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Registration No. 335391«

The information in this prospectus supplement is not complete and may be changed. This prospectus supplement and the
accompanying prospectus are not an offer to sell these securities and are not soliciting an offer to buy these securities in any
jurisdiction where the offer or sale is not permitted.

Subject to Completion
Preliminary Prospectus Supplement dated May 31, 2@

PROSPECTUS SUPPLEMENT
(To prospectus dated January 31, 2001)

Level(3)

COMMUNICATIONS

$150,000,000
Level 3 Communications, Inc.

% Convertible Senior Notes due 2012

Interest on the notes at the rate of %ypaer is payable on June 15 and December 15 ofyemrhbeginning on December 15,
2006. The notes will mature on June 15, 2012. Tdteswill be our unsecured and unsubordinated atitigs and will rank equally with all
our existing and future unsecured and unsubordinatiebtedness.

The notes are convertible by holders into sharesioEommon stock at an initial conversion pricé of per share (which is
equivalent to a conversion rate of approximately shares of common stock per $1,000 gradlamount of the notes), subject to
adjustment upon certain events, at any time baf@elose of business on June 15, 2012. At oupoptn lieu of delivering shares of our
common stock, we may elect to pay holders cashcon@bination of cash and shares of common stockhilder elects to convert its note:
connection with certain changes in control, we wdl, to the extent described in this prospectpplsment, a make whole premium by
increasing the number of shares deliverable upornersion of such notes. Our common stock is quotethe Nasdaq National Market under
the symbol “LVLT.” The last reported sale pricetbé common stock on May 26, 2006 was $5.28 peeshar

Holders may require us to repurchase all or anygdfaheir notes upon the occurrence of a desighetent at a price equal to 10(
of the principal amount of the notes, plus accraled unpaid interest to, but excluding, the repwseldate.

After June 15, 2010, we may redeem all or a ponviotne notes at the redemption prices specifigtiimprospectus supplement,
plus accrued and unpaid interest to, but excludimgredemption date.

Investing in the notes involves risks that are desibed in the “ Risk Factors” section beginning on page
S-16 of this prospectus supplement.

Per Note Total
Public offering price(1 % $
Underwriting discoun % $
Proceeds, before expenses, to Level 3 Communicatina. % $

(1) Plus accrued interest from Q&0af settlement occurs after that de

The underwriters may also purchase up to an additi$22,500,000 aggregate principal amount at ritgtof notes from us, less t
underwriting discount, within 30 days from the dafé¢his prospectus supplement to cover overallotne

Neither the Securities and Exchange Commission n@ny state securities commission has approved or digproved of these
securities or determined if this prospectus suppleant or the accompanying prospectus is truthful or emplete. Any representation to
the contrary is a criminal offense.

The notes will be ready for delivery in book-enfioym only through The Depository Trust Company omloout , 20C

Sole Book-Running Manager

Merrill Lynch & Co.

Joint-Lead Managers



Credit Suisse Morgan
Stanley

Co-Managers

Citigroup JPMorgan

The date of this prospectus supplement is , 2006
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You should rely only on the information contained o incorporated by reference in this prospectus suplement and the
accompanying prospectus. We have not authorized aage to provide you with different information. If anyone provides you with
different or inconsistent information, you should rot rely on it. We are not making an offer of theseecurities in any state where the
offer is not permitted. You should not assume thathe information contained in or incorporated by reference in this prospectus
supplement or the accompanying prospectus is accumas of any date other than the date on the frordf this prospectus supplement.

This prospectus supplement and accompanying prospeis are only being distributed to and are only direted at (1) persons
who are outside the United Kingdom or (2) investmetrprofessionals falling within Article 19(5) of theFinancial Services and Markets
Act 2000 (Financial Promotion) Order 2005 (the “Orcer”) or (3) high net worth entities, and other per®ns to whom they may lawfully
be communicated, falling within Article 49(2)(a) to(d) of the Order (all such persons together beingeferred to as “relevant persons”).
The notes are only available to, and any invitationoffer or agreement to subscribe, purchase or otheise acquire the notes will be
engaged in only with, relevant persons. Any persomwho is not a relevant person should not act or relgn this prospectus supplement
or the accompanying prospectus.

To the extent that the offer of the notes is madaiany Member State of the European Economic Area #it has implemented
the Prospectus Directive (each, a “Relevant Membe3tate”) before the date of publication of a prospdas in relation to the notes that
has been approved by the competent authority in theRelevant Member State or, where appropriate, appoved in another Relevant
Member State that has notified to the competent ahbrity in that Relevant Member State, all in accorénce with the Prospectus
Directive, the offer (including any offer pursuantto this prospectus supplement and the accompanyingospectus) is only addressed !
qualified investors in that Relevant Member State \ithin the meaning of the Prospectus Directive or habeen or will be made in
circumstances that do not require us to publish ag@spectus pursuant to Article 3 of the Prospectus iective. For purposes of this
provision, the expression “Prospectus Directive” mans Directive 2003/71/EC together with any applicdb implementing measures in
each Relevant Member State.




Table of Contents

TABLE OF CONTENTS

Prospectus Supplement

Summary

Risk Factor:

Information Regarding Forward Looking Stateme

Use of Proceed

Capitalization

Price Range of Common Stock and Dividend Pc

Ratio of Earnings to Fixed Charg

Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
Business

Managemen

Description of the Note

Description of Other Indebtedness of Level 3 Comicaiions, Inc. and Level 3 Financing, It
Security Ownership of Certain Beneficial Owners dahagemen
Description of Capital Stoc

Material U.S. Federal Tax Consideratic

Underwriting

Legal Matters

Experts

Where You Can Find More Informatic

Glossary of Term

Index to Financial Statemer

Prospectus

About This Prospectt

Where You Can Find More Informatic

Risk Factor:

The Compan

Ratio of Earnings to Fixed Charges and Preferredk3bividends
Application of Proceed

Description of Debt Securitie

Description of Preferred Stot

Description of Depositary Shar

Description of Warrant

Description of Stock Purchase Contracts and StockHase Unit:
Description of Subscription Righ

Description of Common Stoc

Description of Outstanding Capital Stc

Plan of Distributior

Legal Matters

Experts

Page

S-1
S-16
S-36
S-37
S-38
S-40
S-41
S-42
S-71

S-102
S-10€
S-12¢
S-13¢€
S-141
S-142
S-14¢€
S-152
S-152
S-152
S-154

F-1

Page

WWNNNRE PR

12

20
21
22
23
23
25
26
26



Table of Contents

SUMMARY

This summary highlights information contained elsexe or incorporated by reference in this prospecupplement and the
accompanying prospectus. This is not intended ta t@mplete description of the matters coveredis prospectus supplement and the
accompanying prospectus and is subject to, andifipdhin its entirety by reference, to the moreailetl information and financial statements
(including the notes thereto) included or incorp@a by reference in this prospectus supplementiaéccompanying prospectus. Unless

otherwise indicated, all references to the “Compariywe”, “us”, “our”, or “Level 3" refer to Level 3 Communications, Inc. and its
subsidiaries.

See “Risk Factors” for factors that you should cioles before investing in the notes and “InformatiBegarding Forward Looking
Statements” for information relating to statemecdsitained in this prospectus supplement that atehistorical facts. In this prospectus
supplement we sometimes refer to various industrgs and abbreviations, which we have defined ut@krssary of Terms”.

The Level 3 logo and Level 3 are registered semiaeks of Level 3 Communications, Inc. in the WhB¢ates and/or other
countries. Media Plane™ is a service mark of Safén@pectrum, and we are applying for registratidrihat mark with the U.S. Patent and
Trademark Office. All rights are reserved. Thisgpectus supplement and the accompanying prospexdargo trade names and trademarks
of other companies. The mention of these trade same trademarks in this prospectus supplementlamdccompanying prospectus is m
with due recognition of the rights of these comparand without any intent to misappropriate thoames or marks. All other trade names
and trademarks appearing in this prospectus supefgrand the accompanying prospectus are the prgpéitheir respective owners.

The Company
We, through our operating subsidiaries, engageaiiynin the communications and information sergiteisinesses.

We are a facilities based provider (that is, a glewthat owns or leases a substantial portiom@faiant, property and equipment
necessary to provide services) of a broad rangaedrated communications services. We have cregtaterally by constructing our own
assets, but also through a combination of purclyesin leasing other companies’ assets and fasiliber communications network. Our
network is an advanced, international, facilitieséd communications network. We have designedeturank to provide communications
services, which employ and take advantage of rafaproving underlying optical and Internet Protbtachnologies.

In connection with our belief that communicatioesvices are direct substitutes for existing modasformation distribution, and
for other strategic and tactical reasons, durin@22®e entered the businesses of direct markefisgraputer software and computer softw
license management. Today, this business is coadinst our subsidiary Software Spectrum.

Business Strategy. We are seeking to capitalize on the opportunitiesgnted by significant and rapid advancementgfical anc
Internet Protocol technologies. Key elements ofgitategy include:

. Offer a Comprehensive Range of Communications &=t Bandwidth Intensive Users We provide a comprehensive
range of communications services designed to rheat¢eds of the top global bandwidth customersjshaustomers that are
generally of higher credit quality and have exigtitemand for the services that we ¢

. Target Top Global Bandwidth Customers Our primary communications services distribntstrategy is to utilize a direct
sales force focused on high bandwidth usage bussse

S1
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. Provide Low Cost Backbone Services Through An Upesable Backbone Netwa.  Our intercity and metropolitan networks
have been designed to provide high quality comnatinins services at a lower cc

. Pursue Acquisition Opportuniti. ~We from time to time evaluate possible acdjgisiopportunities, primarily opportunities
in the communications industr

. Develop Advanced Operational Processes and BustBgggort Systen. We have developed and continue to develop
substantial and scalable operational processebusidess support systems specifically designeddble us to offer services
efficiently to our targeted custome

. Attract and Motivate High Quality Employe. We have developed programs designed to atrattetain employees with
the technical and business skills necessary fobosiness

With the acquisitions of Progress Telecom, LLCPoogress Telecom, and ICG Communications, IndC@& Communications, al
the proposed acquisition of TelCove, Inc., or Tel€ove have embarked on a strategy to further ekpan current presence in regional and
metropolitan markets. The strategy will allow uggominate more of our intercity and local trafficer our owned metro facilities rather than
paying third parties to terminate such traffic. Wfer a broad range of communications serviceuuimnoetropolitan markets with a particular
emphasis on bandwidth intensive enterprises anitsgproviders. The expansion into new metro markbbuld also provide additional
opportunities to sell services on our national exernational networks.

* * *

Our principal executive offices are located at 1&&torado Boulevard, Broomfield, Colorado 80021 andtelephone number is
(720) 888-1000. Our website is located at www.[8yam. The information on our website is not patthis prospectus supplement.

Recent Developments
ICG Communications Acquisition

On May 31, 2006, we acquired all of the issued@undtanding capital stock of ICG Communicationgriaately held Colorado-
based telecommunications company, from MCCC ICGlhighk, LLC, or MCCC, for an aggregate consideratibapproximately $163
million, consisting of 25,975,088 shares of our coon stock and $36 million in cash, subject to dadjests based on working capital and
other matters. The transaction does not include G@@@munications’ investments in New Global TeleaamMpower Holding Corporation.

ICG Communications primarily provides transportaiil voice services to wireline and wireless cesriternet service providers
and enterprise customers. ICG Communications’ nétWwas over 2,000 metro and regional fiber mile€atorado and Ohio and includes
approximately 500 points of presence. ICG Commuituna serves more than 1,600 customers.

Concurrently with the closing of the acquisitiore entered into a registration rights agreement reigipect to the 25,975,088 shares
of our common stock issued to MCCC in the transactPursuant to the registration rights agreenveatare required to file a registration
statement covering the shares of our common sgstled to MCCC in the transaction within five busidays following the consummation
of the transaction. The registration statementbélleffective automatically upon filing, allowing®CC then to sell the shares it received,
subject only to certain transfer restrictions fivait the number of shares MCCC can sell on angngiday.

TelCove Acquisition

On April 30, 2006, we signed a definitive agreenterdacquire TelCove, a privately held Pennsylvdraaed telecommunications
company.

S-2
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TelCove is a leading facilities-based provider @tropolitan and regional communications servicefiging transport, Internet
access and voice services. TelCove’s network has2®,000 local and long haul route miles servi@grarkets across the eastern United
States, with approximately 4,000 buildings thatlacated on its network.

The aggregate consideration payable by us is $bDi&h, consisting of $445 million in cash and3#®million in shares of our
common stock, subject to adjustment. In additignadquiring TelCove, we will in effect assume apgmrately $155.5 million of TelCove’s
debt obligations. The number of shares of our comstock issuable in the merger will be increasetthécextent that holders of TelCove
warrants exercise for cash their warrants to puefalCove common stock prior to the consummatfaheotransaction. The number of
shares of our common stock to be delivered to ¢earityholders of TelCove in the transaction wl deetermined immediately prior to
closing. However, the number of shares of our comstock to be issued will in no event be more tpproximately 165,885,000 shares nor
less than approximately 110,590,000 shares, sutgextjustment to account for exercises for cashet€ove warrants prior to the
consummation of the transaction. Upon closing eftthnsaction, TelCove securityholders will be a@blsell immediately, without any
limitation, the shares of our common stock isswethém in the transaction.

For the year ended December 31, 2005, TelCovedamhues of approximately $312.4 million and a as$ lof approximately $22
million. As of December 31, 2005, on a consoliddiadis, TelCove had total assets of approximated & million, total liabilities of
approximately $243.8 million, and total stockhoklexquity of approximately $303.8 million.

Consummation of the transaction is subject to e¢unaty closing conditions, including receipt of applile state and federal
regulatory approvals and the effectiveness of stegion statement on Form S-4 covering the shafresir common stock to be issued in the
transaction. Closing is expected to occur in thel thuarter of 2006.

Offering of 12.25% Senior Notes due 2013

On April 6, 2006, Level 3 Financing, Inc., our wlyebwned subsidiary completed the sale of $300iamlaggregate principal
amount of 12.25% Senior Notes due 2013 in a prigHeging to qualified institutional buyers. Thenser notes offered represent an additic
offering of the 12.25% Senior Notes due 2013 thestewssued on March 14, 2006.

Proposed Amendment and Restatement of Credit Faciyi

On May 30, 2006, Level 3 Financing, Inc., our wialwned subsidiary, announced its intention to asreemd restate its existing
$730 million senior secured credit facility to, amgoother things, reduce the interest rate payatdeuthe agreement, modify the gr@ymen
provisions and make other specified changes. Téamrde no assurances that we will be able to ameddestate our credit facility in such a
manner. Our continuing guarantee of that debtaerifistitute senior debt. Neither the completiorhef proposed amendment of the senior
secured credit facility nor the closing of thisesfhig or the closing of our concurrent offeringcoinmon stock described below is conditioned
upon the closing of the other transactions.

Concurrent Common Stock Offering

Concurrently with this offering, we will offer, hyieans of a separate prospectus supplement, 128000§hares of our common
stock. In addition, we have granted the undervsigar option to purchase an additional 18,750,0@€eshof our common stock solely to cc
over-allotments. Neither the closing of this coment offering nor the closing of the offering comjglated by this prospectus supplement or
the closing of the proposed amendment of the seicured credit facility is conditioned upon thesahg of the other transactions.

S-3
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Issuer

Notes Offerec

Price

Maturity

Interest

Ranking

The Offering

Level 3 Communications, In

$150,000,000 aggregate principal amount ($172,800@gregate
principal amount if the underwriters exercise thgition to purchase
additional notes in full) of % convertildenior notes due June 15,
2012.

% of principal amount, plus accrued intefemm the date of
original issuance of the notessettlement occurs after that de

June 15, 201

% per year on the principal amount, payaklai-annually on June
15 and December 15, beginning on December 15, :

The notes will be our unsecured and unsubordinatdéidations and wil
rank equal in right of payment to all of our otlesisting and future
unsubordinated indebtedness. The notes will betaffdy junior to all
of our existing and future secured debt as to #isets securing such d
and will be structurally subordinated to all exigtiand future
indebtedness and other liabilitiof our subsidiaries

As of March 31, 2006, after giving pro forma efféx{(i) this offering
(assuming no exercise of the underwriters’ optmpurchase additional
notes) and our concurrent common stock offering(@pthe issuance
by Level 3 Financing, Inc. on April 6, 2006 of $3000,000 aggregate
principal amount of 12.25% Senior Notes due 2(

* Level 3 Communications, Inc. would have had an eggte o
approximately $5.911 billion of indebtedness, edaig
intercompany liabilities, of which approximately3¥million
constituted secured indebtedness consisting ghigsantee of
its wholly-owned subsidiary’s senior secured créatiility
and approximately $876 million constituted suboadiéul
indebtedness; ar

* Level 3 Communications, Inc.’s subsidiaries wouddér had
an aggregate of approximately $3.370 billion ofstartiding
indebtedness and other balance sheet liabilitied(ding
deferred revenue), excluding intercompany lialeiit

S-4
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Conversion Rights

Sinking fund

Redemption at the Option of Level 3

Repurchase at Option of Holders upon a DesignatedtE

Make Whole Premium upon Change of Control

The indenture governing the notes will not coneaiy restrictions on
the incurrence of indebtedness other than as testi ‘Description of
the Note—Limitation on Lieng”

Holders may surrender notes for conversion at emg on or before the
maturity date. For each $1,000 principal amountaiés surrendered f
conversion you will receive share@of common stock. We
refer to this as the conversion rate. As furthescdeed under
“Description of the Notes—Conversion Rights,” wevédhe right to
settle our conversion obligation in shares of @mmmon stock, cash ol
combination thereo

The conversion rate may be adjusted for certaisares but will not be
adjusted for accrued interest, if any. Upon cornieersa holder will not
receive any cash payment representing accruecegitesubject to
certain exceptions. Instead, accrued interestheilleemed paid by the
shares of common stock received by the holder onarsion.

None.

After June 15, 2010, we may redeem the notes, mlewbr in part, at o
option at any time or from time to time at the neh¢ion prices set forth
herein, plus accrued and unpaid interest therd@amyj) to the
redemption date

Upon the occurrence of a designated event (a chafngentrol or a
termination of trading as defined herein), hold#frthe notes will have
the right, subject to certain exceptions and caoonh, to require us to
repurchase all or any part of their notes at andmase price equal to
100% of the principal amount of the notes, plus@ed and unpaid
interest thereon (if any) to, but excluding, theideated event purchase
date.

See “Risk Factors—If we experience a change ofrobot termination
of trading, we may be unable to purchase the naiasold as required
under the indenture relating to the nc”

If certain changes in control as described belodeuriDescription of
the Notes—Make Whole Premium upon Change of Conoaatur, we
will pay, to the

S5
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Use of Proceeds

DTC Eligibility

Trading

extent described in this prospectus supplemenglerwhole premium
on notes converted in connection with the traneaatbnstituting the
change in control by increasing the conversion agtgicable to such
notes.

The amount of the increase in the applicable caiwerate, if any, will
be based on the date on which the change in cdmtmmimes effective
and the price paid per share of our common stothdriransaction
constituting the change in control. A descriptidiow the increase in
the applicable conversion rate will be determined a table showing
the increase that would apply at various commockspeices and
effective dates of a change in control are sehfortder “Description of
the Note—Make Whole Premium upon Change of Con”

We estimate that the net proceeds from the offexiiigoe
approximately $145,500,000 (approximately $167,830 if the
underwriters’ option to purchase additional noteexercised in full).
We intend to use a substantial portion of the netgeds from this
offering and our concurrent offering of common &tt@ redeem or
repurchase selected series of our debt securitsring in 2008. The
remaining proceeds will be used to potentially repase, redeem or
refinance other existing indebtedness from timéne, for acquisitions
and for general corporate purposes including warkiapital and capital
expenditures. Se*Use of Proceec”

The notes will be issued in fully registered boakrg form and will be
represented by one or more permanent global ndthewt coupons.
The global notes will be deposited with the truseeea custodian for
DTC, and will be registered in the name of Cede&,®TC’s hominee¢
Beneficial interests in global notes will be shoem and transfers
thereof will be effected only through, records ntaimed by DTC and i
direct and indirect participants, and your interesiny global note may
not be exchanged for certificated notes, excefinited circumstances
described herein. See “Description of the Notes—b@ldNotes; Book-
Entry; Form”

We do not intend to list the notes on any nati@eaurities exchange.
The notes will be new securities for which thereusrently no public
market. Ses
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“Risk Factors—There is no public market for theasmtwhich could
limit their market price or your ability to sellém”

Our common stock is traded on the Nasdaqg Natioraakbt under the
symbol“LVLT.”

Risk Factors Investing in the notes involves risks. See “RisktBes” and other
information in this prospectus supplement and ttomepanying
prospectus for a discussion of factors you shoattsider carefully
before deciding to invest in the not

Unless expressly stated otherwise, the informat@&rforth above and throughout this prospectuslsommt assumes no exercise of
the underwriters’ overallotment option. See “Undeting.”

S-7
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Summary Financial Data

The selected financial data set forth below forfibeal years ended December 31, 2005, 2004, ZiWR, and 2001 have been
derived from our audited consolidated financiatesteents and the notes related thereto. The seléntattial data for the three month periods
ended March 31, 2006 and 2005 are derived fronunaudited consolidated financial statements. Theesa financial data should be reau
conjunction with our consolidated financial statemseand “Management’s Discussion and Analysis p&Rcial Condition and Results of
Operations” included in this prospectus supplemené¢ unaudited financial statements include, inapinion, all adjustments, consisting of
normal recurring adjustments, necessary for gof@isentation of the results for the unaudited jpistidyou should not rely on these interim
results as indicative of results we may expectHerfull year or any other interim period.

