficiencies of earniag®ver fixed charges of $264 million for thecB$year ended December 31, 2008, $1.1
billion for the fiscal year ended December 31, 208¥42 million for the fiscal year ended Decembkr2006, $647 million for the fiscal year
ended December 31, 2005 and $410 million for theafiyear ended December 31, 2004.

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

If Level 3 were unable to refinance its debt ordise additional capital on acceptable terms, L8iehbility to operate its business
would be impaired. As of June 30, 2009, aggregatad maturities of long-term debt, capital leased our commercial mortgage (excluding
debt discounts, premiums and fair value adjustmemproximated $6.5 billion and stockholders’ egaipproximated $822 million . Of this
long-term debt, approximately $58 million is duentature in the remainder of 2009, approximately72flion is due to mature in 2010 and
approximately $463 million is due to mature in 20itleach case excluding debt discounts, premiurdgar value adjustments.

Level 3's ability to make interest and principalypgents on its debt and borrow additional fundsawofable terms depends on the
future performance of the business. If Level 3 doashave enough cash flow in the future to maker@st or principal payments on its debt,
Level 3 may be required to refinance all or a péits debt or to raise additional capital. Levala&not be sure that it will be able to refinance
its debt or raise additional capital on acceptédlms.
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Item 4. Submission of Matters to a Vote ofegurity Holders
At the Company’s annual meeting of stockholdersl fogl May 19, 2009, the following matters were sutedito a vote:

1. Election of 13 Directors to the Board of Directofdevel 3 Communications, Inc. for a one-year temmil the 2010 Annual
Meeting of Stockholders:

In Favor Withheld
Walter Scott, Jr 1,437,212,95 43,681,98
James Q. Crow 1,436,141,27 44,753,67
R. Douglas Bradbur 1,437,918,02 42,976,91
Douglas C. Eb 1,416,646,59 64,248,34
James O. Ellis, J 1,445,168,54 35,726,40.
Richard R. Jaro 1,437,067,22 43,827,72
Robert E. Juliat 1,431,436,58 49,458,36
Michael J. Mahone 1,445,528,46 35,366,47
Charles C. Miller, IlI 1,429,580,55 51,314,39
Arun Netravali 1,445,279,93 35,615,011
John T. Reel 1,398,815,62 82,079,32
Michael B. Yanne) 1,436,631,15 44,263,78
Albert C. Yates 1,444,827,32 36,067,61

Each of the 13 Directors was re-elected to the 8oaDirectors of Level 3 Communications, Inc. éoone year term.

2. To approve the grant to the Level 3 Board of Divesbf discretionary authority to amend the CompmRestated Certificate of
Incorporation to effect a reverse stock split a ohfour ratios:
Affirmative votes 1,403,070,89
Negative vote: 74,149,87
Abstain 3,674,171

Broker noi-vote —

The proposal to grant the Board of Directors of &l Communications, Inc. the discretionary autiydo amend the Company’s
Restated Certificate of Incorporation to effecemarse stock split at one of four ratios was apgdov

3. To adopt an amendment to the Company’s Restatadi€ae of Incorporation to increase the numbeaothorized shares of Level
3 common stock, par value $.01 per share from Bilién to 2.5 billion:

Affirmative votes 1,380,611,59
Negative vote: 93,229,81
Abstain 7,053,53I

Broker noi-vote —

The proposal to adopt an amendment to the Comp&sstated Certificate of Incorporation to increenumber of authorized
shares from 2.25 billion to 2.5 billion was apprdve
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Item 6. Exhibits
Exhibits filed as a part of this report are listedow.

3 Certificate of Amendment of Restated Certificaténaiorporation of Level 3 Communications, Inc. ¢ngorated by reference to
Exhibit 3.2 of Level 3 Communications, Inc.’s Regasion Statement on Form S-3 (SEC File No. 333493) filed with the
Securities and Exchange Commission on July 9, 2!

12 Statements Re Computation of Ral

31.1 Rule 13i-14(a)/15¢-14(a) Certification of the Chief Executive Offic

31.2 Rule 13i-14(a)/15¢-14(a) Certification of the Chief Financial Offic

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioB8e906 of the Sarbanes-
Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioBe906 of the Sarbanes-
Oxley Act of 2002

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

LEVEL 3 COMMUNICATIONS, INC.

Dated: August 7, 2009 /s/ Eric J. Mortense
Eric J. Mortense
Senior Vice President, Controll
and Principal Accounting Office
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Exhibit 12
STATEMENTS RE COMPUTATION OF RATIOS

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

LEVEL 3 COMMUNICATIONS, INC.

Six Months
Ended June 30, Fiscal Year Ended
2009 2008 2008 2007 2006 2005 2004

Loss from Continuing Operations Before

Taxes $ (269 $ (228 % 3129 $ (1,168 $ 810 % (715 % (47¢)
Interest on Debt, Net of Capitalized Inter 29¢ 28t 57C 60¢ 67C 542 48€
Amortization of Capitalized Intere — 25 48 68 68 68 68
Interest Expense Portion of Rental Expe 34 32 68 63 44 25 29
Earnings (Losses) Available for Fixed

Charges $ 68 $ 114 $ 374 $ (428) $ (28) $ (79 $ 10&
Interest on Dek $ 29¢€ % 28t $ 57C $ 60¢ $ 67C $ 54: $ 48€
Preferred Dividend — — — — — — —
Interest Expense Portion of Rental Expe 34 32 68 63 44 25 29
Total Fixed Charge $ 332 $ 317 $ 63€ $ 67z $ 714 $ 56€ $ 51F
Ratio of Earnings to Fixed Charg — — — — — — —
Deﬁciency $ (264) $ (203) $ (264) $ (1,10() $ (742) $ (647) $ (41C)

Financial information for periods prior to Janudr2009 contained in the table above have beerstdjdor the retrospective application of
FSP APB 14-1.




Exhibit 31.1

CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. I have reviewed this Form 10-Q of Level 3 Commuti@ss, Inc.;

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

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

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

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

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

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

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

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardioéctors (or persons performing
the equivalent functions):

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

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

Date: August 7, 200
/sl James Q. Crow

James Q. Crow
Chief Executive Office

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




Exhibit 31.2

CERTIFICATIONS*
I, Sunit S. Patel, certify that:
1. I have reviewed this Form 10-Q of Level 3 Commuti@ss, Inc.;

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

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

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

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

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

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

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

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardioéctors (or persons performing
the equivalent functions):

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

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

Date: August 7, 200
/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

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




Exhibit 32.1

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

In connection with the Form 10-Q of Level 3 Comnuations, Inc. (the “Companyfpr the three and six months ended June 30, 20€&d:
with the Securities and Exchange Commission ord#te hereof (the “Report”), I, James Q. Crowe, Chiecutive Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 26Q&;

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 gets, in all material respects, the financial ctadiand results of
operations of the Company.

/sl James Q. Crow
James Q. Crow

Chief Executive Office
August 7, 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-Q of Level 3 Comnuations, Inc. (the “Companyfpr the three and six months ended June 30, 20€&d:
with the Securities and Exchange Commission ord#te hereof (the “Report”), |, Sunit S. Patel, Clkimancial Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 26Q&;

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 gets, in all material respects, the financial ctadiand results of
operations of the Company.

/s/ Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
August 7, 200¢