Three Months

Ended March 31, Year Ended(1)

2006 2005 2005 2004 2003 2002 2001
(dollars in millions, except per share amounts)
(unaudited)
Results of Operation:
Revenue $1,267 $ 99z $3,61: $3,637 $3,947 $3,01f $1,41(C
Net loss from continuing operationsi (16¢) 77 (687) (45¢) (704) (854 (4,35))
Net loss(3] (16€) (77) (63€) (45€) (711) (858) (4,979
Per Common Shar
Net loss from continuing operationsi (0.20 (0.1 (0.9¢) (0.67) (1.2 (210 (11.69
Net loss(3] (0.200 (0.121) (0.9 (0.67) (1.2 (2.1 (13.3)
Dividends(4) — — — — — — —
Financial Position
Total asset 8,28¢ 7,09¢ 8,271 7,544 8,30z 8,97 9,32¢
Current portion of lon-term debt(5’ 1 11¢ — 142 124 4 5
Long-term debt, less current portion| 6,357 5,07: 6,02 5,067 5,24¢ 6,102 6,20¢
Stockholder equity (deficit)(6) (54€) (237) (47€) (157) 181 (240 (65)

(1) The operating results of Level 3§ Structure, LLC computer outsourcing services bussireold in 2005, the Midwest Fiber Optic
Network business acquired from Genuity, Inc. in2@0d sold in 2003, Leve’s Asian communications operations, which Level 3
agreed to sell in 2001, as well as Software Speteontact service business obtained in the Soft®peetrum acquisition in 2002 ¢
sold in 2003 are included in discontinued operatitam all periods presented for which Level 3 oweadh busines

We purchased software resellers CorpSoft, Inc.Softlvare Spectrum, Inc. in March and June of 20€2yectively. We recorded
approximately $1.8 billion of revenue attributatdethese two businesses in 20

We purchased substantially all of the assets amdatipns of Genuity, Inc. in February 2003. We gdacchased Telverse
Communications, Inc. in July 200

We acquired the managed modem businesses of ICGimt on April 1, 2004 and October 1, 2004, resipely.
We purchased WilTel Communications Group, LLC, affwl, on December 23, 2005, and recorded approtain&$38 million of
revenue attributable to this business in 2(

(footnotes continued on following pa
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()

(3)

(4)

()

In 2001, we recorded a $3.2 billion impairment geato reflect the reduction in the carrying amaaftertain of our communications
assets in accordance with SFAS No. 144 “Accourfiinghe Impairment or Disposal of Long-Lived Asse#slso in 2001, we
recognized a gain of $1.1 billion as a result ef ¢arly extinguishment of lo-term debt

In 2002, we recognized approximately $181 millidrinmpairment and restructuring charges, a gainppiraximately $191 million from
the sale of Commonwealth Telephone Enterprisesclmmmon stock, $88 million of induced conversiapenses attributable to the
exchange of our convertible debt securities, $120om of federal tax benefits due to legislatiomaeted in 2002 and a gain of

$255 million as a result of the early extinguishinefrlonc-term debt

In 2003, we recognized approximately $346 millidiesmination and settlement revenue, $45 millibmgpairment and restructuring
charges, a gain of approximately $70 million frdre sale of “91 Express Lanesll road assets and $200 million of induced cosiae
expenses attributable to the exchange of Levet@wertible debt securities, and recognized a ga$i#1 million as a result of the early
extinguishment of lor-term debt

In 2004, we recognized a gain of $197 million assult of the early extinguishments of certain ldegn debt and $113 million of
termination revenue

In 2005, we recognized $133 million of terminati@venue and approximately $23 million of impairmantl restructuring charge

In 2001, we agreed to sell our Asian telecommuidoatbusiness to Reach Ltd. and recorded an impaircharge of $516 million
related to our discontinued Asian operations. Lesgtibutable to the Asian operations were $8%anilfor fiscal 2001

In 2005, we soldi) Structure, LLC and recognized a gain on the sa48fmillion. For fiscal years 2005 and 2003 Structure
revenues approximated costs. Losses attributalifeetoperations df) Structure for fiscal years 2003, 2002 and 2001 \géiémillion,
$6 million and $22 million, respectivel

Our current dividend policy, in effect since Apt®98, is to retain future earnings for use in awsibess. As a result, management does
not anticipate paying any cash dividends on shaireemmon stock for the foreseeable future. In toldj we are effectively restricted
under certain covenants from paying cash dividemdshares of our common sto

In 2001, we negotiated an increase in the totalianavailable under our senior secured creditifadid $1.775 billion and borrowed
$650 million under the facility. Also in 2001, on&our subsidiaries repurchased, using cash angnoonstock, approximately

$1.9 billion face amount of our long-term debt aedognized a gain of approximately $1.1 billioreagsult of the early extinguishment
of debt.

In 2002, we received net proceeds of $488 millimmf the issuance of $500 million of 9% Junior Catitsée Subordinated Notes due
2012. Also in 2002, we repurchased, using castcaminon stock, approximately $705 million face amafrour long-term debt and
recognized a gain of approximately $255 millioreagsult of the early extinguishment of de

In 2003, we received net proceeds of $848 millimmT the issuance of $374 million of 2.875% ConxéetiSenior Notes due 2010 and
the issuance of $500 million of 10.75% Senior Nates 2011. Level 3 completed a debt exchange whevelissued $295 million (fa
amount) of 9% Convertible Senior Discount Notes 20&3 and common stock in exchange for $352 millook value) of long-term
debt. In addition, we, using cash on hand, restlicash and the proceeds from the issuance ofiti&% Senior Notes due 2011, ref
in full, the $1.125 billion purchase money indeltesls outstanding under our senior secured creailitfaAlso in 2003, we
repurchased, using common stock, approximately0§1dlion

(footnotes continued on following pa
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(6)

face amount of our lor-term debt and recognized a gain of approximatelyrilion as a result of the early extinguishmehtlebt.

In 2004, we received net proceeds of $987 millimmf the issuance of a $730 million senior secueedh foan due 2011 and the
issuance of $345 million of 5.25% Senior ConveetiNlotes due 2011. Level 3 used the net proceedpéy portions of our 9.125%
Senior Notes due 2008, 11% Senior Notes due 2@B%d Senior Discount Notes due 2008 and 10.75%08&niro Notes due 2008.
Level 3 repurchased portions of the outstandingsat prices ranging from 83 percent to 89 persktite repurchased face amount.
The net gain on the early extinguishment of the,dabluding transaction costs, realized foreignrency losses and unamortized debt
issuance costs, was $50 million for these transastiAlso in 2004, we paid approximately $54 milland assumed obligations to
extinguish a capital lease obligation and recogh&zegain of $147 million on the transacti

In 2005, we received net proceeds of $877 millimmf the issuance of $880 million of 10% ConvertiBenior Notes due 2011. Also in
2005, one of our whollpwned subsidiaries received net proceeds of $8&mirom the completion of a refinancing of the myage o
our corporate headquarters. The subsidiary enteteé new mortgage loan of $70 million at an alifixed rate of 6.86% through 20

In March 2006, one of our wholly-owned subsidiarneseived net proceeds of $379 million from theidsse of $150 million of
Floating Rate Senior Notes due 2011 and $250 mitho12.25% Senior Notes due 2013. The wholly-ows@ssidiary also received
$300 million in net proceeds from the issuanceroadditional $300 million of 12.25% Senior Noteed013 in April 2006

In 2001, we issued approximately 16 million sharesommon stock, valued at approximately $72 millim exchange for long-term-
debt.

In 2002, we issued approximately 47 million shaxesommon stock, valued at approximately $466 onilliin exchange for long-term
debt. Included in the value of common stock issaredinduced conversion premiums of $88 milliondonvertible debt securitie

In 2003, we issued approximately 216 million sharfesommon stock, valued at approximately $953ianill in exchange for long-term
debt. Included in the value of common stock issaredinduced conversion premiums of $200 milliondonvertible debt securitie

In 2004, we realized $95 million of foreign currgriosses on the repurchase of our Euro denomirtibt The unrealized foreign
currency losses had been recorded in other compsefeeincome within Stockholde equity (deficit).

In 2005, we issued 115 million shares of commonlstealued at approximately $313 million, as thecktportion of the purchase price
paid to acquire WilTel
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Unaudited Consolidated Pro Forma Information of Lewel 3

The following unaudited pro forma condensed codstdid financial information gives effect, as ddsedi below, to:
. the acquisition of WilTel on December 23, 2005;

. the issuance of $150 million of Floating Rate Seiotes due 2011 and $250 million of 12.25% SeNiotes due 2013 on
March 14, 2006

. the issuance of $300 million of 12.25% Senior Nates 2013 on April 6, 2006; and

. the offering of the notes and our concurrent offigiof 125,000,000 shares of our common stock.

The following unaudited pro forma condensed codstdid financial information does not give effectijaur acquisition of ICG
Communications, (ii) our pending acquisition of Celse, (iii) the intended uses of the net proceddkis offering and our concurrent offeri
of common stock or (iv) the proposed amendmentrasthtement of our secured credit facility.

The following unaudited pro forma condensed codstdid data supplements the pro forma financiatinétion that was included
in our Current Report on Form 8-K/A, which was dileith the SEC on March 3, 2006 and should be ne@dnjunction therewith.

The following unaudited pro forma condensed codstéid statement of operations data for the yeagceBecember 31, 2005 giv
effect to the acquisition of WilTel and each of tiwe issuances referred to above as though eabhtrsunsaction occurred on January 1,
2005.

The following unaudited pro forma condensed codsiéid statement of operations data for the threghms@nded March 31, 2006
gives effect to each of the note issuances reféorathove as though each such transaction occarrddnuary 1, 2005.

The following unaudited pro forma condensed codsitdéid balance sheet information as of March 316 2008sents the effects of
the offering of $300 million of 12.25% Senior Nothse 2013 on April 6, 2006, the offering of theemand the concurrent offering of
125,000,000 shares of our common stock as thoudhafferings occurred on March 31, 2006.

The pro forma earnings per share amounts in thégonea information have not been adjusted for @ammon stock offering
because, as we have not made a final decisiondiegathe ultimate uses of the net proceeds of stfiehing, such net proceeds are not
reflected in pro forma adjustments in the inconageshents.

The unaudited pro forma condensed consolidateddinhinformation is not necessarily and should mmaissumed to be an
indication of the results that would have beeneadd had the transactions been completed as dftis indicated or that may be achieve
the future.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Unaudited Pro Forma Condensed Consolidated Statemenf Operations
For the year ended December 31, 2005
(dollars in millions, except per share data)

Historical Historical Intercompany WilTel Debt Pro Forma
Level 3(a) WilTel(b) Adjustments(c) Adjustments Offerings Level 3
Revenue $ 3,61¢ $ 1,95¢ $ (5) $ (249(d) $ 5,32¢
Cost of revenu 2,23: 1,204 (5) 3,432
Depreciation and amortization 657 15¢ (259 (e) 764
107 (f)
Selling, general and administrati 91z 27¢ (17)(9) 1,17
4 (h)
Restructuring and impairment char¢ 23 42 (42)(i) 23
Total costs and expens 3,82¢ 1,68: (5) (207) — 5,39¢
Operating income (los (212 27¢€ — (13€) — (72
Other income (expense
Interest incom 35 9 (@I0) 37
0]
37)(m)

Interest expens (530 (39 34(k) (6)(n) (624)
Other nel 28 1 29
Total other income (expens (467) (24) 27 (99 (55¢)
Income (loss) from continuing

operations before income t (679 252 — (209 (99 (630)
Income tax expens (8) (8)
Net income (loss) from continuir

operations $ (687) $ 252 $ — $ (109 $ (99 $ (63
Weighted average shares outstandi

(in 00Cs) 699,58¢ 112,13¢ 811,72:
EPS: Net loss from continuing

operations $ (0.99 $ (0.79

Adjustments:

(a)
(b)

(c)
(d)

()
(f)

(9)

Represents the historical 2005 statement of opembtf us and our consolidated subsidial

Represents 2005 results of operations of WilTel @amications Group, LLC and consolidated subsidsatfieough the acquisition date
of December 23, 2005. Certain reclassificationseHaen made relative to WilTel’s historical finaal@tatements in order to present
them on a basis consistent with

Eliminates the historical intercompany transactioesveen Level 3 and WilTe

Removes income attributable to the June 2005 Tetmim, Mutual Release and Settlement Agreement grhencadia, WilTel and
SBC. This income was retained by Leucadia in thegaction

This entry removes the historical depreciation amrtization expense attributable to WilT

This entry records depreciation and amortizatigmease for tangible and intangible assets obtaiméioki transaction based on a
preliminary purchase price allocatic

This entry removes the historical selling, genarad administrative expenses attributable to thetassd liabilities not included in the
transaction

(footnotes continued on following pa
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Records rent expense attributable to the leaseshTadrporate facility. We are leasing space infthisa corporate facility from Leucar
subsequent to the closing of the transac

Removes impairment charge attributable to the Tedsporate facility. This facility was retained bgucadia in the transactio
Removes interest income attributable to the caeth equivalents and marketable securities retdipdaucadia

Removes interest expense on the historical debdsmtmed in the transactic

Records interest expense attributable to the $liBi@mof Floating Rate Senior Notes due 2011 (lohse an assumed interest rate of
11.42%) and $250 million of 12.25% Senior Notes #80&3 issued on March 14, 20(

Records interest expense attributable to the $30i@mnof 12.25% Senior Notes due 2013 issued onilA&p 2006.

Records interest expense attributable to the $1ii@mof convertible senior notes due 2012 ass\grar8.5% annual interest ra
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Unaudited Pro Forma Condensed Consolidated Statemenf Operations
For the three months ended March 31, 2006
(dollars in millions, except per share data)

Historical Debt Pro Forma

Level 3(a) Offerings Level 3
Revenue $ 1,267 $ 1,267
Cost of revenu 817 817
Depreciation and amortizatic 19C 19C
Selling, general and administrati 313 313
Restructuring and impairment char 5 — 5
Total costs and expens 1,32t — 1,32t
Operating income (los! (58) — (58)
Other income (expense
Interest incom 9 9

(11)(b)
(9)(c)

Interest expens (150 (2)(d) (172
Other, ne 31 31
Total other income (expens (110 (22 (132
Loss from continuing operations before income (16¢) (22 (290
Income tax expens — —
Net loss from continuing operatio $ (169 $ (22 $ (190
Weighted average shares outstanding (ir's) 821,91¢ 821,91¢
EPS: Net loss from continuing operatic $ (0.20 $ (0.29

Adjustments:

(&) Represents the historical statements of operatibns and our consolidated subsidiar

(b) Records incremental interest expense in orderflecteone full quarter of interest expense attrétle to the offering of $150 million of
Floating Rate Senior Notes (based on an assumaéttrate of 11.42%) and $250 million of 12.25%i8eNotes issued on March 14,
2006.

(c) Records interest expense attributable to the offiesf $300 million of 12.25% Senior Notes issuediqmil 6, 2006.

(d) Records interest expense attributable to the $LBi@mof Convertible Senior Notes due 2012 assigrar3.5% annual interest ra
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Unaudited Pro Forma Consolidated Balance Sheet at &ch 31, 2006

(dollars in millions)

Historical Pro Forma
Level 3(a; Adjustments Level 3
Assets
Current asset:
$ 30C(b)
14%(c)
Cash and cash equivalel $ 58C 63((d) $ 1,65¢
Marketable securitie 412 412
Restricted cash and securit 35 35
Receivables, ne¢ 717 717
1(b)
Other 157 1(c) 15¢
Total current asse 1,901 1,077 2,97¢
Property, plant and equipment, | 5,58¢ 5,58¢
Restricted cash and securit 87 87
Goodwill and other intangibles, n 567 567
5(b)
Other assets, n 141 4(c) 15C
Total asset $ 8,28¢ $ 1,08¢ $ 9,73(
Liabilities and Stockholders’ Equity (Deficit)
Current liabilities:
Accounts payabl $ 622 $ — $ 62z
Current portion of lon-term debt 1 1
Accrued payroll and employee bene 67 67
Accrued interes 12C 12C
Deferred revenu 233 233
Other 14k 14k
Total current liabilities 1,18¢ — 1,18¢
30€(b)
Long-term debt, less current portir 6,357 15C(c) 6,81:
Deferred revenu 734 734
Other liabilities 551 551
Stockholder' equity (deficit):
Common stocl 8 2(d) 10
Additional paic-in-capital 7,851 62€(d) 8,47¢
Accumulated other comprehensive i (42 (42
Accumulated defici (8,369 (8,369
Total stockholdel equity (deficit) (54€) 63C 84
Total liabilities and stockholde’ equity (deficit) $ 8,28¢ $ 1,08¢ $ 9,37(

(2)

Balance Sheet Adjustments:

This column reflects the historical balance shéeiscand our subsidiarie

(b) Reflects the offering of $300 million of 12.25% SmriNotes, the resulting net proceeds, and theeati@nd noncurrent portions of the
debt issuance costs. The offering premium of $@ianils reflected as an increase in I-term debt

(c) Reflects the offering of $150 million of ConvergbSenior Notes due 2012, the resulting net procaedshe current and noncurrent
portions of the estimated debt issuance c

(d) Reflects the offering of 125,000,000 shares of L8&weommon stock at an assumed public offeringgoic$5.28 per share, net of
estimated issuance cos
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RISK FACTORS

Before you invest in the notes, you should carefidhsider the following risks. The risks describetbw are not the only ones
facing us. Additional risks not presently knowmsoor that we currently deem immaterial may alspamour business operations. O
business, financial condition or results of opevas could be materially adversely affected by drthese risks.

This prospectus supplement, the accompanying pcagpand the information included or incorporatedrbference also contain
forward looking statements that involve risks andertainties. Our actual results could differ maadly from those anticipated in the
forward looking statements as a result of certaictdrs, including the risks faced by us describeldw and elsewhere in this prospec
supplement, the accompanying prospectus and thamation included or incorporated by reference.

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

We must continue to increase the volume of Interfegta, voice and video transmission on our netwarkhe Level 3 Network, in
order to realize the anticipated cash flow, opetpéfficiencies and cost benefits of the Level 3viek. If we do not maintain our
relationship with current customers and develop lage-volume customers, we may not be able totanbally increase traffic on the
Level 3 Network, which would adversely affect obiligy to become profitable.

Our VolIP services have only been sold for a limite@eriod and there is no guarantee that these sengs will gain broad
market acceptance

Although we have sold Softswitch based servicesesihe late 1990’s, we have been selling our Voioer-IP (or VolP) services
for a limited period of time. As a result, there anany difficulties that we may encounter, includiegulatory hurdles and other problems
we may not anticipate. To date, we have not geaérmsignificant revenue from the sale of our VolR/ges, and there is no guarantee that we
will be successful in generating significant VoBenues.

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

The success of our subscriber based VolP sendaspendent upon future demand for VolP telephenyices. In order for the IP
telephony market to continue to grow, several thinged to occur. Telephone and cable service provitust continue to invest in the
deployment of high speed broadband networks taleesial and commercial customers. VolP networkstroastinue to improve quality of
service for real-time communications, managingafeuch as packet jitter, packet loss, and urflelidgandwidth, so that toll-quality service
can be provided. VolIP telephony equipment and sesvinust achieve a similar level of reliabilitytthhaers of the public switched telephone
network have come to expect from their telephomeice, including emergency calling features andatslfties. VolP telephony service
providers must offer cost and feature benefith&irtcustomers that are sufficient to cause théoowsrs to switch away from traditional
telephony service providers. If any or all of thésetors fail to occur, our VolP services business/ not grow.
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The prices that we charge for communications servés have been decreasing, and we expect that theyl wontinue to
decrease over time and we may be unable to competesé#or this lost revenue

We expect to continue to experience decreasing®fimr our communications services:

. as we and our competitors increase transmissioacttgmn existing and new networks;

. as a result of our current agreements with custemvliich often contain volume based pricing or ottetractually agreed
upon decreases in prices during the term of theeagent

. through technological advances or otherwise; antdhsne based pricing becomes more prevalent.

Accordingly, our historical revenue is not indieatiof future revenue based on comparable traffiaraes. As the prices for our
communications services decrease for whatever me#swe are unable to offer additional servicemirwhich we can derive additional
revenue or otherwise reduce our operating expensesperating results will decline and our businasd financial results will suffer. We
also continue to expect, excluding the effectsogfussitions, managed modem related revenue torasmto decline in the future primarily ¢
to an increase in the number of subscribers miggat broadband services and continued pricingspres and declining customer obligati
under contractual arrangements. We experienceghédisant decline in our digital subscriber line@8L aggregation revenue during 2005
a significant customer of this service terminatad @ustomer contract during 2005.

Revenue under our agreement with SBC Services ispacted to decline materially

As part of our acquisition of the communicationsibass of WilTel Communications, or WilTel, we argd a multi-year contract
with SBC Services, Inc. We refer to this contrascttee SBC Master Services Agreement. Recently, S8@ices Inc. became a subsidiary of
AT&T, Inc. and announced its intention to migrdte services provided by WilTel to the merged SB&i8es, Inc. and AT&T network.
WilTel and SBC amended the SBC Master Services ékgent to run through 2009 and it provides a graagm purchase commitment of
$259 million from March 2006 through the end of 2pa@nd $75 million from January 2008 through the @h2009. Only purchases by SBC
of services on WilTel's network count toward satttfon of this purchase commitment. Originating #erdhinating access charges paid to
local phone companies are passed through to SBEciordance with a formula that approximates codtlitonally, the SBC Master Services
Agreement provides for the payment of $50 milliconfi SBC if certain performance criteria are metibyAs a result, we expect the revenue
generated by the SBC Master Services Agreemerediing materially in 2007.

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

We continuously develop, test and introduce newrnamications services that are delivered over theeL® Network. These new
services are intended to allow us to address ngmeets of the communications marketplace and tqedenfor additional customers. In
certain instances, the introduction of new serviegglires the successful development of new tedgyolTo the extent that upgrades of
existing technology are required for the introdoietof new services, the success of these upgradgdendependent on the conclusion of
contract negotiations with vendors and vendors mgéheir obligations in a timely manner. In addlitj new service offerings, including new
VolIP services, may not be widely accepted by ostamers. If our new service offerings are not wideicepted by our customers, we may
terminate those service offerings and be requivéthpair any assets or information technology usedevelop or offer those services. If we
are not able to successfully complete the developiued introduction of new services, including néatP services, in a timely manner, our
business could be materially adversely affected.
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Our communications revenue is concentrated in a litted number of customers

A significant portion of our communications revensi€oncentrated among a limited number of custeniéwe lost one or more
these major customers, or if one or more majoroeusts significantly decreased orders for our sesjiour communications business would
be materially and adversely affected. Revenue foantwo largest communications customers in 200®meTWarner, Inc. and its subsidiaries
and Verizon Communications, Inc. and its affiliatepresented approximately 18% and 14% of our cenmications revenue for 2005,
respectively. America Online, our largest managed@m customer and an affiliate of Time Warner,,Ireduced the number of managed
modem ports it purchases from us by approximaté®p 8uring 2005. Our future communications operatasults will depend on the succ
of our customers and our success in selling sesuiwéhem. If we were to lose a significant port@rour communications revenue from
America Online, we would not be able to replacs thivenue in the short term and our operating foa®eild increase, which increase may
significant.

In connection with the acquisition of WilTel in Deober 2005, we acquired a large customer contetetden WilTel and SBC
Communications, a subsidiary of AT&T. It is antiatpd that the revenue generated by this contractgl2006 will cause SBC
Communications to become our largest customer baisedvenue. We also expect that the revenue gedenader this contract will decline
materially over time as SBC Communications migrétetraffic from the Level 3 Network to the netahat SBC Communications acquit
from the former AT&T.

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

The development of our communications businessiredjuand may continue to require, significant exgiures. These
expenditures could result in substantial negataghdlow from operating activities and substamiit losses for the near future. For the three
months ended March 31, 2006 and the fiscal yeaggiecember 31, 2005, we incurred losses from mainiy operations of approximately
$168 million and $687 million, respectively. We expto continue to experience losses, and mayeable to achieve or sustain operating
profitability in the future. Continued operatingsi®es could limit our ability to obtain the cashdexkto expand our network, make interest
principal payments on our debt or fund other bussnmeeeds. We will need to continue to expand aagdtamlir network in order to remain
competitive, which may require significant additdifunding. During 2005, we deployed a new genenatif optical transmission equipment.
Additional expansion and adaptations of the LevlkeBvork’s electronic and software components bélinecessary in order to respond to:

. growing number of customers;

. the development and launching of new services;

. increased demands by customers to transmit largeuits of data;
. changes in customers’ service requirements;

. technological advances by competitors; and

. governmental regulations.

Future expansion or adaptation of our network keitjuire substantial additional financial, operagioend managerial resources,
which may not be available at the time. If we anahle to expand or adapt our network to respordese developments on a timely basis
at a commercially reasonable cost, our businesdwimaterially adversely affected.
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We need to obtain additional capacity for our netwdk from other providers which increases our costs

We continue in some part to lease telecommunicatapacity and obtain rights to use dark fiber fimoth long distance and local
telecommunications carriers in order to extendsttepe of our network both in the United StatesBEmebpe. Any failure by companies
leasing capacity to us to provide timely servicaeisovould adversely affect our ability to serve oustomers or increase the costs of doing so.
Some of our agreements with other providers regh&gayment of amounts for services whether othase services are used. We enter
interconnection agreements with many domestic arelgn local telephone companies, but we are nediyd able to do so on favorable
terms.

Costs of obtaining local service from other cagieomprise a significant proportion of the opeigxpenses of long distance
carriers. Similarly, a large proportion of the cosf providing international service consists ofpants to other carriers. Changes in
regulation, particularly the regulation of localdainternational telecommunication carriers, couldiiectly, but significantly, affect our
competitive position. These changes could increaskecrease the costs of providing our services.

Our business requires the continued development efffective business support systems to implement ¢amer orders and to
provide and bill for services

Our business depends on our ability to continugetelop effective business support systems andriicplar the development of
these systems for use by customers who intendetowsservices in their own service offering. Tisis complicated undertaking requiring
significant internal resources and expertise asasesupport from third-party vendors. Businesgsufpsystems are needed for:

. implementing customer orders for services;
. provisioning, installing and delivering these sees; and

. monthly billing for these services.

Because our business provides for continued ragpigty in the number and volume of services offetkedre is a need to continue
to develop these business support systems on didelsufficient to meet proposed service rollouedaThe failure to continue to develop
effective business support systems could matergaliyersely affect our ability to implement our mesis plans.

Our growth may depend upon our successful integratin of acquired businesses

During the past six months, we have acquired WjlPebgress Telecom and ICG Communications and éatered into an
agreement to acquire TelCove. We may acquire aditibusinesses from time to time in accordanck @it business strategy. The
integration of these businesses and any futurebssithat we may acquire involves a number of rigktuding, but not limited to:

. in case of a large acquisition such as WilTel dCbee, demands on management related to the signtfincrease in our size
after the acquisitior

. the diversion of management’s attention from theagament of daily operations to the integratioopdrations;
. higher integration costs than anticipated;

. failure to achieve expected synergies and cosiagsyv

. difficulties in the assimilation and retention afployees;

. difficulties in the assimilation of different cutes and practices, as well as in the assimilatfdraad and geographically
dispersed personnel and operations;
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. difficulties in the integration of departments, t&yss, including accounting systems, technologieskb and records and
procedures, as well as in maintaining uniform séadsl, controls, including internal control overdirial reporting required |
the Sarban«Oxley Act of 2002, procedures and polici

If we cannot successfully integrate acquired biugsas or operations, we may experience materiatimegansequences to our
business, financial condition or results of op@rai Successful integration of these acquired lessis or operations will depend on our
ability to manage these operations, realize oppditis for revenue growth presented by strengtheeedce offerings and expanded
geographic market coverage and, to some degretintmate redundant and excess costs. Becauséiotitfies in combining geographically
distant operations, we may not be able to achieedénefits that we hope to achieve as a restifiecdicquisition.

We may not be able to integrate the operations ofun acquired businesses with our business efficiemtl

The completion of our acquisitions of WilTel, Pregs Telecom and ICG Communications, our proposggisition of TelCove,
and any future acquisitions, creates risks assatiaith the integration of their operations witlr@uSome integration risks include:

. difficulties assimilating the personnel and openadi of the acquired entity;

. loss of key personnel of the acquired entity;

. loss of customers post-integration;

. disruption of ongoing business and additional bnsden our management team;

. higher integration costs than anticipated;

. failure to achieve expected synergies and cosiagsyv

. difficulties in maintaining uniform standards, cani$, procedures and policies; and

. difficulties in ensuring accurate and timely repugtof financial information.

We cannot be certain that it will realize the bésdfom our acquisitions that we anticipate, attive will be able to integrate the
operations of the acquired businesses succesdfulle fail to integrate their operations efficigntit could have a material adverse effect on
our business, financial condition, results of ofierss and future prospects.

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

We believe that our future success will depenciigé part on our ability to attract and retain higtkilled, knowledgeable,
sophisticated and qualified managerial, professiand technical personnel. We have experiencedfigignt competition in attracting and
retaining personnel who possess the skills thatseeking.

As a result of this significant competition, we negperience a shortage of qualified personnel.lbgmesses are managed by a
small number of key executive officers, particutathmes Q. Crowe, Chief Executive Officer, Kevi®@3ara, President and Chief Operat
Officer and Charles C. Miller, Ill, Vice Chairman@Executive Vice President. The loss of any o$¢hieey executive officers could have a
material adverse effect on us.
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We must obtain and maintain permits and rights-of-vay to operate our network

If we are unable, on acceptable terms and on dytibasis, to obtain and maintain the franchisesnjts and rights-of-way needed
to expand and operate our network, our busineds d@umaterially adversely affected. In additidre tancellation or nonrenewal of the
franchises, permits or rights-of-way that are af#dicould materially adversely affect us. Our comivations operating subsidiaries are
defendants in several lawsuits that the plaintiize sought to have certified as class actions @nabng other things, challenge the
subsidiaries’ use of rights of way. It is likelyathadditional suits challenging use of our rightsvay will occur and that those plaintiffs also
will seek class certification. The outcome of tlitigation may increase our costs and adverselgcafbur operating results.

Termination of relationships with key suppliers coud cause delay and costs

We are dependent on third-party suppliers for filoemputers, software, optronics, transmissiontedais and related components
that are integrated into our network. If any ofdheelationships is terminated or a supplier tailgrovide reliable services or equipment and
we are unable to reach suitable alternative arraegés quickly, we may experience significant addiil costs. If that happens, we could be
materially adversely affected.

Rapid technological changes can lead to further copetition

The communications industry is subject to rapid sigdificant changes in technology. In additiore thtroduction of new services
or technologies, as well as the further developméekisting services and technologies may redbeebst or increase the supply of certain
services similar to those that we provide. As alteeur most significant competitors in the futunay be new entrants to the communications
and information services industries. These newaatdérmay not be burdened by an installed basetdatad equipment. Future success
depends, in part, on the ability to anticipate addpt in a timely manner to technological changeshnological changes and the resulting
competition could have a material adverse effeaiin

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

Additional network capacity available from our caostifors may cause significant decreases in thegffior the services that we
offer. Prices may also decline due to capacityeases resulting from technological advances aatkegic acquisitions. Increased competition
has already led to a decline in rates chargedddous telecommunications services.

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

Communications services are subject to significagtlation at the federal, state, local and intéonal levels. These regulations
affect us and our existing and potential compeditBrelays in receiving required regulatory apprs\aicluding approvals relating to
acquisitions or financing activities), completimgdrconnection agreements with incumbent local axghb carriers or the enactment of new
and adverse regulations or regulatory requiremmalg have a material adverse effect on us. In anfdifuture legislative, judicial and
regulatory agency actions could have a materiatesgveffect on us.

Federal legislation provides for a significant dgdation of the U.S. telecommunications industngliiding the local exchange,
long distance and cable television industries. Téasslation remains subject to judicial review amtlitional Federal Communications
Commission, or FCC, rulemaking. As a result, wencaupredict the legislation’s effect on our futugerations. Many regulatory actions are
under way or are being contemplated by federalssaig authorities regarding important items. Trad®ns could have a material adverse
effect on our business.
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States also often require prior approvals or ragttfons for certain transfers of assets, custowreosvnership of certificated carriers
and for issuances by certified carriers of equitgebt.

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

Our operations depend on our ability to avoid aritijate any interruptions in service or reducedasdty for customers.
Interruptions in service or performance problerosyhatever reason, could undermine confidenceauirservices and cause us to lose
customers or make it more difficult to attract newes. In addition, because many of our servicesritieal to the businesses of many of our
customers, any significant interruption in sergogld result in lost profits or other loss to cusérs. Although we attempt to disclaim liabi
in our service agreements, a court might not eefartimitation on liability, which could expose tasfinancial loss. In addition, we often
provide our customers with guaranteed service lewgimitments. If we are unable to meet these gteedrservice level commitments as a
result of service interruptions, we may be oblidateprovide credits, generally in the form of fessvice for a short period of time, to our
customers, which could negatively affect our opecatesults.

The failure of any equipment or facility on ourwetk, including the network operations control egrdand network data storage
locations, could result in the interruption of @mser service until necessary repairs are effeatedmacement equipment is installed.
Network failures, delays and errors could also ltdsam natural disasters, terrorist acts, powesés, security breaches and computer viri
These failures, faults or errors could cause deksivice interruptions, expose us to customeilitiglor require expensive modifications that
could significantly hurt our business.

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

If technology that is necessary for us to provide gervices were held under patent by another pevge would have to negotiate a
license for the use of that technology. We mayheoable to negotiate such a license at a pricaglaiceptable. The existence of such pat
or our inability to negotiate a license for anylstechnology on acceptable terms, could force we#se using the technology and offering
products and services incorporating the technology.

To the extent that we are subject to litigationareiing the ownership of our intellectual propettys litigation could:
. be time-consuming and expensive;
. divert attention and resources away from our dailginess;

. impede or prevent delivery of our products andises; and

. require us to pay significant royalties, licensfags and damages.

Parties making claims of infringement may be ablelitain injunctive or other equitable relief tieauld effectively block our
ability to provide our services and could caus#oysay substantial damages. In the event of a safideclaim of infringement, we may need
to obtain one or more licenses from third partigsich may not be available at a reasonable coat,afl. The defense of any lawsuit could
result in time-consuming and expensive litigatimyardless of the merits of such claims, and caldd result in damages, license fees,
royalty payments and restrictions on our abilityptovide services, any of which could harm our bess.
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Canadian law currently does not permit us to offerservices in Canada

Ownership of facilities that originate or terminataffic in Canada is currently limited to Canadi@ariers. This restriction hinders
our entry into the Canadian market unless apprtgpaeangements can be made to address it.

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

The FCC has to date treated Internet service peovids enhanced service providers. In additiongf&®s has to date not sought to
heavily regulate the provision of IP-based servi@mh Congress and the FCC are considering prégtsat involve greater regulation of IP-
based service providers. Depending on the contahteope of any regulations, the imposition of stegjulations could have a material
adverse effect on our business and the profitghifiour services.

The communications and information services indusies are highly competitive with participants that rave greater resource:
and a greater number of existing customers

The communications and information services indest@re highly competitive. Many of our existinglgrotential competitors ha
financial, personnel, marketing and other resousggsficantly greater than us. Many of these cotit@es have the added competitive
advantage of a larger existing customer base.ditiad, significant new competition could arisesasesult of:

. the recent increased consolidation in the indusgd/py AT&T and Verizon;
. allowing foreign carriers to compete in the U.Srke#;
. further technological advances; and

. further deregulation and other regulatory initiagv

If we are unable to compete successfully, our lassrcould be significantly hurt.

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

We continually evaluate potential investments arategic opportunities to expand our network, ewkatonnectivity and add
traffic to the network. In the future, we may seekditional investments, strategic alliances or kindrrangements, which may expose us to
risks such as:

. the difficulty of identifying appropriate investmtshstrategic allies or opportunities;

. the possibility that senior management may be redub spend considerable time negotiating agretsmad monitoring
these arrangement

. the possibility that definitive agreements will et finalized;

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

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

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

. the possibility of insolvency of a strategic ally.

There can be no assurance that we would successfidicome these risks or any other problems erieoenh with these
investments, strategic alliances or similar arramgygs.
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Information Services

Software Spectrum relies on financial incentives,redit terms, such as rebates, volume purchase diamats, marketing
development funds and prompt-payment discounts fronsoftware publishers

As part of Software Spectrum’s supply agreementls eértain publishers and distributors, Softwarec®mum receives substantial
financial incentives and credit terms such as ehatolume purchase discounts, marketing developfaeds and promppayment discount:
Software Spectrum has little or no input into eittie form of financial incentives or the targedquired to achieve them. Some financial
incentives are based on specific market segmendtprmlucts. Other financial incentives are base8aftware Spectrum’s volume or growth
rate of revenue or purchases and Software Spedmanticipation in marketing programs. A decreasthé volume or growth rate of
Software Spectrum’s revenue or purchases could dawaterial adverse effect on the amount of ingestdffered to Software Spectrum by
its publishers. Additionally, in the future, if ti8oftware Spectrum business model fails to aligih Wie objectives established for these
incentives or if software publishers further chamgeluce or discontinue these incentives, Soft@aectrum’s business and our consolidated
financial results could be materially adverselyeaféd.

As publishers change their distribution models, Sdfvare Spectrum increasingly relies on sales agenéges

Since 2001, Microsoft and other publishers increglgihave used a sales agency model for distribudfdheir products, under
which Software Spectrum recognizes as revenue amcgdee that it receives from the publisher, gsospd to the final sales price of the
software. Software Spectrum recorded approxima&éfymillion, $54 million and $35 million of revenadtributable to contracts under the
sales agency model in 2005, 2004 and 2003, respictBased on Software Spectrum’s review of retéeftware publisher sales data,
Software Spectrum estimates that the final salieg f the software sold under these arrangemeass3d.235 billion, $975 million and
$661 million in 2005, 2004 and 2003, respectiv@lypically, Software Spectrum does not earn rebftes publishers under the sales agency
model. To date, Software Spectrum has not beenriateadversely affected by the impact of the sadlgency model on its revenues, bec
Software Spectrum has experienced a correspondiclind in its cost of revenue. As a result, Sofw@pectrum does not expect the lack of
financial incentives under the sales agency maxbatre a meaningful effect on its business in ta future. However, if the economics
concerning the sales agency model change, thisl ¢@mye a material adverse effect on Software Spmédrbusiness, results of operations
financial condition and on our consolidated finahcesults.

In 2005, Microsoft notified Software Spectrum obposed changes to Microsoft's sales agency prograich, once finalized by
Microsoft, will take effect for customer contraetstered into after July 1, 2006. All contracts ctetgxd prior to July 1, 2006, will be
grandfathered under the existing sales agency anogdnder the proposed revised program for agenmy dales as currently drafted, the
number of performance metrics against which So#v&pectrum is measured and the standard of penficenan those metrics are expected
to increase. Based on a preliminary evaluation wid4oft's proposed program changes, Software Spmoexpects that the amount of
agency fees it earns from Microsoft will be reduosdr the thregrear period in which it is implemented. Due to ¢liandfathering of existir
sales agency program sales, however, Software rBpeeinticipates that the program changes will meEha significant effect on Software
Spectrums results of operation or financial position in 80Microsoft has yet to finalize the proposed clem@nd thus Software Spectrur
not able to definitively determine the effects oithdsoft's proposed changes on its results of dmers.and financial position after July 1,
2006.

Software Spectrum is very dependent on a small nunet of vendors

A large percentage of Software Spectrarsales is represented by business software psofioot a small number of publishers.
2005, approximately 87% of Software Spectrum’s neserepresented products
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purchased from its 10 largest publishers. For 28@5top 10 software titles Software Spectrum sefitesented approximately 54% of its
sales. For 2005, products from Microsoft and IBM@amted for approximately 59% and 10% of revenespectively. For 2004, products
from Microsoft and IBM accounted for approximat&§% and 10% of revenue, respectively. Most of SafeanSpectrum’s contracts with
publishers are non-exclusive and terminable byeeitlarty, without cause, upon 30 to 60 days noficiglitionally, Software Spectrum’s
contracts with its major publishers are generaitydne- or two-year terms, and the majority of ghesntracts contain no provision for
automatic renewal. A loss of or significant chaimg&oftware Spectrum’s relationship with these itars could have a material adverse
effect on Software Spectrum’s business and itsaaated financial results. Although Software Spewt believes that it could obtain these
software products from distribution partners, SaftevSpectrum may not be able to obtain such preduanay only be able to obtain such
products on terms that could materially adversécaits financial results. In addition, SoftwaBpectrum can not be sure that any financial
or other difficulties of such publishers will noave a material adverse effect on its business.

Software Spectrum’s business is dependent on centakey distributors

Although Software Spectrum obtains the majoritit®fevenue from publishers, it also relies onritistors for sales of products,
such as products from IBM. A loss of or significehtange in Software Spectrum’s relationships wittse distributors could have a material
adverse effect on its business. For example, Soét@pectrum cannot be sure that these distributitirsontinue to provide it with credit
terms and financial incentives, such as rebatdam@purchase discounts and prompt-payment dissoAithough Software Spectrum
believes that the software products it obtainsughothese distributors would be available from offeeties, Software Spectrum may not be
able to obtain such products or may only be ablbtain such products on terms that could matgrédiversely affect its financial results. In
addition, Software Spectrum cannot be sure thafiaaycial or other difficulties of these distrilous will not have a material adverse effect
on its business.

Software Spectrum’s business is subject to seasordlanges in demand and resulting sales activities

Software Spectrum’s business is subject to seasbtiaalge. In particular, revenue and profits inlinited States, Canada and
Europe are typically lower in the first and thirdagters due to lower levels of IT purchases dutiirage times. As a result, Software
Spectrum’s quarterly results may be materially@#d during those periods. In addition, periodkigher sales activities during certain
guarters may require a greater use of working abfmtfund Software Spectrum’s business. Duringéhgeriods, the increased working
capital requirements could temporarily increasevie Spectrum'’s leverage and liquidity needs aquibge it to greater financial risk during
these periods. Due to these seasonal changegéhatiog results for any three-month period areneaessarily indicative of the results that
may be achieved for any subsequent fiscal quarttara full fiscal year.

Software Spectrum’s business is sensitive to genéeronomic conditions and conditions in the softwarand IT industries

Software Spectrum’s business is sensitive to teadipg patterns of its customers, which in turnsafgject to prevailing economic
and business conditions, the condition of the Austry, shifts in demand for or availability of seére and the introduction of new software
products or upgrades. In particular, Software Spets business is sensitive to the North Americag Western European economic
environments. In the past, the software industryaneral has felt the effects of an economic slowdim the United States and Europe and
the resulting decrease in IT spending. For exangaegrding to IDC, from 2001 to 2003, software esdr spending in North America
declined at a CAGR of 0.7%. Further, sales to l@m@porations have been important to Software $pets results, and its future results are
dependent on its continued success with such cestorAny change in demand for products by theggelaorporations could have a material
adverse effect on Software Spectrum’s revenue.
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Software Spectrum’s international operations are sasitive to currency risks

In 2005, approximately 43% of Software Spectrurataltrevenue was generated by sales outside thtedUBtates. Software
Spectrum’s international revenue, cost of revemeeaperating expenses are denominated in foreigernxcies, principally the Euro and the
Pound Sterling. Software Spectrum’s internationrations are sensitive to currency exchange ridfware Spectrum presently has
currency exposure arising from both sales and @seh denominated in foreign currencies. Changescimange rates between foreign
currencies and the U.S. dollar may adversely affeftware Spectrurs’operating margins. For example, if these foreigmencies apprecia
against the U.S. dollar, it will become more expen# terms of U.S. dollars to pay expenses watteign currencies. In addition, currency
devaluation against the U.S. dollar can resultlimsa to Software Spectrum if it holds depositshaft currency. Software Spectrum currently
does not conduct any hedging activities. In addjtsbme currencies are subject to limitations aecsion into other currencies, which can
limit Software Spectrum’s ability to otherwise reémrapid foreign currency devaluations. Softw@pectrum cannot predict the impact of
future exchange-rate fluctuations on its busin@essaperating results.

Software Spectrum is exposed to the risks of a glabmarket

Software Spectrum has U.S., European and Asiarfi®apieration centers as well as sales officesustfalia, Belgium, Canada,
France, Germany, Hong Kong, Italy, the Netherla&iisgapore, Spain, Sweden, the United Kingdom hadJnited States. In those regions
in which it does not have a physical presence, ssclapan, China, India and Latin America, Softv&rectrum serves its customers through
strategic relationships. Software Spectrum alsbasihtinue to evaluate opportunities to open neterimational sales offices or enter into
strategic relationships to serve international@uglrs. Software Spectrum’s future growth and siecdepend on its continued growth and
success in international markets.

In addition, until a payment history is establistoe@r time with customers in a new region, theliii@d of collecting receivables
generated by such operations, on a timely basas alt, could be less than Software SpectsigXpectations. As a result, there is a greate
that reserves set with respect to the collectiosuch receivables may be inadequate. Furthermbagges in policies and/or laws of the
United States or foreign governments resultingampng other things, higher taxation, currency casive limitations or the expropriation of
private enterprises could reduce the anticipateebfits of Software Spectrum’s international openasi. Any actions by countries in which
Software Spectrum conducts business to reverseigmlihat encourage foreign trade could adverdédgtats business.

During 2006, Software Spectrum has commenced eiqgrarfforts to serve customers in certain new emgrgarkets principally
in Eastern Europe and Asia. Many of these emengiakets have greater levels of economic and palitisk than the markets historically
served by Software Spectrum.

Software Spectrum is investing significant resourcein expanding its medium size customer market on global basis

Software Spectrum continues to increase its manfgetnd sales efforts aimed at the medium size mestanarket in North America
and Western Europe. Software Spectrum defines aumeslze customer as having between 500 and 2r§6fmation workers. Software
Spectrum’s future growth and success depend aoitsnued growth and success in penetrating théunmesize customer market and there
can be no assurances that Software Spectrum wéllibeessful in its efforts to increase sales is itiarket.

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

The desktop technology marketplace is competitB@npetition is based primarily on price, producitability, speed of delivery,
quality and breadth of offerings, ability to tailgpecific solutions to meet customer needs andtaedilability. Software Spectrum faces
competition from a wide variety of sources,
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including software publishers, software and haréwdirect marketers, OEMs and large system integralidany competitors have
substantially greater financial resources thanv&o# Spectrum does. Some of Software Spectrum’petitors may provide a broader range
of services, such as extending lalegm capital financing or offering bundled hardwarel software solutions. Companies that compettaisi
market, including Software Spectrum, are charaoderby low gross and operating margins. Conseqyedtiftware Spectrum’s profitability
is highly dependent upon maintaining scale anccéffe cost and management controls.

Software Spectrum’s new Media Plané" platform

Software Spectrum has made significant investmianssearch, development and marketing for its Megia Plane™ software.
Significant revenue from this new product investhmaay not be achieved for a number of years, #lat

Software Spectrum may not succeed in protecting itaitellectual property

To protect its intellectual property, Software Spam relies upon copyright and trademark laws, teyp@d proprietary know-how
and trade secrets as well as confidentiality, ile@rassignment, non-competition and non-soli@tatigreements. There can be no assurance
that these measures will afford sufficient prowetdf Software Spectrum’s intellectual property spige its efforts, it is possible that third
parties may copy or otherwise obtain and use So&\Baectrum’s proprietary information without auikation or otherwise infringe on its
intellectual property rights. The disclosure of t8@re Spectrum’s trade secrets could impair Softv&pectrum’s competitive position and
could have a material adverse effect on its busjnesults of operations, financial condition amtife growth prospects.

Additionally, Software Spectrum’s patent applicatfor its Media Plané software is currently pending. There can be norasse
that Software Spectrum will obtain a patent fos tfeichnology or that any patent that it receivdspsvide protection of commercial
significance. There can also be no assurance ¢hapetitors will not challenge, invalidate or avdlig application of this or any other future
patents that Software Spectrum may receive ordieeBoftware Spectrusmicompetitors may have applied for or obtainednay in the futur
apply for and obtain, patents that will prevemitior otherwise interfere with its ability to maked sell its Media Plangsoftware both in
the United States and abroad. There can be ncaassuthat any patent rights will prevent Softwgpe@rum’s competitors from developing,
using or selling products that are similar or fimeality equivalent to its Media Plariesoftware.

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

In connection with the enforcement of Software $pae’s own intellectual property rights or in connectieith disputes relating 1
the validity or alleged infringement of third-parights, including but not limited to patent righ&oftware Spectrum may in the future be
subject to claims, negotiations or complex, pragdditigation. Other than in connection with thedlla Plané” software, Software Spectrum
generally does not hold title to the software ltsser licenses and therefore believes that any slaims made in connection with any defects
or errors in the software would be the respongybdf the publisher. However, any such claims cagkllt in negative publicity or harm to
Software Spectrum’s reputation. In addition, Sofev@pectrum may face warranty and/or infringeméaitts related to its Media Plarie
software. Intellectual property disputes and litigga are typically very costly and can be disruette business operations by diverting the
attention and energies of management and key teshmérsonnel. Furthermore, Software Spectrum noayprevail in any future litigation
and/or disputes. Adverse decisions in any litigatio disputes could have negative results, inclydirbjecting us to significant liabilities,
requiring Software Spectrum to seek licenses frtmers, preventing it from licensing certain ofpt®ducts or causing severe disruptions to
its operations or the markets in which it comped@y, one of which could seriously harm SoftwarecBpen’s business.
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Other Operations
Environmental liabilities from our historical operations could be material

Our operations and properties are subject to a wadiety of laws and regulations relating to enmirental protection, human hee
and safety. These laws and regulations includestboscerning the use and management of hazarddusoarhazardous substances and
wastes. We have made and will continue to makefgignt expenditures relating to our environmem@pliance obligations. We may not
all times be in compliance with all of these regquients.

In connection with certain historical operationg kave responded to or been notified of potentisirenmental liability at
approximately 149 properties as of December 3152@ are engaged in addressing or have liquidateaf those properties. Of the
remaining 58 sites, we have formal commitmentstbeiopotential future costs at 35 sites. Thereaaradditional 11 sites with minimal future
costs and 12 with unknown future costs. We coultidid liable, jointly or severally, and without eed to fault, for such investigation and
remediation. The discovery of additional environtaéfiabilities related to historical operationsadranges in existing environmental
requirements could have a material adverse effectso

Potential liabilities and claims arising from coaloperations could be significant

Our coal operations are subject to extensive lawdsragulations that impose stringent operationaintenance, financial assurance,
environmental compliance, reclamation, restorasiod closure requirements.

These requirements include those governing aivaatdr emissions, waste disposal, worker healthsafety, benefits for current
and retired coal miners, and other general pemygitind licensing requirements. We may not atmks be in compliance with all of these
requirements. Liabilities or claims associated wliis non-compliance could require us to incur makeosts or suspend production. Mine
reclamation costs that exceed reserves for thetenmalso could require us to incur material costs

General

If we are unable to comply with the restrictions a covenants in our debt agreements, there would tsedefault under the
terms of these agreements, and this could result an acceleration of payment of funds that have bedmrrowed

If we were unable to comply with the restrictiomslacovenants in any of our debt agreements, thetédabe a default under the
terms of those agreements. As a result, borrowinger other debt instruments that contain croselagtion or cross-default provisions may
also be accelerated and become due and payabley f these events occur, there can be no assutlaicwe would be able to make
necessary payments to the lenders or that we wiitble to find alternative financing. Even if were able to obtain alternative financing,
there can be no assurance that it would be on tdratsre acceptable.

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

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

. a substantial portion of our cash flow will be usednake principal and interest payments on outktendebt, reducing the
funds that would otherwise be available for operatiand future business opportunit
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. a substantial decrease in cash flows from operatitigities or an increase in expenses could madificult to meet debt
service requirements and force modifications tarafiens;

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

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

We had substantial deficiencies of earnings to céixed charges of approximately $151 million faetthree months ended
March 31, 2006. We had deficiencies of earningsotcer fixed charges of $611 million for the fisgabr ended December 31, 2005,

$384 million for the fiscal year ended DecemberZ104, $689 million for the fiscal year 2003, $9hBlion for the fiscal year 2002 and
$4,356 million for the fiscal year 2001.

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

If we were unable to refinance our debt or to raidditional capital on acceptable terms, our abititoperate our business would
impaired. As of March 31, 2006 on a pro forma ba#tisr giving effect to our offering of $300 millicaggregate principal amount of 12.25%
senior notes dues 2013 in April 2006, and our aftgof the notes pursuant to this prospectus supghe, we had an aggregate of
approximately $6.891 bhillion of long-term debt onansolidated basis, excluding discount and fdueradjustments and including current
maturities, and approximately $546 million of stholders’ deficit. Our ability to make interest agmdhcipal payments on our debt and
borrow additional funds on favorable terms depemdthe future performance of the business. If waalchave enough cash flow in the
future to make interest or principal payments ond®bt, we may be required to refinance all ord pour debt or to raise additional capital.
We cannot assure you that we will be able to refdesour debt or raise additional capital on acdsetierms.

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

Our debt and financing arrangements contain a nuoflsgnificant limitations that restrict our aibjito, among other things:

. borrow additional money or issue guarantees;

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

. create liens on assets;

. sell assets;

. enter into sale-leaseback transactions;

. enter into transactions with affiliates; and

. engage in mergers or consolidations.

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

As of December 31, 2005, we had net operatingdaayforwards of approximately $5.9 billion for f@l income tax purposes. If
certain transactions occur with respect to ourtahptock that result in a cumulative ownershipndeof more than 50 percentage points by 5
percent shareholders over a three-year periodtasndieed under rules prescribed by the U.S. IntdRezenue Code and applicable
regulations, annual limitations
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would be imposed with respect to our ability tdizéi our net operating loss carryforwards and @etarrent deductions against any taxable
income we achieve in future periods. We have edtin® transactions over the last three years tiaguh significant cumulative changes in
the ownership of our capital stock. Additional saations could cause us to incur a 50 percentaigé @enership change by 5% shareholders
and, if we trigger the above-noted Internal Reve@iade imposed limitations, prevent it from fullylizing net operating loss carryforwards
and certain current deductions to reduce incomestaWe do not believe our net operating loss canwdrds will be limited in 2006 or
thereafter, based on information available at ithe ©f this filing.

Our tax deductions with respect to the notes may bémited

To the extent the notes constitute corporate aitiuisndebtedness under Section 279 of the IntdRexenue Code, the maximum
amount of interest we can deduct with respect tberay be limited. To the extent the rules applieab corporate acquisition indebtedness
apply, our after-tax cash flow may be less thahefnotes did not constitute corporate acquisitolebtedness.

Increased scrutiny of financial disclosure, particlarly in the telecommunications industry in which we operate, could
adversely affect investor confidence, and any resiment of earnings could increase litigation risk@nd limit our ability to access the
capital markets

Congress, the SEC, other regulatory authoritiest@anedia are intensely scrutinizing a numbeirarfcial reporting issues and
practices. Although all businesses face uncertaifitty respect to how the U.S. financial disclostggime may be impacted by this process,
particular attention has been focused recenthhertélecommunications industry and companies’ im&dations of generally accepted
accounting principles.

If we were required to restate our financial staata as a result of a determination that we haatiactly applied generally
accepted accounting principles, that restatemantiadversely affect our ability to access the @dpnarkets or the trading price of our
securities. The recent scrutiny regarding finanegbrting has also resulted in an increase igdliton in the telecommunications industry.
There can be no assurance that any such litigagamst us would not materially adversely affecttmusiness or the trading price of our
securities.

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

Since the September 11, 2001 terrorist attacksabdequent events, there has been considerablgainiyein world financial
markets. The full effect on the financial marketsheese events, as well as concerns about futomerit attacks, is not yet known. They
could, however, adversely affect our ability toabtfinancing on terms acceptable to us, or at all.

There can be no assurance that there will not tieduterrorist attacks against the United Statdd.8. businesses. These attacks or
armed conflicts may directly affect our physicaliféies or those of our customers. These eventiidccause consumer confidence and
spending to decrease or result in increased \itfatilthe U.S. and world financial markets andremmy. Any of these occurrences could
materially adversely affect our business.

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

We have operations and investments outside of thieet) States, as well as rights to undersea capaadity extending to other
countries, that expose us to risks inherent irrir@gonal operations. These include:

. general economic, social and political conditions;
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. the difficulty of enforcing agreements and collagtreceivables through certain foreign legal system
. tax rates in some foreign countries may exceecethothe U.S.;

. foreign currency exchange rates may fluctuate, whauld adversely affect our results of operatiand the value of our
international assets and investme

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

. difficulties and costs of compliance with foreigawis and regulations that impose restrictions orirougstments and
operations, with penalties for noncompliance, idiig loss of licenses and monetary fir

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

. changes in U.S. laws and regulations relating teifm trade and investment.

Risks Related to an Investment in the Notes and ol@ommon Stock
Our subsidiaries must make payments to us in ordefor us to make payments on the notes

We are a holding company with no material assétsrahan the stock of our subsidiaries. Accordinglg depend upon dividends,
loans or other distributions from our subsidiategenerate the funds necessary to meet our fiaboisiigations, including our obligations to
pay you as a holder of notes. Our subsidiaries mohgenerate earnings sufficient to enable it tettieeir payment obligations. Our
subsidiaries are legally distinct from us and hag@bligation to pay amounts due on their debbanéke funds available to us for such
payment. Future debt of certain of our subsidiaifeduding any debt outstanding under the creatitlity, may prohibit the payment of
dividends or the making of loans or advances t@es. “Description of Other Indebtedness of Lev€loBnmunications, Inc. and Level 3
Financing, Inc.” In addition, the ability of suchlssidiaries to make such payments, loans or adgaadinited by the laws of the relevant
states in which such subsidiaries are organizédcatted. In certain circumstances, the prior ossgent approval of such payments, loal
advances is required from applicable regulatoryidxdr other governmental entities.

Because the notes are structurally subordinated tthe obligations of our subsidiaries, you may not béully repaid if we
become insolvent

Substantially all of our operating assets are detectly by our subsidiaries. Holders of any prefddrstock of any of our subsidiar
and creditors, including trade creditors, haveailichave claims relating to the assets of thatsédilary that are senior to the notes. That is,
the notes are structurally subordinated to the,gebferred stock and other obligations of our flibges. As of the date of this prospectus
supplement, holders of the notes have no clainise@ssets of any of our subsidiaries. As of M&Lh2006, on a pro forma basis after gi
effect to this offering (assuming no exercise @ timderwriters’ option to purchase additional nptasd our offering of $300 million
aggregate principal amount of 12.25% senior notes @013 in April 2006, our subsidiaries would haad approximately $3.370 billion in
aggregate indebtedness and other balance shdktidistexcluding deferred revenue and intercomplgatyilities, all of which is structurally
senior to the notes.

We may be unable to generate cash flow from whiclotmake payments on the notes

We have, on a consolidated basis, deficienciesiiratio of earnings to fixed charges. We may remidme profitable or sustain
profitability in the future. Accordingly, we may hbave access to sufficient funds to make paymamthe notes.
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Our credit agreement may prohibit us from making payment on the notes

Our credit agreement effectively limits our abilitymake payments on any outstanding indebtedrikss than regularly scheduled
interest and principal payments as and when due. iesult, our credit agreement could prohibitrosfmaking any payment on the notes in
the event that the notes are accelerated or tesh@mreedemption upon a change in control or teatiom of trading. Any such failure to make
payments on the notes would cause us to defauéirund indentures, which in turn is likely to bdefault under the credit agreement and
other outstanding and future indebtedness. Wenatteei process of amending our senior secured deaddlity. As of the date of this
prospectus supplement, the terms of our new cfaditty have not been finalized.

Because the notes that you hold are unsecured, ymay not be fully repaid if we become insolvent

The notes will not be secured by any of our as3éts.notes will be effectively junior to securedigations incurred under future
credit facilities, including the guarantee of obtigations under the credit facility, receivableslgpurchase money indebtedness, capitalized
leases and certain other arrangements that areesedine indenture under which the notes will Iseiésl contains no restrictions on the
amount of additional indebtedness we may incur,thadndenture restricts but does not prohibitah®unt of our future indebtedness
(excluding our subsidiaries) that may be secufedelbecome insolvent, the holders of any secusdd @ould receive payments from the
assets used as security before you receive payments

We have substantial existing debt and could incurubstantial additional debt, so we may be unable tmake payments on the
notes

As of March 31, 2006 on a pro forma basis afteingj\effect to our offering of $300 million aggregatrincipal amount of 12.25%
Senior Notes due 2013 in April 2006 and our offgriri the notes pursuant to this prospectus suppleme had approximately $6.891 billi
of long-term debt on a consolidated basis, inclgdinrrent maturities, and approximately $546 millaf stockholdersdeficit. The indenture
relating to the notes and each issue of our oudgtgmotes permit us to incur substantial additialedt. A substantial level of debt makes it
more difficult for us to repay you. Substantial amts of our existing debt will, and our future deidy, mature prior to the notes. The
indentures relating to the notes and each issoemdutstanding notes permit us to incur substhatiditional debt. A substantial level of d¢
makes it more difficult for us to repay you. Sulbsi@ amounts of our existing debt will, and outuite debt may, mature prior to the notes.
See “Description of Other Indebtedness of Leveb&@unications, Inc. and Level 3 Financing, Inc.”

If we experience a change of control or terminatiorof trading, we may be unable to purchase the notg®u hold as required
under the indenture relating to the notes

Upon the occurrence of certain designated evergsnust make an offer to purchase all outstandingsnat a purchase price equal
to 100% of the principal amount of the notes, plosrued and unpaid interest thereon (if any). We nm have sufficient funds to pay the
purchase price for all the notes tendered by heldeeking to accept the offer to purchase. In madithe indenture relating to the notes and
our other debt agreements may require us to repsectie other debt upon a change of control orit@tion of trading or may prohibit us
from purchasing any notes before their stated ritgtumcluding upon a change in control or termioatof trading. See “Description of
Notes—Purchase at Option of Holders upon a DesignatethEV

The make whole premium that may be payable upon ceersion in connection with a change in control mayot adequately
compensate you for the lost option time value of yw notes as a result of such change in control

If you convert notes in connection with certainmges in control, we may be required to pay a makelevpremium by increasing
the conversion rate applicable to your notes, asrid®ed under “Description of the Notes—Make WHatemium upon Change of Control.”
While these increases in the applicable convensitan
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are designed to compensate you for the lost opitio@ value of your notes as a result of such agéam control, such increases are only an
approximation of such lost value and may not adefpi@aompensate you for such loss. In additionngf/such a change in control occurs, in
some cases described below under “DescriptioneoNiites—Make Whole Premium upon Change of Conttaie will be no such make
whole premium.

There is no public market for the notes, which cou limit their market price or your ability to sell them

The notes are a new issue of securities for whiehetcurrently is no trading market. As a resu#t,ocannot provide any assurances
that a market will develop for the notes or that ydll be able to sell your notes. If any of thee®are traded after their initial issuance, they
may trade at a discount from their initial offeripgce. Future trading prices of the notes will €legh on many factors, including prevailing
interests rates, the market for similar securitggsieral economic conditions and our financial @ performance and prospects.
Historically, the market for convertible debt haseh subject to disruptions that have caused sutadtluctuations in the prices of the
securities. Accordingly, you may be required torliba financial risk of an investment in the ndi@san indefinite period of time.

We do not intend to apply for listing or quotatiointhe notes on any securities exchange or aut@htptetation system,
respectively.

The price of the notes may fluctuate significantiyas a result of the volatility of the price of our ommon stock

Because the notes are convertible into sharesraf@umon stock, price volatility, depressed stodkgs and other factors affecting
our common stock could have a similar effect onttading price of the notes. The market price af@ammon stock has been subject to
volatility and, in the future, the market priceafr common stock and the notes may fluctuate satialig due to a variety of factors,
including:

. the depth and liquidity of the trading market fair common stock;

. quarterly variations in actual or anticipated opiataresults;

. changes in estimated earnings by securities asalyst

. market conditions in the communications and infdramaservices industry;
. announcement and performance by competitors;

. regulatory actions; and

. general economic conditions.

In addition, if you convert any notes, the valueh®f common stock you receive may fluctuate sigaiftly. The terms of our debt
agreements restrict us from making payments wipeet to our common stock.

Our ability to pay cash dividends on, or repurchelssres of, our common stock is limited under #nms$ of our indentures. We do
not currently intend to pay any cash dividendshimforeseeable future.

Additional issuances of equity securities by us wadi dilute the ownership of our existing stockholdes

We may issue equity in the future in connectiorhwitquisitions or strategic transactions, to adjustratio of debt to equity,
including through repayment of outstanding debfuttd expansion of our operations or for other psgs. We may issue shares of our
common stock at prices or for consideration thatréater than or less than the conversion pricécaiybe to the notes. To the extent we issue
additional equity securities, the percentage owrprisito which the notes being offered in this affg would convert will be reduced.
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We may be unable to generate cash flow from whiclotmake payments on the notes

We have, on a consolidated basis, deficienciesiimatio of earnings to fixed charges of approxieha$151 million for the three
months ended March 31, 2006, $611 million for ikedl year ended December 31, 2005, $384 millioritfe fiscal year ended December 31,
2004, $689 million for the fiscal year ended Decentil, 2003, $918 million for the fiscal year enditember 31, 2002 and $4,356 million
for the fiscal year ended December 31, 2001. Se¢i§Rf Earnings to Fixed Charges.” We may not neegrofitable or sustain profitability
in the future. Accordingly, we may not have acdessufficient funds to make payments on the notes.

You will experience immediate dilution if you convet your notes into common stock because the per steconversion price
of your notes is higher than the net tangible bookalue per share of our common stock

If you convert your notes into shares of commowlstgou will experience immediate dilution becattse per share conversion
price of your notes is higher than the net tangildek value per share of the outstanding commarkstomediately after this offering. In
addition, you will also experience dilution when igsue additional shares of common stock that wearmitted or required to issue under
options, warrants, our stock option plan or othrepkyee or director compensations plans.

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

Our restated certificate of incorporation andliéms contain provisions that could make it mordiclift or even prevent a third pai
from acquiring us without the approval of our induent board of directors. These provisions, amohgrahings:

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

. limit the right of stockholders to call special rtiags of stockholders; limit the right of stockheltd to present proposals or
nominate directors for election at annual meetfgstockholders; an

. authorize the board of directors to issue prefestedk in one or more series without any actiorth@enpart of stockholders.

In addition, the terms of most of our long term e&lyuire that upon a “change of control,” as dafiin the agreements that contain
the terms and conditions of the long term debtpvede an offer to purchase the outstanding long tait at either 100% or 101% of the
aggregate principal amount of that long term debt.

These provisions could limit the price that investmight be willing to pay in the future for shamfour common stock and
significantly impede the ability of the holdersair common stock to change management. Provisimhgigreements that inhibit or
discourage takeover attempts could reduce the maakge of our common stock.

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

We cannot predict what effect, if any, future isstes by us of our common stock will have on thekmigprice of our common
stock. In addition, shares of our common stock Wefissue in connection with an acquisition mayb®@subject to resale restrictions. We
issued 25,975,088 shares of our common stock inexiion with the acquisition of ICG Communicatighat closed on May 31, 2006 and
have agreed to issue, subject to adjustment, bateyggroximately 110,590,000 and 165,885,000 shadresr common stock in connection
with our proposed acquisition of TelCove. The shassued in connection with the acquisition of IC@mmunications will be eligible for
resale within five business days after the closihthe acquisition,
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subject only to limited restrictions on the numbéshares MCCC is permitted to sell on any given dipon closing of the TelCove
transaction, TelCove securityholders will be ablsell immediately, without any limitation, the sés of our common stock issued to them in
the transaction. ICG Communications and TelCoveparately held companies and their stockholdersehsot had any liquidity with respect
to their investments. The market price of our commstwck could drop significantly if certain largeltiers of our common stock, or recipients
of our common stock in connection with an acqusitisell all or a significant portion of their sharof common stock or are perceived by the
market as intending to sell these shares otherithan orderly manner. In addition, these saleddcimapair our ability to raise capital through
the sale of additional common stock in the capitatkets.

The market price of our common stock has been subjéto volatility and, in the future, the market price of our common stoc
may fluctuate substantially due to a variety of fators

The market price of our common stock has been sutgjesolatility and, in the future, the marketg®iof our common stock may
fluctuate substantially due to a variety of factamsluding:

. the depth and liquidity of the trading market far common stock;

. quarterly variations in actual or anticipated opiegaresults;

. changes in estimated earnings by securities asalyst

. market conditions in the communications and infdiamaservices industries;
. announcement and performance by competitors;

. regulatory actions; and

. general economic conditions.

In addition, in recent months the stock market galhehas experienced significant price and voldftaetuations. Those market
fluctuations could have a material adverse effadihe market price or liquidity of our common stock

If you hold notes, you are not entitled to any rigks with respect to our common stock, but you are diject to all changes mad
with respect to our common stock

If you hold notes, you are not entitled to any t&ghith respect to our common stock (including hwiit limitation, voting rights ar
rights to receive any dividends or other distribnt on our common stock), but you are subjectitohainges affecting the common stock.
You will only be entitled to rights on the commadbock if and when we deliver shares of common stogkou in exchange for your notes. For
example, in the event that an amendment is propimsedr certificate of incorporation or by-laws uiipg stockholder approval and the
record date for determining the stockholders obré@ntitled to vote on the amendment occurs paalelivery of the common stock, you v
not be entitled to vote on the amendment, althoughwill nevertheless be subject to any changékamowers, preferences or special rights
of our common stock.

Certain Non-U.S. Holders may be subject to adverdd.S. federal income tax considerations

Generally, if a Non-U.S. Holder, who owns (i) no(es common stock received upon conversion of thages) with a value
exceeding 5% of the total value of all of our oa&ting common stock, or (ii) if the notes were ddeied to be “regularly traded” on an
“established securities market” within the mearifithe Treasury Regulations, notes with a valueesing 5% of the total value of all
outstanding notes, disposes of a note (or comnumk seceived upon conversion of a note), such oty be subject to U.S. federal inco
or withholding tax on any gain recognized on thepdsition as income effectively connected with &.Urade or business if we were a “U.S.
real property holding corporation” at any time digrihe shorter of the five years before the digmosbr the holding period of the holder. In
addition, if our common stock is not consideretbéaregularly traded on an established securitiekehat such time, a Non-U.S. Holder may
be subject to such tax on any gain recognized emligposition of a note (or common stock receivieohuconversion of a note) without reg
to the value of the common stock owned by suchdroM/e may be, or may become, a U.S. real propitying corporation. See “Material
U.S. Federal Tax Considerations.”
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INFORMATION REGARDING FORWARD LOOKING STATEMENTS

This prospectus supplement contains or incorpolatesference forward looking statements and in&drom that are based on the
beliefs of management as well as assumptions madeadinformation currently available to us. Whesedi in this prospectus supplement,

words “anticipate”, “believe”, “plan”, estimate” driexpect” and similar expressions, as they reiatgs or our management, are intended to
identify forward looking statements. Such stateraeeflect our current views with respect to futevents and are subject to certain risks,
uncertainties and assumptions.

Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions piiagerrect, actual results may
vary materially from those described in this pratpe supplement. These forward looking statemewtsde, among others, statements
concerning:

. our communications and information services businesr advantages and our strategy for continurgutsue our business;
. anticipated development and launch of new seniitesir business;

. anticipated dates on which we will begin providoegtain services or reach specific milestones éndievelopment and
implementation of our business strate

. growth and recovery of the communications and imfation services industry;
. expectations as to our future revenue, margineesgs and capital requirements; and

. other statements of expectations, beliefs, futlaagpand strategies, anticipated developments el matters that are not
historical facts

You should be aware that these forward lookingestants are subject to risks and uncertaintiesydimat) financial, regulatory,
environmental, industry growth and trend projecsiaihat could cause actual events or results terdifaterially from those expressed or
implied by the statements. The most important factioat could prevent us from achieving our stgals include, but are not limited to, our
failure to:

. increase the volume of traffic on our network;
. develop new products and services that meet custdemands and generate acceptable margins;

. successfully complete commercial testing of nevanetogy and information systems to support new petsland services,
including voice transmission servict

. stabilize or reduce the rate of price compressionestain of our communication services;
. integrate strategic acquisitions;

. attract and retain qualified management and otbesgmnel;

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

. overcome Software Spectrum’s reliance on finariniz@ntives, volume discounts and marketing fundmfsoftware
publishers; an

. reduce downward pressure on Software Spectrum’ginsaas a result of the use of volume licensingraathtenance
agreements

Other factors are described under “Risk Factors.”
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USE OF PROCEEDS

The net proceeds from this offering, after dedgrtinderwriting discounts and expenses of the offgrare estimated to be
approximately $145,500,000 ($167,437,500 if theauniters’ option to purchase additional notesxsreised in full). We currently intend to
use a substantial portion of the net proceeds ftosnoffering and our concurrent offering of comnsiack to, redeem or repurchase all or a
portion of selected series of our debt securitiatuning in 2008. The remaining net proceeds wilubed to potentially repurchase, redeem or
refinance other existing indebtedness from timéne, for acquisitions, to enhance liquidity and §eneral corporate purposes, including
working capital and capital expenditures.

The series of our outstanding debt securitieswleag¢xpect to redeem or repurchase in whole oriinysng the net proceeds from
this offering and our concurrent offering of comnstack are our:

* 9 1/8% Senior Notes due 2008; and
d 10 1/ 2% Senior Discount Notes due 2008.

As of March 31, 2006, there were $398 million pijrat amount of outstanding ¥ 8 % Senior Notes due 2008 and $62 million
principal amount of outstanding %@ 2% Senior Discount Notes due 2008.

Neither the closing of this offering nor the clagiof the concurrent offering of common stock or thesing of the proposed
amendment of the senior secured credit facilitgoisditioned upon the closing of the other transacti

Pending the uses described above, the net prooé#us offering will be invested in short-termyastment-grade, interest-bearing
securities.
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CAPITALIZATION

The following table sets forth our cash, cash egjents and marketable securities and our consetidzdpitalization as of
March 31, 2006. Our capitalization is set forthofi) an actual basis, (ii) on a pro forma basisngj\gffect to the issuance by Level 3
Financing, Inc., our wholly-owned subsidiary, onriép, 2006 of $300,000,000 aggregate principle anmi@f 12.25% Senior Notes due 2013
and (iii) a pro forma as adjusted basis givingaiffe this offering and our concurrent offeringl@5,000,000 shares of our common stock
(assuming no exercise of the underwriters’ caldstment options with respect to either offeringlirthermore, the table reflects the transla
of the euro-denominated senior notes at an exchagef approximately 0.8317 euros per dollar,gbet trading rate of the euro at the end
of the London business day on March 31, 2006. @hketdoes not give effect to our acquisition of IC@Gmmunications and, because we t
not made a final determination regarding the ultamases of the net proceeds of this offering orcttrecurrent offering of 125,000,000 shares
of our common stock, for purposes of the “Pro FoAsaAdjusted” column, we have assumed that therateeds of such offerings increase
cash, cash equivalents and marketable securites!$e of Proceeds.” Neither the closing of thfering nor the closing of the concurrent
offering of common stock or the closing of the prspd amendment and restatement of the senior sectadit facility is conditioned upon
the closing of the other transactions.

March 31, 2006

Pro Forma

Pro Forma
Actual As Adjusted
(dollars in millions)
Cash, cash equivalents and marketable securities $ 997 $ 1,29: $ 2,067
Restricted cash and securities (current and noeict) 122 122 122
Total cash, cash equivalents and marketable sies $1,11¢ $ 1,41¢ $ 2,18¢
Current portion of lon-term deb $ 1 $ 1 $ 1
Long-term debt, less current porti $ 6,351 $ 6,35] $ 6,35i
12.25% Senior Note — 30¢€ 30€
% Convertible Senior Notes due 2012 offdrgdhis prospectus suppleme — — 15C
Total lon¢-term debt, less current porti 6,357 6,66: 6,81:
Stockholder' equity (deficit)
Preferred Stock, $.01 par value; authorized 10@shares; no shares
outstanding, actual and pro forma as adju — — —
Common stock, $.01 par value; authorized 2,2500@% shares; shares
outstanding actual—844,059,228nd pro forma as adjusted—969,059,226 8 8 10
Additional paic-in capital 7,851 7,851 8,47¢
Accumulated other comprehensive | 42 (42 (42)
Accumulated defici (8,367) (8,369 (8,36%)
Total stockholdel' equity (deficit) (54¢€) (54€) 84
Total capitalizatior $ 5,811 $ 6,117 $ 6,89

(1) On May 15, 2006, at our 2006 Annual Meeting, oockholders approved an increase in the numbertbbamed shares of common
stock that we may issue from 1.5 billion share.85 billion shares

(2) Does not include
. an aggregate of 110,000,000 shares of common stsekved for issuance under our 1995 Stock Plaof, lslsirch 17, 2006;
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(3)

. an aggregate of 418,217,921 shares of common stooéntly issuable upon conversion of our 6% cotilvier subordinated
notes due 2009, our 6% convertible subordinatedsndtie 2010, our 2.875% convertible senior note2@1.0, our 9%
convertible senior discount notes due 2013, ot £% convertible senior notes due 2011 and our 10%extible senior
notes due 201!

. an aggregate of up to 165,885,000 shares of constock issuable in connection with our proposed &itipn of TelCove,
subject to adjustment; ai

. the shares of common stock issuable upon conveadithe notes being offered pursuant to this progmesupplement.

Pro forma as adjusted cash reflects assumed negemie of this offering of approximately $145,500,6dd our concurrent offering of
common stock of approximately $629,550,000, basedroassumed public offering price of $5.28 pereshihe last reported sale price
of our common stock on the Nasdaq National Markeliay 26, 2006. If we were to price the common lstoftering at a price 5%
above or below such assumed offering price, exgaute proceeds from that offering would increasdemrease by approximately $31
million.
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PRICE RANGE OF COMMON STOCK AND DIVIDEND POLICY

Our common stock is quoted on the Nasdaq Natioraakit under the symbol “LVLT”. As of May 25, 20(6gere were
approximately 7,746 holders of record of our comratmtk. The table below sets forth, for the calenperters indicated, the high and low
per share closing sale prices of our common stedakported by the Nasdaq National Market.

High Low

Year Ended December 31, 200

First Quarte! $ 6.82 $3.7¢
Second Quarte $ 4.2 $2.8¢
Third Quartel $ 3.34 $2.5C
Fourth Quarte $ 3.92 $2.61
Year Ended December 31, 200

First Quarte! $ 3.34 $1.9C
Second Quarte $ 2.44 $1.62
Third Quartel $ 2.3t $1.9C
Fourth Quarte $ 3.9C $2.0¢€
Year Ending December 31, 200

First Quartel $ 5.6C $2.7¢
Second Quarter (through May 26, 20 $ 5.72 $ 4.5¢€

On May 26, 2006, the last reported sale price ofcommon stock on the Nasdaq National Market wa2853Ve urge you to obta
current stock price quotations for our common stiookn a newspaper, the Internet or your broker.

We intend to retain future earnings for use inlouginess, and we do not anticipate paying any dastlends on our common stock
in the foreseeable future. In addition, our indee$land senior secured credit facility containténain our ability to declare and pay cash
dividends.
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RATIO OF EARNINGS TO FIXED CHARGES

Our ratio of earnings to fixed charges for eacthefperiods indicated are as follows:

Three Months Endec

March 31,
(unaudited) Fiscal Year Ended
200t 200¢ 200z 200z 2001
2006

For this ratio, earnings consist of earnings (I&&sfpre income taxes, minority interest and disomsd operations, plus fixed
charges (excluding capitalized interest but inglgdamortization of capitalized interest). Fixedrgjes consist of interest expensed and
capitalized, plus the portion of rent expense umgerating leases deemed by us to be representditilie interest factor. We had deficienc
of earnings to fixed charges of $151 million foe three months ended March 31, 2006, $611 millritfe fiscal year ended December 31,
2005, $384 million for the fiscal year ended Decenttil, 2004, $689 million for the fiscal year endEtember 31, 2003, $918 million for
the fiscal year ended December 31, 2002 and $4/8%6n for the fiscal year ended December 31, 2001
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion contains forward lookitgtements that are subject to certain risks, uraiaties and assumptions. Sho
one or more of these risks or uncertainties matizea or should underlying assumptions prove ineotr actual results may vary materially
from those described in this document. “Information Regarding Forward Looking Statementsid “Risk Factors.” You should read this
discussion together with the financial statememigted notes and other financial information indéd elsewhere in this prospectus
supplement.

Market data used throughout this prospectus supgterand the documents incorporated in this prospestipplement by
reference, including information relating to oudaigve position in the industries in which we contdour business, is based on the good faith
estimates of our management, which estimates aedoapon their review of internal surveys, indegendéndustry publications and other
publicly available information. Although we belietrese sources are reliable, we do not guaranteeatturacy or completeness of t
information and we have not independently verifféd information. Although we are not aware of amigstatements regarding the market
and industry data presented in this prospectus Eupent, our estimates involve risks and uncertainéind are subject to change based on
various factors, including those discussed undertbading “Risk Factors.”

We, through our operating subsidiaries, are prilpangaged in the communications and informatiamises businesses, with
additional operations in coal mining. We are alfaes based provider of a broad range of integf@@mmunications services categorized as
Core Communications Services, Other Communicat8ersices and SBC Master Services Agreement. ReMeneemmunications services
is recognized on a monthly basis as these seraigegrovided. For contracts involving private lin@velengths and dark fiber services, we
may receive up-front payments for services to bweled for a period of up to 20 years. In theseations, we will defer the revenue and
amortize it on a straight-line basis to earningsrdafie term of the contract.

Recent Developmen
ICG Communications Acquisition

On May 31, 2006, we acquired all of the issued@uidtanding capital stock of ICG Communicationgriaately held Colorado-
based telecommunications company, from MCCC foaggregate consideration of approximately $163 amilliconsisting of 25,975,088
shares of our common stock and $36 million in casbject to adjustments based on working capitdlather matters. The transaction does
not include ICG Communications’ investments in N&iebal Telecom or Mpower Holding Corporation.

ICG Communications primarily provides transportaiil voice services to wireline and wireless cesriternet service providers
and enterprise customers. ICG Communications’ nétWwas over 2,000 metro and regional fiber mile€atorado and Ohio and includes
approximately 500 points of presence. ICG Commuituna serves more than 1,600 customers.

Concurrently with the closing of the acquisitiore entered into a registration rights agreement reigipect to the 25,975,088 shares
of our common stock issued to MCCC in the transactPursuant to the registration rights agreenveatare required to file a registration
statement covering the shares of our common sgstled to MCCC in the transaction within five busidays following the consummation
of the transaction. The registration statementbélleffective automatically upon filing, allowing®CC then to sell the shares it received,
subject only to certain transfer restrictions fivait the number of shares MCCC can sell on angngiday.

TelCove Acquisition

On April 30, 2006, we signed a definitive agreenterdacquire TelCove, a privately held Pennsylvardaed telecommunications
company.
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TelCove is a leading facilities-based provider @tropolitan and regional communications servicefiging transport, Internet
access and voice services. TelCove’s network has2®,000 local and long haul route miles servi@grarkets across the eastern United
States, with approximately 4,000 buildings thatlacated on its network.

The aggregate consideration payable by us is $bDi&h, consisting of $445 million in cash and3#®million in shares of our
common stock, subject to adjustment. In additignadquiring TelCove, we will in effect assume apgmrately $155.5 million of TelCove’s
debt obligations. The number of shares of our comstock issuable in the merger will be increasetthécextent that holders of TelCove
warrants exercise for cash their warrants to puefalCove common stock prior to the consummatfaheotransaction. The number of
shares of our common stock to be delivered to ¢earityholders of TelCove in the transaction wl deetermined immediately prior to
closing. However, the number of shares of our comstock to be issued will in no event be more tpproximately 165,885,000 shares nor
less than approximately 110,590,000 shares, sutgextjustment to account for exercises for cashet€ove warrants prior to the
consummation of the transaction. Upon closing eftthnsaction, TelCove securityholders will be a@blsell immediately, without any
limitation, the shares of our common stock isswethém in the transaction.

For the year ended December 31, 2005, TelCovedamhues of approximately $312.4 million and a as$ lof approximately $22
million. As of December 31, 2005, on a consoliddiadis, TelCove had total assets of approximated & million, total liabilities of
approximately $243.8 million, and total stockhoklexquity of approximately $303.8 million.

Consummation of the transaction is subject to e¢unaty closing conditions, including receipt of applile state and federal
regulatory approvals and the effectiveness of stegion statement on Form S-4 covering the shafresir common stock to be issued in the
transaction. Stockholders of TelCove owning a nigjaf the outstanding TelCove common stock hagaesd a written stockholdersbonsen
approving the proposed acquisition. Closing is eigrbto occur in the third quarter of 2006.

Offering of 12.25% Senior Notes due 2013

On April 6, 2006, Level 3 Financing, Inc., our wlyebwned subsidiary completed the sale of $300iamlaggregate principal
amount of 12.25% Senior Notes due 2013 in a prigHtzing to qualified institutional buyers. Thens&r notes offered represent an additic
offering of the 12.25% Senior Notes due 2013 thetewssued on March 14, 2006.

Proposed Amendment and Restatement of Credit Faciyi

On May 30, 2006, Level 3 Financing, Inc., our whalwned subsidiary, announced its intention to asreamd restate its existing
$730 million senior secured credit facility to, amgoother things, reduce the interest rate payatdeuthe agreement, modify the gr@ymen
provisions and make other specified changes. Téamrde no assurances that we will be able to ameddestate our credit facility in such a
manner. Our continuing guarantee of that debtaeuifistitute senior debt. Neither the completiorhef proposed amendment of the senior
secured credit facility nor the closing of thisesfhg or the closing of our concurrent offeringcoinmon stock described below is conditioned
upon the closing of the other transactions.

Concurrent Common Stock Offering

Concurrently with this offering, we will offer, byieans of a separate prospectus supplement, 128000§hares of our common
stock. In addition, we have granted the undervsitar option to purchase an additional 18,750,0@€eshof our common stock solely to cc
over-allotments. Neither the closing of this coment offering nor the closing of the offering camigated by this prospectus supplement or
the closing of the proposed amendment of the seicured credit facility is conditioned upon thesahg of the other transactions.
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Communication Services

We are a facilities based provider of a broad rasfgetegrated communications services. Revenuedarmunications services is
recognized on a monthly basis as these servicggaveded. For contracts involving private line,weéengths and dark fiber services, we
may receive up-front payments for services to biweled for a period of up to 20 years. In theseations, we will defer the revenue and
amortize it on a straight-line basis to earningsrdfie term of the contract.

We separate our communication services into theparsite categories: (i) Core Communications Sesyi@g Other
Communications Services and (iii) SBC Contract e Each category of revenue is in a differemtsghof the service life cycle, requiring
different levels of investment and focus and pringddifferent contributions to our Adjusted OIBDAur management believes that growth
in revenue from our Core Communications Servicesiigal to the long-term success of our commutiice business. At the same time, we
believe we must continue to manage effectivelypibsitive cash flows from our SBC Contract Serviaed our Other Communications
Services including our mature managed modem busies our related reciprocal compensation. The Coramunications Services group
includes transport and infrastructure, IP and dataices, voice and Vyvx video services. The O@@mmunications Services group includes
managed modem and related reciprocal compensatibiegacy managed IP service business. In 200%r@bmmunications Services
included DSL aggregation services which are nodomgovided. The SBC Contract Services productginaludes all the revenues relate
the SBC Master Services Agreement contract, whiah @btained in the December 23, 2005 acquisitioNibFel.

Our transport and infrastructure services inclugleaation services, wavelength, private line, ddrkr and transoceanic services.
Growth in transport and infrastructure revenueaigely dependent on increased demand for bandwétlices and available capital of
companies requiring communications capacity foirtben use or in providing capacity as a servioevjter to their customers. These
expenditures may be in the form of up-front payreemtmonthly payments for private line, wavelengthlark fiber services. An increase in
demand may be partially offset by declines in pniting.

IP and data services primarily include our highesbinternet access service and IP-VPN serviceshi@hrspeed Internet access
service is a high quality and high-speed Interaetas service offered in a variety of capacitias. IB-VPN services permit businesses of any
size to replace multiple networks with a singlestesffective solution that greatly simplifies thenwverged transmission of voice, video, and
data. This convergence to a single platform caalitained without sacrificing the quality of servimesecurity levels of traditional ATM and
Frame Relay offerings. IP-VPN services also peomitomers to prioritize network application traffic that high priority applications, such
as voice and video, are not compromised in perfoomady the flow of low priority applications suck @email.

The conversion from narrow band dial-up serviceSigher speed broadband services is expected teaise demand for our IP and
data services. Revenue growth in this area is abggron the continued increase in usage by bo#rmiges and consumers and the pricing
environment. An increase in the reliability andwég of information transmitted over the Interraetd declines in the cost to transmit data
have resulted in increased utilization of e-comraencweb based services by businesses. We, hoveargimue to experience lower revenue
growth due to price compression for our IP and detaices. These declines were partially offseafapproximate 57% increase in IP and
data traffic, excluding traffic attributable to Wal, for the first quarter of 2006 compared to fingt quarter of 2005. Including WilTel, IP and
data traffic increased 87% in the first quarteR@96. Current high levels of available capacity Hrelnumerous companies competing in this
market have resulted in a very competitive pric@ngironment.

Our average price per megabyte declined approxiyna@% in 2005. In addition to pricing pressurde tecline in our average
price per megabyte was attributable to higheritrdfém larger customers and customers moving ghéri speed services with a lower price
per megabyte. The larger customers have a lowee per megabyte due to higher volume commitmentsb®lieve that industry-wide,
excess network inventory
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has been significantly reduced and pricing pressare beginning to moderate as evidenced by ouoweg pricing and increased traffic
volume. For our IP and data services, we expecingrito decline by approximately 20% in 2006. Tleelohe is partially due to contract
renewals and volume discounts for high traffic oostrs.

We continue to experience pricing pressure foreheensport and infrastructure customers that regimple, low quality, point-to-
point services, as competitors aggressively putlsiseousiness. However, we believe that competdoedess willing to discount these
services if it requires investment in incrementgacity to meet the customer’s requirements. Fasettustomers that provide high quality
content or require a combination of transport, B @oice solutions on a regional or national platfowe are seeing some indications that
price compression is starting to moderate and,anyrtases, prices are starting to increase. Wedriteremain disciplined in our approach to
pricing for our transport and IP services.

The emergence of a number of companies from batdyygotection and additional competition from atdestressed carriers
continues to contribute to the difficult and conifpet operating environment. We do not expect #rigironment to change significantly until
the industry consolidates further and/or demanelacates.

We have developed voice services that target langeexisting markets. We believe that the efficienof our IP and optical based
network, including our Softswitch technology, willovide customers a lower cost alternative tharettisting circuit-switched networks. We
are moving quickly to develop both our capabiliyntarket and sell in the voice market and devdiepnternal systems and processes
necessary to support the new services being ladndie revenue potential for voice services isdatgpwever, the revenues and margins are
expected to continue to decline over time as atresthe new low cost IP and optical based techgs. In addition, the market for voice
services is being targeted by many competitorgrsdwf which are larger and have more financisbueces than us.

Vyvx provides audio and video programming for oustomers over our fiber-optic network and via $is¢elVyvx uses our fiber-
optic network to carry many live traditional broadtand cable television events from the site ®&tent to the network control centers of
broadcasters of the event. For live events wheardaottation is not known in advance, such as brgakews stories in remote locations, Vyvx
provides an integrated satellite and fiber-optitvoek based service to transmit the content toomstomers. Most of Vyvx’'s customers for
these services contract for the service on an dweetvent basis; however, Vyvx has some customarshvave purchased a dedicated point-
to-point service which enables these customensatwsinit programming at any time.

Vyvx also distributes advertising spots to radid élevision stations throughout the U.S., botletedmically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdastdbuting content for content own
and rights holders.

Our Other Communications Services are mature ptedcservices that are not areas of emphasisstad@ther Communications
Services currently include managed modem, relaeigprocal compensation and legacy managed IP sstvic

We and our customers continue to see consumersi@ifjom narrow band dial-up services to higheedggroadband services as
the narrow band market matures. This trend is @rgeo result in declines in managed modem revantiee future. We recognized
approximately $80 million of managed modem revenuée first quarter of 2006, a 25% decline frora #ame period in 2005. These
declines may be mitigated in the mid to longer tbgngrowth in IP-based services offered by us #dalress the market shift to higher speed
broadband services. We believe that the low costtsire of our network will enable us to aggredsie@mpete for new business in the IP-
based market.

We receive compensation from other carriers whemeweinate traffic originating on those carrierstworks. This reciprocal
compensation is based on interconnection agreeméthitshe respective carriers or rates mandateth®y=CC. We earn the majority of our
reciprocal compensation revenue from providing ngadamodem services.
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Legacy managed IP services primarily include loeegpservices which utilize ATM technology, as vesllVPN and managed
security services. Our legacy Internet access basinonsists primarily of a business that was aedim the Genuity transaction in 2003. We
have elected not to pursue additional customerdianitcthe capital invested in this component of business.

The SBC Master Services Agreement was an agredmémeen SBC Services Inc. and WilTel and was aeduir the WilTel
transaction in December 2005. Recently, SBC Sesvite became a subsidiary of AT&T Inc., (togett&BC”). WilTel and SBC amended
their agreement in June 2005 to run through 20@9itgorovides a gross margin purchase commitmef886 million from December 2005
through the end of 2007, and $75 million from Jap@®08 through the end of 2009. The remaining groargin commitment for this
contract was $259 million as of March 31, 2006.yOnirchases of on-net services count toward satisfaof this purchase commitment.
Originating and terminating access charges paiddal phone companies are passed through to SBCciordance with a formula that
approximates cost. Additionally, the SBC Masten®es Agreement provides for the payment of $50onilfrom SBC if certain
performance criteria are met by us. If we meetplidormance criteria, we are eligible to earn $2ion in 2006 and $25 million in 2007.

Our management continues to review all of our egslines of business and service offerings to rieitee how those lines of
business and service offerings assist with ourgamudelivery of communications and informatiorvasrs and meeting our financial
objectives. To the extent that certain lines ofibess, business segments or service offeringsareonsidered to be compatible with the
delivery of our services or with obtaining finariajectives, we may exit those lines of businbssiness segments or stop offering those
services.

Management focuses on Adjusted OIBDA, cash flowmfoperating activities and capital expenditureassess the operating
performance of the communications business. Managebelieves that Adjusted OIBDA, when viewed owme, reflects the operating tre
and performance of our communications businesausieg OIBDA, or a similar measure, also is an iattic of performance used by our
competitors and is used by management in evaluegiatjve performance.

Our management believes the introduction of newices or technologies, as well as the further dguekent of existing
technologies, may reduce the cost or increaseug!\s of certain services similar to those provithgdus. Our ability to anticipate, adapt and
invest in these technology changes in a timely raanmay affect our future success.

We completed the initial planned deployment ofrik&t generation of optical transport technologgum North American and
European networks in the fourth quarter of 2005 eandly in the first quarter of 2006, respectivélje have decided to deploy the technology
for additional routes in North America and Europe aompleted the deployments on these routes ifirftguarter of 2006. We began an
upgrade of our IP backbone technology in the thirdrter of 2005. We believe that this deploymemeW equipment to the existing network
equipment will allow us to optimize the amount i@fftic we carry over the network and lower the aafproviding services.

In order to expand our service offerings in Eurape expect to invest $20 million for a dark fibersked expansion in nine European
markets. The dark fiber is expected to replacaippkement existing wavelength capacity.

The communications industry continues to consadidéle have participated in this process with trgusitions of WilTel, ICG
Communications and Progress Telecom and the prdpos€ove transaction. We will continue to evaluataesolidation opportunities and
could make additional acquisitions in 2006.

The successful integration of these businessespertant to our success. We must quickly idenyfyesgies, integrate the netwol
and support organizations while maintaining theviserquality levels expected by customers.
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We have embarked on a strategy to further expanduwuent presence in metropolitan markets. Thategy will allow us to
terminate more of our intercity and local traffieen our owned metro facilities rather than payinigd parties to terminate such traffic. We
offer a broad range of communications serviceuinnoetropolitan markets with a particular emphasidbandwith intensive enterprises and
service providers. The expansion into new metrakatarshould also provide additional opportunit@sell services on our national and
international networks. This new metro strategyudes the acquisition of Progress Telecom, ICG Caninations and the proposed
acquisition TelCove described above.

We are focusing our attention on (i) growing revetihrough Core Communications Services, (ii) caritig to show improvements
in Adjusted OIBDA as a percentage of revenue, ¢iijnpleting the integration of acquired busineséesmanaging cash flows provided by
our Other Communications Services and SBC Con8antices and (v) developing our metro business.afiieipated change in the
composition of our revenue will require us to mamagerating expenses carefully and concentrateapital expenditures on those
technologies and assets that will enable us toldpvair Core Communications Services further apthee the decline in revenue and
earnings from Other Communications Services and EBfitract Services.

In addition to the operational metrics mentionedva) we are also focusing on improving our liquigftnancial condition, and
extending the maturity dates of certain of our detit lowering the effective interest rate on oustanding debt over the long term. In
January 2006, we completed the exchange of seivarahes of our debt maturing in 2008 for a newdh& of debt maturing in 2010. We
were able to extend the maturity date of approxéhye8692 million of debt due in 2008 to March 2010.

In March 2006, we issued $150 million of Floatingt® Senior Notes due in 2011 and $250 million 028% Senior Notes due in
2013. In April 2006, we issued an additional $300iam of the 12.25% Senior Notes due in 2013. Pheceeds from these offerings were
used to fund the cash portion of the WilTel andgPees Telecom acquisitions as well fund the cosboktruction, installation, acquisition,
lease, development or improvement of other asedis tised in our communications business. We wiltinue to look for opportunities to
improve our financial position in 2006 and focus msources on growing revenue and managing costad communications business.

Information Services

On November 30, 2005, we sold our wholly-owned &liasy, (i )Structure, LLC, which provided computer outsougcservices
primarily to small and medium-sized businesses.i@formation services business is now comprise8aftware Spectrum, Inc., or Software
Spectrum. Software Spectrum is a global resellérusfness software, primarily to large and mediimadsbusinesses. Software Spectrum
recognizes revenue at the time the product is shiifgp in accordance with the terms of the licensimgiracts. Sales under certain licensing
programs permit Software Spectrum to recognize arggrvice fee paid by the software publisher asmae. Software Spectrum has
experienced an increase in sales under this forimesfsing program and management expects furtdhgptaon of agency licensing programs
in the future. Our ability to resell software islienced by the general economic environment, §ipaltiy in North America and Western
Europe, as well as the level of IT spending foriless software by large and medium sized companies.

The software distribution and resale businessiig sempetitive with profitability largely dependempon rebates received from the
software publishers and suppliers. The amounthmtes received from a publisher or supplier is diedctly to the value of software sold for
that publisher or supplier. These programs varytyptcally contain sales targets that are tiethat Software Spectrum can earn higher
rebates on incremental sales above certain satgtsaAlternatively, Software Spectrum may forfaiblisher and supplier rebates if certain
minimum sales targets are not achieved. As suchnibt uncommon for software resellers, includ8ajtware Spectrum, to price software at
or below their cost in order to attain the nexesdhrget and thus earn higher rebates from saftpuainlishers and suppliers.
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Microsoft Corporation, or Microsoft, is the primgpyovider of business software to our Software 8petbusiness. If Microsoft
should successfully implement programs for theaflisale of software through volume purchase agratsme other arrangements intended to
exclude the distribution or resale channel, Sofen&pectrum’s results of operations would be mdtgigad adversely affected.

In 2005, Microsoft notified Software Spectrum obposed changes to Microsoft's sales agency prograich, once finalized by
Microsoft, will take effect for customer contraetstered into after July 1, 2006. All contracts ctetgxd prior to July 1, 2006, will be
grandfathered under the existing sales agency anogdnder the proposed revised program for agemmy sales as currently drafted, the
number of performance metrics against which Sov&pectrum is measured and the standard of penfimenan those metrics are expected
to increase. Based on a preliminary evaluation mfd4oft's proposed program changes, Software Sp@oexpects that the amount of
agency fees it earns from Microsoft will be reduosdr the thregrear period in which it is implemented. Due to gnandfathering of existir
sales agency program sales, however, Software iBpeeinticipates that the program changes will moeha significant effect on Software
Spectrums results of operation or financial position in 80Microsoft has yet to finalize the proposed clem@nd thus Software Spectrur
not able to definitively determine the effects oithdsoft’'s proposed changes on its results of dmera and financial position after July 1,
2006.

In order to achieve a desired return on invest@italamanagement of Software Spectrum focuses)oavenue growth,
(i) Adjusted OIBDA and (iii) cash flow from opeiag activities, including changes in working capdacounts, to assess the financial
condition and operating performance of the busingefiware Spectrum has expanded its sales ancetivaglefforts to small and mid-market
businesses as well as other geographic marketstteef increase sales and revenue. In additioaverue growth, Software Spectrum
continues to evaluate its cost structure in ordémiprove operating results. During the first qaadf 2006, Software Spectrum announced
certain business solution partnering agreementshybince implemented, should allow Software Spettaoperate more efficiently.
Management is focusing its attention on minimiamgrking capital requirements by lowering our dagkes outstanding through consistent
collection procedures and carefully managing vempdyment terms. Management expects working caitplirements for the Software
Spectrum business to decline in the future as soéypublishers continue to adopt the agency liognsiodel.

Coal Mining

We, through our two 50% owned joint venture surfaadees in Montana and Wyoming, sell coal primatfiyough long-term
contracts with public utilities. The long-term coattts for the delivery of coal establish the prigeume, and quality requirements of the coal
to be delivered. Revenue under these and otheram®iis recognized when coal is shipped to theoousr.

Critical Accounting Policies

The significant accounting policies set forth int&ld to our consolidated financial statementsterytear ended December 31, 2005
that are attached to this prospectus supplemembppately represent, in all material respects,dieent status of our critical accounting
policies, and are incorporated herein by reference.

We adopted SFAS No. 123R on January 1, 2006. SFASRBR requires that compensation cost relatirghswe-based payment
transactions be recognized in the financial statésnieased on the fair value of equity or liabilitgtruments issued. We adopted the expense
recognition provisions of SFAS No. 123, “Accountifog Stock-Based Compensation” in 1998. Thereftire effect of applying the change
from the original provisions of SFAS No. 123 on dinancial position or results of operations foe three months ended March 31, 2006 was
insignificant.
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We also adopted Emerging Issues Task Force Issu8MN®, “Accounting for Stripping Costs Incurredrithg Production in the
Mining Industry” (“EITF No. 04-6") effective Januad, 2006. EITF No. 04-6 concluded that strippigts incurred during the production
phase of a mine are variable production costssthadild be included in the costs of the inventodpiced during the period that the stripping
costs are incurred. EITF No. 04-6 further defimegentory produced as mineral that has been extta8iea result, stripping costs related to
exposed, but not extracted mineral must be expess@tturred rather than deferred until the minisraktracted. Our coal mining business
had previously deferred stripping costs and amexdltihese costs over the period in which the uniigylgoal is mined. Our adoption of EITF
No. 04-6 on January 1, 2006 required it to adjust begigmetained earnings (accumulated deficit) forahmunt of prepaid stripping costs
previously deferred. We decreased beginning edpyit$3 million as a result of the adoption of EITB.N4-6.

Results of Operatior—Three Months ended March 31, 2006 vs. Three Monémled March 31, 2005
Revenuefor the periods ended March 31, is summarized k®afs (dollars in millions):

Three Months Ended
March 31,

2005
2006

Communication! $ 804 $ 51C

Information Service 44E 46€

Coal Mining 18 17

$ 1,267 $ 99z

Communicationsrevenue is separated into three categories: (i Cammunications Services (including transport and
infrastructure services, wholesale IP and dataicesyvoice services and Vyvx services), (i) Ot@emmunications Services (including
managed modem and our related reciprocal compens&iSL aggregation, and legacy managed IP sejyiaed (iii) SBC Contract Service
Revenue attributable to these service categorigigded in the following table:

2006 2005
(dollars in millions)
Core Communications Service
Transport and Infrastructu $19¢ $24¢
Wholesale IP and Da 64 41
Voice 98 26
Vyvx 29 —
38¢ 31&
Other Communication Service
Managed Moden 79 107
Reciprocal Compensatic 26 28
Managed IF 18 23
DSL Aggregatior — 37
12z 19E
SBC Contract Service 29z —
Total Communications Reveni $ 804 $51C

Our Core Communications Services increased 23%iffitst quarter of 2006 compared to the first tgpraof 2005. Excluding
termination revenue of $129 million in the firstagter of 2005, Core Communications Services revevaudd have increased 109% in 2006.
Transport and infrastructure revenue in 2005 inefuthe $129 million of termination revenue attrihlé to agreements reached with France
Telecom and 360networks relating to the terminatibexisting dark fiber lease agreements with thmss#tomers
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described below. Excluding this termination reveritensport and infrastructure revenue would haegesiased 66% in 2006 from 2005. The
primary factor leading to this increase is theus@in of revenue attributable to operations acquimghe WilTel transaction in

December 2005. In addition, increased demand flocation space in large markets in North Americd Barope, and an increase in
wavelength revenue due to sales to 360Networksicerdielecom and other new and existing customsescaintributed to the increase in
transport and infrastructure revenue.

In February 2005, we finalized an agreement witdmEe Telecom to terminate a dark fiber agreemgngesi in 2000. Under the
terms of the agreement France Telecom returnefibibieto us. Under the original IRU agreement, ¢ash we received was deferred and
amortized to revenue over the 20-year term of greament. As a result of this transaction, we razagl unamortized deferred revenue of
approximately $40 million as non-cash terminatiemanue in the first quarter of 2005. The wavelersglles described above were a part of
this transaction.

In March 2005, we entered into an agreement withnd6vorks in which both parties agreed to termiae2®-year IRU agreement.
Under the new agreement 360networks returned thefither originally provided by us. Under the ongi IRU agreement, signed in 2000,
the revenue associated with the cash received kyassieferred and amortized to revenue over thge20term of the agreement. As a result
of this transaction, we recognized the unamortefedrred revenue of approximately $86 million as-gash termination revenue in the first
guarter of 2005. The wavelength sales describedeabyere a part of this transaction.

We expect to recognize termination revenue in tiieré if customers desire to renegotiate contraictse required to terminate
service. We are not able to estimate the speddiigesof these types of transactions until they gdout we do not currently expect to
recognize significant termination revenue for tbeefeeable future.

Wholesale IP and data services revenue increasg@Did primarily due to the customers obtained eWilTel transaction.
Wholesale IP and data revenue also increased duaffio growth in North America from new and exigf customers that exceeded the rate
of price compression as well as improved marke¢piance of our new IP-VPN service and the contimgredsith of previously awarded
contracts.

Our voice revenue increased in 2006 primarily aduthé operations acquired in the WilTel transactlaraddition, 2006 revenue
attributable to our existing voice services, inghgovoice termination and local inbound servicesréased by approximately 48% from 2005
levels.

The Vyvx business was acquired on December 23, a6Qfrt of the WilTel transaction. Revenue of 828ion is included in the
results of operations for the three months endectMal, 2006.

Managed modem revenue declined in 2006 as a i&siié continued migration from narrow band dialsgpvices to higher speed
broadband services by end user customers. Thigehasulted in a decline in the demand for managetdiem ports. America Online, our
largest managed modem customer, reduced the nwhperts it purchased from us by approximately 30%ing 2005. Managed modem
revenue also declined in 2006 as a result of ecec@intracts being renewed or renegotiated at pliwesr than were earned in 2005.

We expect, excluding the effects of future acqioisg, managed modem related revenue to contindediine in the future primari
due to an increase in the number of subscribersatimg to broadband services and the potentialmqgyiconcessions as contracts are renewed.

Our primary DSL aggregation customer began to rtégita DSL subscribers to its own network beginrimthe first quarter of
2005. The customer completed the migration ofttsssribers in the third quarter of 2005. Our ofb8L contracts expired in 2005 and were
not renewed. We did not recognize DSL revenueaerfitist quarter of 2006 and do not expect to recaBSL aggregation revenue in the
foreseeable future.
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Reciprocal compensation revenue declined from 20@&s primarily due to the signing of interconneatagreements with other
carriers in 2005 that resulted in us receivingveelorate per minute for terminating traffic. Thejardy of our interconnection agreements
provide rate structures through 2006. We earn thj@ity of our reciprocal compensation revenue froanaged modem services.

We have interconnection agreements in place fonthjerity of traffic subject to reciprocal competisa. We continue to negotiate
new interconnection agreements with our local easriTo the extent that we are unable to sign mésvdonnection agreements or sign new
agreements containing lower rates, or there igrfgant decline in our managed modem dial-up hess, or FCC or state regulations change
such that carriers are not required to compengshtr oarriers for terminating ISP-bound trafficgiprocal compensation revenue may decline
significantly over time.

Our legacy Managed IP business consists primafifylmusiness that was acquired in the Genuity #etien in 2003. We have not
invested in this service and are not actively laglfior new customers. The decline in revenue ithatable to the disconnection of service by
existing customers. We expect this trend to comtitmmoughout 2006.

The SBC Master Services Agreement was obtaindaeiMtilTel transaction. Under the terms of the agret, SBC has gross
margin purchase commitments through 2009. Duedgaitnificance of the commitment, we have eleoteseparate and report revenue
generated under this contract from our Other Conications Services. We earned revenue of approxign@g92 million attributable to this
contract in the first quarter of 2006 of which appmately 26% will apply to the gross margin pursh@ommitment. The remaining gross
margin commitment for this contract was $259 millas of March 31, 2006.

Information servicesrevenue decreased 5% from three months ending MdrcR0O05 to the three months ending March 31, 2006
due to an increase in sales under software puldishgency licensing programs that result in ongesvice fee being recognized as revenue,
rather than the selling price of the software. 8afe Spectrum began experiencing an increaseés salder Microsoft's 6.0 licensing
program and similar programs offered by other seppkeveral years ago. Under these programs, n@speise-wide licensing arrangements
are priced, billed and collected directly by thé&ware publishers. Software Spectrum continuegdwide sales and support services relat
these transactions and earns a service fee difeathypublishers for these activities. We recogrieeservice fee it receives as revenue and
not the entire value of the software under thigpmm. Software Spectrum recorded approximatelyrillion and $14 million of revenue
attributable to these types of contracts in 2006 2005, respectively. The estimated selling pricthe software sold under these agreements
was $308 million and $256 million for the corresdiomg periods. An increase in sales to the smalliomdusiness market customers
partially offset the decline in revenue attributatiie continued adoption of the sales agency pnogjra

The software reseller industry is seasonal, witteneie and Adjusted OIBDA typically being highetlie second and fourth
quarters of our fiscal year.

If Microsoft and the other suppliers are successfilnplementing agency licensing programs, it wault in a significant decline
the amount of information services revenue recaghlzy us. The decline in revenue is not expectdéthve a meaningful effect on operating
income (loss), as we should experience a correspgmitcline in cost of revenue.

Coal mining revenue increased from $17 million for the threenthe ended March 31, 2005 to $18 million for thee¢éhmonth
periods ending March 31, 2006. The increase inmeees attributable to an 18% increase in the velaincoal sold in 2006. This increase
was partially offset by an 11% decline in the agergprice per ton of coal sold in 2006 comparedhéosame period in 2005.
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Cost of revenuefor the communications business, as a percentagevenue for 2006 and 2005 was 49% and 23%, rasphct
The increase is primarily attributable to the radtign of termination revenue in 2005 and increraérgvenue relating to the operations
acquired from WilTel which was recognized in 2006the first quarter of 2005, we recognized $128iom of termination revenue, primari
related to 360networks and France Telecom. Theitation revenue with no corresponding cost of resepositively affected the percent:
in 2005. Excluding termination revenue, the costeetnue, as a percentage of revenue, would hare3#% for the three months ended
March 31, 2005. Cost of revenue, as a percentagevehue, increased in 2006 due to the significaite and SBC services revenue obtained
in the WilTel acquisition. The margins for theseveees are generally lower than the margins eaomedther components included in Other
Communications Services.

The cost of revenue for Software Spectrum, as eepéaige of its revenue, was 92% for the first eurast 2005 compared to 91%
for the same period in 2006. The increase in ageal®s in 2006, which generally have higher martfina nonagency sales, was the prim
factor in the improved results. Software Spectramery reliant on rebates received from softwatdiphers to improve its operating results.
For both the three months periods ended March @15 and 2006, Software Spectrum earned approxind&imillion in rebates which
reduced cost of revenue.

Cost of revenue, as a percentage of revenue, dardhl mining business increased from 76% for lineet months ended March 31,
2005 to 86% for the three months ended March 30628 decline in the average price per ton of cmédl in the first quarter of 2006
compared to the same period in 2005 resulted in@ease in cost of revenue, as a percentage ehuev

Depreciation and amortizationexpenses were $190 million for the first quarted&0a 12% increase from 2005 depreciation and
amortization expenses of $169 million. The increéag&imarily attributable to the communicationedile and intangible assets that were
acquired in the WilTel transaction in December 200%s increase was partially offset by the shelitexd communications assets that were
placed in service in prior years that became faépreciated during the second half of 2005 anditsiequarter of 2006.

Selling, general and administrativeexpenses increased 40% to $313 million for theetimenths ended March 31, 2006 compared
to the same period in 2005. This increase is pilynattributable to the inclusion of a full quartef expenses associated with the operations
acquired in the WilTel transaction. Specificallycieases in compensation, bonus, and employeedalasts, network related costs and
facilities expenses all contributed to the incraasselling, general and administrative expenseX0io6. Partially offsetting the increase in
communication expenses was a property tax berfe$if anillion pertaining to our facilities in the litad Kingdom. Also, our information
services business experienced an increase ingajiémeral and administrative expenses primaribted to an increase in headcount at
Software Spectrum.

Included in operating expenses for the first quast&2006 and 2005, were $15 million and $11 millicespectively, of non-cash
compensation and professional expenses recognimbet SFAS No. 123R and SFAS No. 123, respectivelgted to grants of
outperform stock options, warrants and other stmréed compensation programs. The increase in rainecempensation expense is
attributable to grants of restricted stock andrietetd stock units in 2005 and an increase in #iaevof the option grants to employees.

We expect selling, general and administrative egpsito increase in 2006 versus 2005 as a reshie &/ilTel and Progress
Telecom acquisitions and the proposed ICG Commtiniteand TelCove acquisitions.

Restructuring charges and impairment chargesvere $5 million for the three months ended MarchZ8D6 and $15 million for
the same period in 2005. In the first three mowrf&006, we recognized approximately $2 milliore@tructuring charges attributable to the
workforce reductions of the communications businesgorth America and the business solution pammgearrangements at Software
Spectrum. In the first three months of 2005, wegaized approximately $15 million of restructurictzarges related to the workforce
reductions of the communications business in NArtterica and Europe. The employees affected by this
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workforce reduction provided support functions arked directly on mature products. All obligaticatsributable to the 2005 restructuring
activities were paid in 2005.

During the first quarter of 2006, we recognizediBion in non-cash impairment charges resultimgnirthe decision to terminate
projects for certain voice services and informatiechnology projects in the communications busin€be costs incurred for these projects,
including capitalized labor, were impaired as theying value of these projects exceeded theimedéd fair value.

Adjusted OIBDA is defined by us, as operating income(loss) froendbnsolidated statements of operations, less degim and
amortization expense, less non-cash compensatjmener included within selling, general and admiai&tn expense on the consolidated
statements of operations, and less the non-casiopof restructuring and impairment charges. At§dsOIBDA is not a measurement under
accounting principles generally accepted in thetdéhStates and may not be used by other companéasmgement believes that Adjusted
OIBDA is an important part of our internal repogiand is an indicator of profitability and operatiperformance used by the chief operating
decision maker or decision making group, especially capital-intensive industry such as telecomications. Adjusted OIBDA excludes
interest expense and income tax expense and ahes/igsses not included in operating income. Edialgi these items eliminates the
expenses associated with our capitalization andttactures. Note 12 of the consolidated finanstialements for the three months ended
March 31, 2006 and 2005 provides a reconciliatibAdjusted OIBDA for each of our operating segmedntsthese periods.

Adjusted OIBDA for the communications business &&47 million and $201 million for the three montdreled March 31, 2006
and 2005, respectively. The decrease in 2006 sgpily attributable to the $129 million reductiontermination and settlement revenue from
2005 to 2006. Partially offsetting the decline@mination revenue, were earnings attributabl&eodperations acquired in the WilTel
transaction, which was acquired in December 2008, aadecline in restructuring charges from $15iarilin the first quarter of 2005 to $1
million in the first quarter of 2006.

Adjusted OIBDA for the information services busiseecreased from $5 million for the three monthdeenMarch 31, 2005 to
$3 million for the same period in 2006. AdjustedBDIA for Software Spectrum decreased as a resuttenigperating expenses primarily
attributable to an increase in headcount. In aglliBoftware Spectrum recognized approximately $liomiof restructuring charges in the
first quarter of 2006 related to the implementatida business solutions partner arrangement.afgrtiffsetting these increases in costs were
improved gross profits from software sales.

Adjusted OIBDA for the coal business decreased f&8million for the three months ended March 3102@® $1 million for the
three months ended March 31, 2006 as a resulingrlanargins on coal sales during 2006 versus 2005.

Interest Incomewas $9 million for the three months ended MarchZ8D6 increasing from $4 million in the same ped@005.
This increase is the result of increases in th@kted average interest rate earned on the portiolibin the average cash and marketable
security portfolio balance. Our average return onportfolio increased from 1.87% in 2005 to 3.6¥2006. The average cash balance also
increased by approximately 20% from 2005 to 20@#dihg utilization of cash and cash equivalentsirwest the funds primarily in
government and government agency securities aneéynmarket funds. The investment strategy genepatlyides lower yields on the funds
than on alternative investments, but reduces #ketoi principal in the short term prior to thesads being used in our business.

Interest Expense, netncreased by $36 million from $114 million for ttieee months ended March 31, 2005 to $150 million i
2006. Interest expense increased primarily asidtresincreased interest expense from the issuahoer $880 million of 10% Convertible
Senior Notes due 2011 in the second quarter of 2005he March 14, 2006 issuance of Floating Ratédd Notes due 2011 and 12.25%
Senior Notes due
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2013. In addition, we exchanged portions of ou28% Senior Notes due 2008, 11% Senior Notes du@ 800 10.5% Senior Discount No
due 2008 for new 11.5% Senior Notes due 2010 duhiedirst quarter of 2006, thereby increasingdffective interest expense on this debt.
We experienced a higher interest rate on the $7Bi@mSenior Secured Term Loan due 2011 which a¢sulted in increased interest chal

in the first quarter of 2006. Overall, the debtheege transaction and the additional debt issuétkifirst and second quarters of 2006 are
expected to increase our annual interest expenapmpximately $75 million in 2006.

Other, netincreased primarily as a result of the $27 millgin realized on the debt exchange in the firsttquaf 2006.

Income Tax Expensdor 2006 and 2005 was zero. We have incurred sagmif operating losses since 1998. We are unable to
determine when and if the tax benefits attributableur net operating losses will be realizablel accordingly have recorded a valuation
allowance against the deferred tax assets foréheperating loss carryforwards.

Financial Condition—Three Months Ended March 31, 2®& vs. Three Months Ended March 31, 2005

Cash flows provided by (used in) continuing opexadifor the three months ended March 31, 2006 808,2espectively are as
follows (dollars in millions):

Three Months Ended

March 31,
2006 2005
Communications*’ $ 9) $ (2))
Information Service (57 (36)
Other 3 2
Total $ (63 $ (59

*%

Includes interest expense net of interest inc

The reduction of cash used in communications operagsh flows for the three months ended March2806 is primarily
attributable to improved operating results aftesleding the effects of $129 million of non-cashné@ration revenue in the first quarter of
2005. The improved results are directly attributetbl the operations acquired in the WilTel acquasitn the fourth quarter of 2005 and
additional revenue from Core Communications Sesvi€éuctuations in working capital balances reslitean incremental use of cash of
$18 million in the first three months of 2006 comgzhto the same period in 2005. An increase in oash for accounts payable and other
current liabilities was partially offset by high&wurces of cash from accounts receivable. In autdit the cash used for working capital, cash
interest payments increased by $41 million in thet fuarter of 2006 compared to the same peri@Dob.

The increase in cash used by operating actividethe information services group is primarily tlesult of fluctuations in working
capital and lower earnings. Operating cash floweslamgely dependent on the timing of collectiomsrfrcustomers and payments to suppliers.
An increase in payments for software and otheilitas in the first quarter of 2006 compared te tame period in 2005 resulted in the

increased use of cash for operating activitiesusidid OIBDA for the information services businesslited slightly from $5 million for the
three months ended March 31, 2005 to $3 milliorttfiersame period in 2006.

The increase in operating cash flows for the othesinesses is primarily attributable to the paynoémertain legal and benefit
obligations of the coal and packaging busines®0b2Payments for these types of obligations dsecan 2006.
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Investing activities in the first quarter of 2006nparily include $70 million of cash used for thegaisition of Progress Telecom a
$59 million used for capital expenditures, primaiti the communications business. In addition, meeased our restricted securities by $12
million, primarily for our coal business.

Financing sources in the first quarter of 2006 iad of $379 million of proceeds from the issuaatthe Floating Rate Senior
Notes due in 2011 and 12.25% Senior Notes due1.ZDhe debt exchange transaction in January 28ffired us to pay $46 million
premiums to holders of the exchanged notes. Weiradsored $5 million of costs associated with thénsaction.

In April 2006, we issued an additional $300 millioh12.25% Senior Notes due 2013. Proceeds froroffieeing will be used to
fund the purchase of Progress Telecom as wellrid fbe cost of construction, installation, acqiosit lease, development or improvement of
other assets to be used in the communications é&gsin

Liquidity and Capital Resources

We incurred losses from continuing operations @8&fhillion and consumed $122 million of cash foeming activities and
capital expenditures in the first three months@¥& We expect that the business will continueotassame cash for the remainder of 2006,
however the amount of cash consumed is expectdignioish. In 2006, we expect our costs will congirto exceed revenue and it will
continue to consume cash primarily due to intgpagiments and capital expenditures. We expect AejusiBDA to improve in 2006
primarily as a result of the WilTel, ICG Communicais and Progress Telecom acquisitions, the prapdsiCove acquisition and the growth
in Core Communications Services revenue. Interagingnts are expected to increase to approximab#l§ sillion in 2006, based on debt
levels on the date of this prospectus supplemeitii@ut giving effect to the issuance of the notethis offering or the use of proceeds from
this offering and our concurrent offering of comnstack to repay or repurchase debt). Capital exipenred for 2006 are expected to range
from $320 million to $360 million and will consief $100 million to $125 million of base capital explitures (capital required to keep the
network operating efficiently and product develop)eapproximately $30 million of capital expendds for the integration of WilTel, $10
million associated with the expected integratioh@® Communications and $20 million for a dark fibbased expansion in Europe. The
majority of our ongoing capital expenditures arpapted to be success-based, which are tied tonmesrl revenue. In total, we expect that
cash required for operating activities and captglenditures, excluding the results of TelCovel raihge from $190 million to $200 million,
excluding fluctuations in working capital. We dotiave any significant principal amounts due onautstanding debt until 2008.

We had approximately $992 million of cash, cashietjants and marketable securities on hand at Maict2006 and were able to
raise an additional $300 million of cash througé igsuance of additional 12.25% Senior Notes du@ 20 April 2006. This does not give
effect to the net proceeds of this offering or ¢bacurrent offering of common stock. For a deswipbf the impact of these offerings on our
liquidity and capital resources, see “Use of Prdstand “Capitalization”. In addition, $122 milliasf current and non-current restricted
securities are used to collateralize outstanditigrieof credit, long-term debt, certain of our igtimg obligations or to fund certain
reclamation liabilities. Based on information aghik at this time, our management believes thatoeuent liquidity and anticipated future
cash flows from operations will be sufficient taxfliour business. However, if we have the opponguaitacceptable terms, to improve our
liquidity, refinance our debt, or fund acquisitipmee may elect to secure additional capital infthare.

We issued $150 million of Floating Rate Senior Nadee in 2011 and $250 million of 12.25% Seniords$atue in 2013 in
March 2006 to institutional investors. In April Z80ve issued an additional $300 million of 12.25&6i8r Notes due in 2013 to institutional
investors. The proceeds from these offerings weeg to fund the WilTel and Progress Telecom actiisi as well as to fund the cost of
construction, installation, acquisition, lease,@epment or improvement of other assets to be imsedr communications business.
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In addition to raising capital through the debt aqdity markets, we may sell or dispose of exislinginesses, investments or other
non-core assets. In 2005, we completed the saleedf )Structure business to Infocrossing for approxirye®85 million in cash and
Infocrossing common stock.

We are aware that the various issuances of outamualiig senior notes, senior discount notes andestible notes may trade at
discounts to their respective face or accreted amsoln order to continue to reduce future caserast payments, as well as future amounts
due at maturity, we or our affiliates may, from ¢ino time, enter into debt for debt, debt for egjoit cash transactions to purchase these
outstanding debt securities in open market or pelyanegotiated transactions. We will evaluate smgh transactions in light of then existing
market conditions and the possible dilutive eftecstockholders. The amounts involved in any suahsaction, individually or in the
aggregate, may be material.

On January 13, 2006, we completed private exchaffges to exchange a portion of our outstandin@9% Senior Notes due 20!
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaeweld by eligible holders in a
private placement for cash and new 11.5% SenioedNdtie 2010. We issued $692 million aggregate ipghamount of 11.5% Senior Notes
as well as paid $46 million of cash consideratioexchange for the 2008 Notes tendered in thedddiosis. We also paid approximately $13
million in cash for total accrued interest on ti®& Notes that had been accepted for exchange tddking date and $5 million in transac
costs.

The communications industry continues to consatidéte have participated in this process with thrgueitions of WilTel, ICG
Communications, Progress Telecom and the proposkbVe transactions described above. We will comtito evaluate consolidation
opportunities and could make additional acquis#ion2006.

On December 23, 2005, we completed the acquisiiilTel Communications Group, LLC from Leucadiafibnal Corporation
and its subsidiaries. The consideration paid ctesisf approximately $363 million in cash (includii27 million of post-closing working
capital and other adjustments which reduced tfa patrchase price), plus $100 million in cash fitet Leucadia’s having complied with its
obligation to leave that amount of cash in WilTaid 115 million newly issued shares, with a faiueaof approximately $313 million, of our
common stock. We also incurred costs of approxily&e million related to the transaction.

On March 20, 2006, we completed the acquisitioRmagress Telecom. Under the terms of the agreemenssued approximately
19.7 million unregistered shares, valued at appnaxely $66 million, and $69 million in cash. Wealscurred approximately $1 million of
costs attributable to the transaction. The casbhase price is subject to post-closing adjustmiessed on actual working capital as of the
closing date.

On April 30, 2006 we signed a definitive agreenterdacquire all of the stock of TelCove, a privateld Pennsylvania-based
telecommunications company. The aggregate considenaayable by us is $1.082 billion, consistingsd#5 million in cash and $637 milli
in shares of our common stock, subject to adjustnieraddition, by acquiring TelCove, we will infe€t assume approximately $155.5
million of TelCove’s debt obligations.

TelCove is a leading facilities-based provider @tropolitan and regional communications servicetutling transport, Internet
access and voice services. TelCove’s network has2®,000 local and long haul route miles servi@griarkets across the eastern United
States, with approximately 4,000 buildings on net.

On May 31, 2006, we acquired all of the issued@utdtanding capital stock of ICG Communicationgrigately held Colorado-
based telecommunications company, from MCCC foaggregate consideration of approximately $163 om|liconsisting of 25,975,088
shares of our common stock and $36 million in casbject to adjustments based on working capitdiather matters. The transaction does
not include ICG Communications’ investments in N&lebal Telecom or Mpower Holding Corporation.
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ICG Communications primarily provides transportaifl voice services to wireline and wireless cesriternet service providers
and enterprise customers. ICG Communications’ nétfas over 2,000 metro and regional fiber mile€atorado and Ohio, includes
approximately 500 points of presence and serveg than 1,600 customers.

Results of Operatior—Year Ended December 31, 2005 vs. Year Ended Deeerdb, 2004

Revenuefor 2005 and 2004 is summarized as follows:

(dollars in millions) 2005 2004

Communication! $1,64¢ $1,68¢
Information Service: 1,89« 1,861
Coal Mining 74 91

$3,61:  $3,631

Communications revenue is separated into threepgrdi) Core Communications Services (includingn$@ort and infrastructure
services, IP and data services, voice serviced/smx services), (i) Other Communications Servi¢esluding managed modem and our
related reciprocal compensation, DSL aggregatind,legacy managed IP services), and (iii) SBC MaSésvices Agreement. Revenue
attributable to these service groupings is providetthe following table:

(dollars in millions) 2005 2004

Core Communications Service

Transport and Infrastructu $ 655 $ 574
IP and dat: 18¢ 167
Voice 12 53
Vyvx 3 —
962 794
Other Communication Service
Managed Moden 39¢ 48¢
DSL aggregatiol 79 13¢
Reciprocal Compensatic 10C 15C
Managed IF 83 11&
65¢ 891
SBC Master Services Agreeme 25 —
Total Communications Reven $1,64t  $1,68¢

Transport and infrastructure revenue increase®@b 2rimarily due to increased demand for colocaspace in large markets in
North America and Europe, and an increase in waggherevenue due to sales to 360Networks, Frantezdi®m and other new and existi
customers. Transport and infrastructure reven@®@5b includes $4 million attributable to WilTel. &aldition, termination revenue related to
transport and infrastructure services increasedoappately $23 million in 2005. The termination eswe in 2005 is primarily attributable to
agreements reached with France Telecom and 360retwnalating to the termination of existing dafiei lease agreements with those
customers described below.

On February 22, 2005, France Telecom and we fiedlan agreement to terminate a dark fiber agreesigmed in 2000. Under the
terms of the agreement France Telecom returnefibibieto us. Under the original IRU agreement, ¢ash received by us was deferred and
amortized to revenue over the 20-year term of greement. As a result of this transaction, we ratzegl unamortized deferred revenue of
approximately $40 million as non-cash terminatiemanue in the first quarter of 2005. The wavelersgtles described above were a part of
this transaction.
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On March 1, 2005, we entered into an agreement3@i€metworks in which both parties agreed to teatsira 20-year IRU
agreement. Under the new agreement 360networksegtuhe dark fiber originally provided by us. Untlee original IRU agreement, signed
in 2000, the revenue associated with the cashveddiy us was deferred and amortized to revenuetbee20-year term of the agreement. As
a result of this transaction, we recognized thenoréized deferred revenue of approximately $86iamlas non-cash termination revenue in
the first quarter of 2005. The wavelength salesrdesd above were a part of this transaction.

We expect to recognize termination revenue in tiieré if customers desire to renegotiate contraictse required to terminate
service. We are not able to estimate the specdiigesof these types of transactions until they gdout do not currently expect to recognize
significant termination revenue for the foreseedblare.

IP and data revenue increased in 2005 primarilytdueaffic growth from new and existing custom#rat exceeded the rate of pt
compression as well as improved market acceptainceraew IP-VPN service. In addition, 2005 IP atada revenue includes $1 million
attributable to WilTel.

Our voice revenue, excluding WilTel, increased 11ii%005. The increase is primarily attributableto wholesale voice products
including voice termination and local inbound seed. Voice termination and local inbound serviogseeenced a 35% and 49%,
respectively, increase in minutes of use in thetfoquarter of 2005 compared to the same peri@Dd#. We also recorded voice revenue of
$5 million attributable to WilTel for the period vesvned WilTel in the fourth quarter of 2005.

The Vyvx business was acquired on December 23, a6Q&@rt of the WilTel transaction. Revenue of $fion is included from th
acquisition date through the end of the year.

Managed modem revenue declined in 2005 as a m&fsthieé continued migration from narrow band dialsgpvices to higher speed
broadband services by end user customers. Thigehasulted in a decline in the demand for managetdiem ports. America Online, our
largest managed modem customer, reduced the nwhperts it purchased from us by approximately 28%he second half of 2004 and
decreased the number of ports purchased by ar@ddiB0% primarily in the second half of 2005 alddition to the port cancellation
provisions, the contracts with America Online camtaarketpricing provisions that have the effect of lowerhnegenue as we are obligatec
provide America Online a reduced per port rateafoffer another customer better pricing for a low&@ume of comparable services.

Partially offsetting this decline in managed modewenue in 2005 was the revenue purchased in Beal@@ Sprint transactions
completed in the second and fourth quarter of 266gpectively. We expect, excluding the effectutiire acquisitions, managed modem
related revenue to continue to decline in the Biuimarily due to an increase in the number oBstibers migrating to broadband services
and the potential pricing concessions as contegetsenewed.

DSL aggregation revenue decreased significantB0Bb as our primary DSL aggregation customer bégamgrate its DSL
subscribers to its own network beginning in thetfiguarter of 2005. The customer completed theati@r of its subscribers in the third
quarter of 2005. In addition, our other DSL contsaexpired in 2005 and were not renewed. We d@xrpéct to recognize DSL aggregation
revenue in the foreseeable future.

Reciprocal compensation revenue declined from 28@dls primarily due to a settlement with a majarr@r in the third quarter of
2004, which did not recur in 2005. The settlemesbived rate issues for 2004 and prior periodsrasulted in the recognition of $31 million
of revenue for services provided in prior periofsis revenue had been deferred as we did not haugerconnection agreement in place and
approved by the relevant authorities. In additmithis agreement, we signed interconnection agretmnvath other carriers in
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2004 and 2005 that resulted in us receiving a lowater per minute for terminating traffic. The mapof our interconnection agreements
provide rate structures through 2006. We earn thjerity of our reciprocal compensation revenue froenaged modem services.

With the agreements reached in 2004 and 2005, we ihterconnection agreements in place for the ritgjof traffic subject to
reciprocal compensation. We continue to negotiate imterconnection agreements with our local cesri€o the extent that we are unable to
sign new interconnection agreements or signs negeatents containing lower rates, or there is aifsignt decline in the Company’s
managed modem dial-up business, or FCC or statgatémns change such that carriers are not reqairedmpensate other carriers for
terminating ISP-bound traffic, reciprocal compeiwatevenue may decline significantly over time.

Our legacy Managed IP business consists primafitylusiness that was acquired in the Genuity &etian in 2003. We have not
invested in this service and are not actively lagkfior new customers. The decline in revenue ithatable to the disconnection of service by
existing customers. We expect this trend to coetim2006.

The SBC Master Services Agreement was obtaindaeiMtilTel transaction. Under the terms of the agrerst, SBC has gross
margin purchase commitments through 2009. Duedgaitmificance of the commitment, we have elecbeskgregate and report this contract
separately from our other communications servidés.earned revenue of approximately $25 millionitattable to this contract in 2005.

Information servicesrevenue increased 2% from 2004 to 2005 primarilg eessult of sales to a systems integrator on beh#te
Department of Navy in addition to increased sadethé small-medium business market customers. Wasspartially offset by an increase in
sales under software publishers’ agency licensingnams that result in only a service fee beinggezed as revenue, rather than the selling
price of the software. The software reseller induist seasonal, with revenue and Adjusted OIBDAdglly being higher in the second and
fourth quarters of our fiscal year.

Software Spectrum began experiencing an increasal@s under Microsoft's 6.0 licensing program sindgilar programs offered by
other suppliers in 2003. Under these programs, ergerprise-wide licensing arrangements are pris#éd and collected directly by the
software publishers. Software Spectrum continugsdwide sales and support services related t@ttieasactions and earns a service fee
directly from publishers for these activities. Wewognize the service fee we receive as revenuedrtie entire value of the software under
this program. Software Spectrum recorded approxitp&t74 million and $54 million of revenue attribbte to these types of contracts in
2005 and 2004, respectively. The estimated setlite of the software sold under these agreemeass3i.235 billion and $975 million for
the corresponding periods.

If Microsoft and the other suppliers are successfinplementing agency licensing programs, it waélult in a significant decline
the amount of information services revenue recaghlzy us. The decline in revenue is not expectdéthve a meaningful effect on operating
income (loss), as we should experience a correspgmcline in cost of revenue.

Coal mining revenue decreased to $74 million in 2005 compar&®1 million in 2004. The decline in revenue f603 is
attributable to a significant reduction in coaluggd to be purchased in 2005 under a contract Rétroit Edison from 2004 levels. We have
signed new agreements with Detroit Edison, but Vatier tonnage requirements and lower prices.

Cost of Revenudor the communications business, as a percentagevehue for 2005 and 2004 was 28% and 27%, ragphlctin
2005, we recognized $133 million of terminationerue, primarily related to 360networks and Frangledom in the first quarter. In 2004,
termination revenue was $113 million, most of whighs attributable to the McLeod transaction inftheth quarter. An increase in
termination revenue with no corresponding cosestnue, positively affected the percentage in petrs. Excluding termination
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revenue in 2005 and 2004, the cost of revenue pascentage of revenue, would have been 30% and 28¥ectively. The increase in 2005
is attributable to the increase in voice servicgsahich the corresponding cost of revenue is gahlyehigher than our other services.

The cost of revenue for Software Spectrum, as eepéaige of its revenue, was 91% for both 2005 &0d 2Software Spectrum is
very reliant on rebates received from software ighiers to improve its operating results. In 2008 2004, Software Spectrum earned
approximately $40 million and $42 million, respeety, in rebates which reduced cost of revenuetw&wé Spectrum does not earn rebates
from Microsoft on agency program sales. As a resisliagency program sales increase, the amouebafas earned from Microsoft is
expected to decline. This decline is partially effvy Software Spectrum earning, in general, highargins on Microsoft agency sales than
on Microsoft non-agency sales.

Cost of revenue, as a percentage of revenue, dazdll mining business was consistent for 2005288d at 72% and 73%,
respectively. The decrease in cost of revenuepgscaentage of revenue is attributable to the fadereesolution of certain production tax
issues related to prior periods that resulted$5 anillion decrease in the cost of revenue forrttieing business in the second quarter of 2!

We expect the cost of revenue as a percentageefiue for the coal mining business to increas®@d62s a result of new contra
signed in 2005 at lower tonnage requirements anwdrgrices.

Depreciation and Amortization expenses were $657 million in 2005, a 4% decraase 2004 depreciation and amortization
expenses of $682 million. The decrease is primatiigbutable to shorter-lived communications astlest were placed in service in prior
years becoming fully depreciated during 2004 ar@b2

Due to the acquisition of WilTel in the fourth gtearof 2005, we expect depreciation and amortinagpenses to increase in 2006
from 2005 levels.

Selling, General and Administrativeexpenses decreased 4% to $912 million in 2005 8847 million in 2004. This decrease is
primarily attributable to lower compensation andoéogee related costs resulting from the workforeduction for the communications
business which occurred in the first quarter of2@eclines in base compensation, bonus, travalyittng and facilities expenses all
contributed to the decrease in selling, generaleatministrative expenses in 2005 for the commuitinatbusiness. Also contributing to the
decline in operating expenses were lower advegisimarketing and bad debt expenses. Partially tifigethe reduction in communications
expenses was an increase in operating expenseéélficel since its acquisition in the fourth quartr2005. Also offsetting the reduction in
communications expense was the increase in thagedieneral and administrative expenses for in&tiom services business, primarily
related to an increase in headcount at Softwaret&pe.

Included in operating expenses for 2005 and 2004 %85 million and $44 million, respectively, ofmoash compensation and
professional expenses recognized under SFAS Norel2ted to grants of stock options, warrants aherostock-based compensation
programs. The $11 million increase in non-cash camsption expense is primarily attributable to #ricted stock units granted by us in
second quarter of 2005 resulting in increased valuke stock based compensation distributed to@yeps. We may make additional annual
grants of restricted stock units as part of ougkerm compensation program in addition to potéwirterly OSO grants to employees.

We expect selling, general and administrative egpsito increase in 2006 versus 2005 due to thasdbou of WilTel.

Restructuring and Impairment Chargeswere $23 million in 2005 and $16 million in 2004 e\Wecognized $15 million related to
the workforce reductions of the communications bess in North America
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and Europe. The employees affected by this workfoeduction provided support functions or worke@ctly on mature services. All
obligations attributable to the 2005 restructur@ngjvities were paid by December 31, 2005.

During 2005, we recognized $9 million in non-casipairment charges resulting from the decision mmieate projects for certain
voice services and IT projects in the communicatibasiness. The costs incurred for these projectsiding capitalized labor, were impair
as the carrying value of these projects exceedsdeaktimated fair value.

We recorded real property lease impairment chaw§&44 million for leases in North America and Epedn the fourth quarter of
2004. The charge resulted from the ceased useatafrtspace, the signing of subleases for existamant space at lower than estimated rates,
and extending the estimated sublease dates for\mlsant properties due to current market conditidde also recognized approximately
$2 million of restructuring charges related to dmgoing integration and restructuring of Softwape&rum that began in 2003.

Adjusted OIBDA is defined by us, as operating income (loss) froendonsolidated statements of operations, les®diggion and
amortization expense, less non-cash compensatfmener included within selling, general and admiaitin expense on the consolidated
statements of operations, and less the non-casiopof restructuring and impairment charges. At§dOIBDA is not a measurement under
accounting principles generally accepted in thetdthStates and may not be used by other compaieasmgement believes that Adjusted
OIBDA is an important part of our internal repogiand is an indicator of profitability and operagtiperformance used by the chief operating
decision maker or decision making group, especially capital-intensive industry such as telecomigations. Adjusted OIBDA excludes
interest expense and income tax expense and ahes/lgsses not included in operating income. Edialgi these items eliminates the
expenses associated with our capitalization andttaxctures. Note 19 of the consolidated finanstialements for the three years ended
December 31, 2005 provides a reconciliation of Atgd OIBDA for each of our operating segments dueach of these years.

Adjusted OIBDA for the communications business %458 million and $463 million for 2005 and 2004spectively. The decline
in 2005 is primarily attributable to the declinecommunications revenue partially offset by higteemination revenue recognized by us in
2005. The termination revenue recognized by u®052vas $133 million versus $113 million in 2004€eTdecline in revenue was offset by a
reduction in operating expenses primarily attriblgao lower compensation and employee relatedsaesulting from the workforce
reduction for the communications business whicluoed in the first quarter of 2005 and lower adgery, marketing and bad debt expenses.

Adjusted OIBDA for the information services busis@screased from $30 million in 2004 to $38 million2005. This increase in
Adjusted OIBDA for Software Spectrum was due toittieased sales and gross margin in 2005 parbéfiet by higher operating expenses
primarily related to an increase in headcount.

Adjusted OIBDA for the mining business decreasef1t® million in 2005, from $18 million in 2004. Thiecrease is due to the
expiration of higher margin contracts in 2004 whigdre replaced by contracts at lower prices aneétdannage in 2005.

Adjusted OIBDA for our other businesses decreasad hegative $1 million in 2004, to negative $3limil in 2005. This change
due to the increase in professional fee expens28dhb.

Interest Incomewas $35 million in 2005 increasing $22 million fra&gh3 million for 2004. The increase in interestome was due
to the increase in our average return on our platfo 2.8% in 2005 from 1.3% in 2004. The averagetfolio balance increased to
$1.2 billion in 2005 from $1.0 billion in 2004. R#ing utilization of cash and cash equivalents, mest our funds primarily in government
and government agency securities and money markdsf The investment strategy generally providegigields on the funds than on
alternative investments, but reduces the risk itocral in the short term prior to these funds heised in our business.
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We have elected to take advantage of the yieldecand purchase longégrm U.S. government securities. The maturity datethe
government securities ranged from November 2008utiin February 2008. Due to the WilTel acquisitiod axpected liquidity requiremen
we have classified certain government securitiesyipusly classified as held to maturity, as aydddor sale which means they are reported
at market value instead of cost at the end of¢penting period. We have characterized our remgiegturities as held to maturity.

Interest Expense, netncreased by $45 million to $530 million in 2005woared to 2004, primarily as a result of increanéztrest
expense from the issuance of our $880 million @hXDonvertible Senior Notes due 2011 in the secardtgr of 2005. In addition, there was
an increase in interest expense due to the aceretialiscount notes and higher interest rates @ndhiable rate debt. This was partially of
by the refinancing transaction that occurred inftheth quarter of 2004. We entered into a $730ionilSenior Secured Term Loan due 2011
and issued $345 million of 5.25% Senior Convertiitetes due 2011 in the fourth quarter of 2004. \Meduthe proceeds from these
transactions to repurchase approximately $1.1ohiltif our public debt due in 2008. Overall, therraificing transaction in the fourth quarter
of 2004 reduced our annual interest expense byoajpately $16 million in 2005 compared to the sgméod in 2004.

In addition, the extinguishment of the Allegian@pital lease obligation, assumed in the Genuitydipn, in the second quarter
of 2004 resulted in a decrease in interest expiena@05.

We expect interest expense to increase in 200Gesuét of the $692 million of debt exchanged omuzay 13, 2006, for debt with a
later maturity at a higher interest rate. The 2ib@8ease in interest expense would also includéntipied discount on the new debt.

Gain on Extinguishment of Debtwas zero in 2005 and $197 million in 2004. In tberth quarter of 2004, wepurchased portiol
of our 9.125% Senior Notes due 2008, 11% Senioeddtue 2008, 10.5% Senior Discount Notes due 2008.8.75% Senior Euro Notes (
2008. We repurchased portions of the outstandigsrat prices ranging from 83 percent to 89 peroktite repurchased principal balances.
The net gain on the early extinguishment of the,dabluding transaction costs, realized foreignrency losses and unamortized debt
issuance costs, was $50 million for these transastiln the second quarter of 2004, we paid apprataly $54 million and assumed certain
obligations to extinguish the Allegiance capitade obligation and recognized a gain of $147 milba the transaction.

Other, netis primarily comprised of gains and losses on #ie ef marketable securities and non-operatingtssssalized foreign
currency gains and losses and other income.

Income Tax Expensavas $8 million in 2005 compared to $6 million inQ20 In both periods we recognized tax expenseriice
foreign jurisdictions for Software Spectrum as veadlour coal business. In 2005, the communicabosiess incurred $2 million of
additional tax expense attributable to increasednme in various of our subsidiaries, including Caradl Software Spectrum, that are required
to file state and foreign income tax returns oegasate legal entity basis.

As of December 31, 2005, we had net operatingdasyforwards of approximately $5.9 billion for f@l income tax purposes. If
certain transactions occur with respect to ourteéptock that result in a cumulative ownershipngeof more than 50 percentage points by 5.
percent shareholders over a three-year periodtasndieed under rules prescribed by the U.S. IntdRezenue Code and applicable
regulations, annual limitations would be imposethwespect to our ability to utilize our net opérgtloss carryforwards and certain current
deductions against any taxable income we achiefigtime periods. We have entered into transactimes the last three years resulting in
significant cumulative changes in the ownershipuf capital stock. Additional transactions coulds&us to incur a 50 percentage point
ownership change by 5-percent shareholders amna ifigger the above-noted Internal Revenue Cog®samd limitations, prevent it from
fully utilizing net operating loss carryforwardsdhcertain current deductions to reduce income takkesdo not
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believe our net operating loss carryforwards walllimited in 2006 or thereafter, based on infororatvailable at the time of this filing.

Income from Discontinued Operationswas $49 million for 2005. During 2005 we sold oup$tructure business and as a result
reflected the operations of [Structure as discontinued operations recordingaijmgy income of zero and recognized a gain of iBiBon on
the sale.

Results of Operatior—Year Ended December 31, 2004 vs. Year Ended Deeei®b, 2003

Revenue for 2004 and 2003 is summarized as follows:

(dollars in millions) 2004 2003
Communication! $1,68¢ $1,947
Information Service: 1,861 1,92
Coal Mining 91 80
$3,637 $3,947

Communications revenue is segregated into thregyodes: (i) Core Communications Services (inclgdimansport and
infrastructure services, IP and data services eve@vices and Vyvx services), (i) Other Commutiices Services (including managed
modem and its related reciprocal compensation, Bjregation, and Managed IP services), and (i $#aster Services Agreement.
Revenue attributable to these groupings are idedtif the following table:

(dollars in millions) 2004 2003

Core Communications Service

Transportation and infrastructu $ 574 $ 77¢
IP and dat: 167 171
Voice 53 17
Vyvx — —
794 967

Other Communication Service
Managed Moden 48¢ 627
DSL aggregatiol 13¢ 99
Reciprocal Compensatic 15C 127
Managed IF 11t 127
891 98C
SBC Master Services Agreeme — —
Total Communications Reven $1,688  $1,947

Transport and infrastructure services revenueQivecreased significantly from 2003 primarilyaagsult of the recognition of
$344 million of termination revenue in 2003 ver$a97 million in 2004. In 2003, an amended IRU agreet originally executed in 1998
with XO Communications resulted in us recognizi2§4 million of revenue that had previously beeredefd, but did not result in any
incremental cash benefit to us. In December 20@4amd McLeod amended their 1999 agreement whichteesin us recognizing
$98 million of non-cash termination revenue for amis previously deferred. Excluding terminationenewe, transport and infrastructure
revenue increased 7% due to higher dark fiberageiline, wavelength and colocation revenue.

IP and data services revenue decreased in 2004acethfp 2003. The decline in the revenue attridatabthe core IP and data
services is primarily attributable to wholesaleshmiet access. Although
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demand for Internet services increased during 200de declines more than offset revenues reldtirthe increase in volume. This decrease
was partially offset by the increase in IP-VPN mave due to the growth in demand for the servicessits introduction in 2003.

Voice revenue in 2004 increased significantly prifgadue to the market acceptance of our voice teation and local inbound
products. In 2004 revenue attributable to thesdymts increased over 200% compared to 2003 duetedsed traffic on the network.

The decline in managed modem revenue is primauéy/td price declines in services and a reductichemumber of ports provid
to America Online. Partially offsetting the pricealines was an increase in managed modem usagaueeséributable to the acquisitions of
certain ICG and Sprint customer contracts at thigriming of the second and fourth quarters of 208dpectively. The managed modem
revenue in 2004 includes $38 million and $4 millattributable to the ICG and Sprint acquisitiorspectively.

In 2004, our largest managed modem customer, Am@fidine, informed us that it would reduce its alignurchases of fixed
service ports for its U.S. dial-up network. Amer{@aline reduced the number of ports it purchasas fus by approximately 25% in the
second half of 2004.

DSL aggregation services were $138 million in 2884 $99 million in 2003. We began providing DSLvésgs when we purchas
certain assets from Genuity in February 2003. Toegvth in DSL aggregation revenue is due to theusidn of revenue for the full period as
well as an increase in demand for the product.

Reciprocal compensation revenue increased to $150min 2004 from $127 million in 2003. This inease is primarily
attributable to the agreements reached with cariiethe second and third quarters of 2004.

In the third quarter of 2004, we and a local carigtered into an agreement that resolved ratess&u current and prior periods.
The agreement resulted in the recognition of apprately $67 million of reciprocal compensation reuwe in 2004. A portion of the revenue
recognized as a result of this agreement pertaisenvices provided in previous periods. Of thaltmdvenue recognized, we had received and
deferred approximately $31 million of proceeds pt®2004, which had been reflected as other ctiiarilities on the consolidated balance
sheet.

During the second quarter of 2004, we and BellSfintlized a new interconnection agreement, whédulted in us recognizing
approximately $10 million of reciprocal compensatievenue in the second quarter, which represeh&ethajority of the revenue to be
recognized in 2004 under this agreement. Givenaii@ngement, we expect to receive reciprocal cosgi®n revenue from BellSouth over
the three year term of the agreement.

We signed an amendment to its existing Interconme&greement with Verizon Communications in thedtguarter of 2004.
Under the agreement, the intercarrier compensadienfor local, ISP-bound traffic was set at $.0p@5 minute for 2004, $.00045 per minute
for 2005, and $.0004 per minute for 2006.

On February 14, 2005, we announced that we exeaum@thdments to our existing interconnection agreémigh SBC. The
amendments set the intercarrier compensation eatedal, ISP-bound traffic between the two comparat $.0005 per minute for the first
half of 2005; $.00045 per minute for the second &ia2005; and $.0004 per minute for 2006. Our adeehagreement with SBC covers
SBC'’s entire service territory, which includes @ainia, Texas, lllinois and 10 other states.

Managed IP revenue was lower in 2004 as we elewietb actively market these services to new custenThe revenue decline
due to customers disconnecting service was partfiibet by the inclusion of a full year of resuits this service. The Managed IP business
was acquired in the Genuity transaction in Febr2ag3.
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Information servicesrevenue decreased from 2003 to 2004 primarilyr@salt of an increase in sales under software ghlibis’
agency licensing programs that result in only &iserfee being recognized as revenue, rather theaselling price of the software. The
software reseller industry is seasonal, with reeesiod Adjusted OIBDA typically being higher in thecond and fourth quarters of our fiscal
year. Revenue from the Software Spectrum busines®adsed from $1,920 million for 2003 to $1,861iomlin 2004. Revenue declin
attributable to an increase in agency sales watalha offset by increased information technolaggending throughout the United States that
we and the IT industry began to experience in theth quarter of 2003. In addition, the strengthgrof the Euro and other foreign currenc
against the U.S. dollar resulted in an estimatetitiacial $88 million of information services revenin 2004 compared to 2003.

Software Spectrum began experiencing an increasal@s under Microsoft's 6.0 licensing program sindgilar programs offered by
other suppliers in 2003. Under these programs, ergerprise-wide licensing arrangements are pris#eéd and collected directly by the
software publishers. Software Spectrum continugsdwide sales and support services related t@ttieasactions and earns a service fee
directly from publishers for these activities. Wewognize the service fee we receive as revenuedrtie entire value of the software under
this program. Software Spectrum recorded approxp&54 million and $35 million of revenue attribbte to these types of contracts in
2004 and 2003, respectively. The estimated setlite of the software sold under these agreemeass3875 million and $661 million for t
corresponding periods.

Coal mining revenue increased to $91 million in 2004 compaoe$fB0 million in 2003. The increase in revenuettiskautable to a
12% increase in coal tonnage shipped to new arddilegicustomers partially offset by a lower averpgee per ton.

Cost of Revenudor the communications business, as a percentagevefue for 2004 and 2003 was 27% and 19%, ragphctin
2003, we recognized $346 million of terminationeeue, primarily related to XO Communications. I®20termination revenue was
$113 million, most of which was attributable to fileLeod transaction in the fourth quarter. The ggttion of this revenue, with no
corresponding cost of revenue, resulted in the ta@est of revenue as a percentage of revenue i8.20@R004, the ICG, KMC and Allegiar
transactions also resulted in additional netwonesses prior to migrating the customer traffic tio wetwork.

The cost of revenue for the information servicesifiesses, as a percentage of its revenue, was®@120G4 down from 92% in
2003. This decrease is attributable to an incraasales under new licensing programs implemenyesbftware publishers for which the cost
of revenue is minimal. Software Spectrum is vetiarg on rebates received from software publisheisprove its operating results. In 2004
and 2003, Software Spectrum earned approximatedynfiflion in rebates which reduced cost of reverg@ftware Spectrum does not earn
rebates from Microsoft on agency program salesa Aesult, as agency program sales increase, therdrmbrebates earned from Microsoft is
expected to decline. This decline is partially effdy Software Spectrum earning, in general, high&rgins on Microsoft agency sales than
on Microsoft non-agency sales.

Cost of revenue, as a percentage of revenue, dardhl mining business was consistent for 20042008 at 73%.

Depreciation and Amortization expenses were $682 million in 2004, a 16% decriras® 2003 depreciation and amortization
expenses of $813 million. The decrease is primatiifbutable to shorter-lived communications astlest were placed in service in prior
years becoming fully depreciated during 2003 ar@42(h addition, the McLeod intangible assets walg amortized during the third quar
of 2004. These decreases were partially offsehbyamortization expense attributable to the intalegassets acquired in the ICG and Sprint
acquisitions, completed in the second and fourtirtgus of 2004, respectively.

Selling, General and Administrativeexpenses decreased 8% to $947 million in 2004 8&r@27 billion in 2003. This decrease is
primarily the result of the synergies realized fribra Genuity transaction in the second half of 2893vell as declines in non-cash
compensation expense. The acquisition of Genuifeioruary 2003 initially resulted in higher competion, travel, training, contract
maintenance and facilities
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expenses for us. Throughout 2003, we were ablecarporate much of Genuity’s operations into its#xg support infrastructure and thus
was able to reduce the incremental workforce aspatie of excess facilities. Also contributing te tiecline in operating expenses were ¢
advertising, marketing and bad debt expenses ditaniffsetting these declines were increases irsatiing and professional fees associated
with our efforts to expand its voice services ardalop internal systems and processes. During 20@4eceived final property tax valuatic
and assessments from several jurisdictions forgrtgpaxes accrued in 2003. These assessmentdomenethan we had previously estimated
and, therefore, it reduced the property tax acdsyapproximately $3 million during 2004 for 200®perty taxes. During 2003, we received
final property tax valuations and assessments geweral jurisdictions for property taxes accrued@02. These assessments were lower thar
we had previously estimated and, therefore, it ceduthe property tax accrual by approximately $ioniduring 2003 for 2002 property
taxes.

Included in operating expenses for 2004 and 20@8¢ 844 million and $82 million, respectively, @mcash compensation and
professional expenses recognized under SFAS Notel2ted to grants of stock options, warrants aherostock-based compensation
programs. The decrease in non-cash compensati@mss(is attributable to a decline in the valuerahts distributed to eligible employees.
During the second quarter of 2004, our stockholdpmoved a proposal at the our 2004 annual mefdirtfe reservation of additional she
of common stock under our 1995 Stock Plan.

Restructuring and Impairment Chargeswere $16 million in 2004 and $40 million in 2003eWecorded real property lease
impairment charges of $14 million for leases in fgkmerica and Europe in the fourth quarter of 2004e charge resulted from the ceased
use of certain space, the signing of subleasesxisting vacant space at lower than estimated,ratesextending the estimated sublease «
for other vacant properties due to current marketlitions. We also recognized approximately $2iamillof restructuring charges related to
the ongoing integration and restructuring of Sofsv@pectrum that began in 2003.

During the first quarter of 2003, we announced ande reductions that affected approximately 1,20(ployees in the
communications business. We recorded restructatiagges of approximately $26 million related tosthactions in 2003.

In 2003, the information services business recaghiizl4 million of restructuring charges relateth® ongoing integration and
restructuring of Software Spectrum. These actiesslted in the termination of approximately 500 &pees in 2003. The restructuring
charges include $4 million for lease terminatiostsdor facilities we had ceased using.

Adjusted OIBDA is defined by us, as operating income (loss) frbendonsolidated statements of operations, les®digpion and
amortization expense, less non-cash compensatfmener included within selling, general and admiaitin expense on the consolidated
statements of operations, and less the non-casiopof restructuring and impairment charges. At§dOIBDA is not a measurement under
accounting principles generally accepted in thetééhStates and may not be used by other compaiiebelieve that Adjusted OIBDA is an
important part of the our internal reporting anaisindicator of profitability and operating perteince used by the chief operating decision
maker or decision making group, especially in ateimntensive industry such as telecommunicatidxdjusted OIBDA excludes interest
expense and income tax expense and other gaireslass included in operating income. Excluding ¢higsms eliminates the expenses
associated with our capitalization and tax struegur

Adjusted OIBDA for the communications business 463 million and $735 million for 2004 and 2003pectively. The decrea
in 2004 was primarily attributable to $346 milliohtermination and settlement revenue recognizedsoiyn 2003 versus $113 million in 20
Also contributing to the decrease in 2004 was dinken managed modem revenue and incremental meteasts incurred from the Sprint,
ICG, KMC and Allegiance transactions. These desliwere partially offset by decreased selling, galreand administrative expenses
discussed above.
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Adjusted OIBDA for the information services busisé@screased from $9 million in 2003 to $30 millifam 2004. Adjusted OIBDA
for Software Spectrum increased as a result of l@wst of revenue, as a percentage of revenuessasibled above as well as the absence of
restructuring charges recorded in 2003.

Adjusted OIBDA for the mining business increaseglgly to $18 million in 2004, from $17 million iB003. The increase was due
to increased revenues as discussed above with cabipaelling, general and administrative expebséseen periods.

Adjusted OIBDA for our other businesses increasethfnegative $5 million in 2003, to negative $1lioil in 2004. The increase
was attributable to the receipt of $5 million ofimance proceeds which related to our previoussinvent in packaging businesses. These
proceeds represent the recovery of certain leghkanironmental expenses incurred in prior yeard,therefore reduced selling, general and
administrative expenses.

Interest Incomewas $13 million for 2004 compared to $18 million2d03. The decrease was primarily attributabldéodecline il
the average cash and marketable security portialiance offset slightly by an increase in the wesdtaverage interest rate earned on the
portfolio. Our average return on its cash and eaglivalents increased from 1.1% in 2003 to 1.3%004 while the average cash balance
decreased from $1.5 billion during 2003 to $1.0dwil during 2004.

Interest Expense, netlecreased by $82 million from $567 million in 20035485 million in 2004. Interest expense decreased
primarily as a result of the repayment of the $&.b2lion senior secured credit facility during tfeurth quarter of 2003, which included a
$24 million charge to interest expense for the unrdimed deferred debt issuance costs attributabilee termination. Also contributing to the
decrease was the conversion of $480 million of@u@bnvertible Subordinated Notes into our commoglsin the second quarter of 2003,
reduced interest charges on debt repurchased werted to equity during or after the second quat&003, and the extinguishment of the
Allegiance capital lease obligation during the setquarter of 2004. We also repurchased portiormanB.125% Senior Notes due 2008,
11% Senior Notes due 2008, 10.5% Senior DiscoutgdNdue 2008 and 10.75% Senior Euro Notes due @d@&g the fourth quarter of
2004, thereby reducing interest charges on thetss nbhese decreases in interest expense werdysbffiset by increased interest expense
from the issuance of a $730 million Senior Secdredn Loan due 2011 and 5.25% Senior Convertibleedldtie 2011 in the fourth quarte
2004 as well as the issuance of 2.875% Converdibldor Notes due 2010 in the second quarter of 20@3he issuance of 9% Convertible
Senior Discount Notes due 2013 and 10.75% Senite\tue 2011 in the fourth quarter of 2003.

Gain on Extinguishment of Debtwas $197 million in 2004 and $41 million in 2008.the fourth quarter of 2004, we repurchased
portions of our 9.125% Senior Notes due 2008, 1&#i@ Notes due 2008, 10.5% Senior Discount NotesaD08 and 10.75% Senior Euro
Notes due 2008. We repurchased portions of theéamdig notes at prices ranging from 83 perce8Btpercent of the repurchased princi
balances. The net gain on the early extinguishmkthte debt, including transaction costs, realifmedign currency losses and unamortized
debt issuance costs, was $50 million for thesestretions. In the second quarter of 2004, we pagidoimately $54 million and assumed
certain obligations to extinguish the Allegianceita lease obligation and recognized a gain of/dhlion on the transaction.

In the fourth quarter of 2003, we exchanged $6lionilaggregate principal amount of our 9.125% SeNiotes due 2008,
$53 million aggregate principal amount of our 11&6i®r Notes due 2008, $26 million aggregate prialcgmount of our 11.25% Senior
Notes due 2010, and $212 million face value ($210om carrying value) of our 10.5% Senior Discoutibtes due 2008. We issu
approximately 20 million shares of our common stacith approximately $105 million in exchange fbese senior notes. The net gain on
the early extinguishment of the debt, includingrapéized debt issuance costs, was $37 millionHesé transactions.

In the third quarter 2003, we exchanged $18 milaggregate principal amount of our 11% Senior Ndtes2008, $23 million of
our 9.125% Senior Notes due 2008 and $2 milliorreggfe principal amount of
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our 11.25% Senior Notes due 2010. We issued appaigly 7 million shares of our common stock witlnarket value of approximately
$41 million. The net gain on the early extinguisiinef the debt, including unamortized debt issuattsts, was $2 million for these
transactions.

In the second quarter of 2003, we exchanged $10@maggregate principal amount of our 9.125% Seiotes due 2008. We
issued approximately 13 million shares of our comrstmck with a market value of approximately $9@ion. The net gain on the early
extinguishment of the debt, including transactiosts and unamortized debt issuance costs, waslf@mmi

Other, netincreased to a gain of $39 million in 2004 fronosd of $107 million in 2003. In 2004, we realizeglaén of $23 million
on the sale of Commonwealth Telephone common stndka $9 million gain associated with the saleesfain investment securities. In 20
we realized a gain of $70 million from the sale¢'@f Express Lanes” toll road and $200 million oflired conversion expense resulting from
our conversion of convertible debt securities.

Income Tax Expensdor 2004 was a $6 million provision compared toeadfit of $50 million for 2003. In 2004, we recoped tax
expense in certain foreign jurisdictions for Softev&pectrum as well as the our coal business.08,20e Internal Revenue Service
completed the audit of the our 1996 and 1997 Féteexaeturns. The resolution of these federalaadits and other state tax issues primarily
related to our coal mining operations, resultedsmeducing our deferred tax liabilities by approately $50 million in 2003.

Loss from Discontinued Operationsvas $12 million for 2003. During 2003 we sold ouF®IN business and recorded as
discontinued operations, operating income of $1iflani(from acquisition in February 2003 through #ale in December 2003). We did not
recognize a gain or loss on this transaction, asdtirred within the one year “allocation perioddyided under SFAS No. 141.

During 2003, we also exited Software Spectrum’sactrservices business and recorded a loss frazomtisued operations of
$7 million, including a loss of $9 million on thels of the business.

We have included the 2003 operating loss of $1Hanitelated to the operations of Structure in discontinued operations as a
result of the sale of thei {Structure business in 2005.

Cumulative Effect of Change in Accounting Principleof $5 million resulted from the adoption of SFAS.N@3 as of January 1,
2003. The $5 million of income reflects the netradpain accrued reclamation liability attributabdeour coal operations.

Financial Condition—Year Ended December 31, 2005 Year Ended December 31, 2004
Cash flows provided by (used in) continuing opexadifor the year ended December 31 are as folldelfafs in millions):

Year Ended
December 31,

2005 2004
Communications*’ $(122) $(121)
Information Service — 45
Other 2 (@D}
Total $(120) $ (77)

** Includes interest expense net of interest inc
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Cash flows from continuing operations for the cominations business in 2005 were negatively affebiewVilTel in 2005. As a
result of the fluctuations in working capital beemethe close date of December 23, 2005 and Dece®ih@005, WilTel had negative cash
flows from operations of $61 million. Cash flowsrdtutable to changes in working capital for thésérg communications business provided
incremental cash of $90 million in 2005. Favordhletuations in accounts receivable, accounts payaid other current liabilities
contributed to the increase. An increase in intggagments of $30 million in 2005 partially off¢be positive changes in working capital.

Cash provided by continuing operations for the fimfation Services business declined in 2005 asudt r@fsworking capital
changes. Unfavorable fluctuations in accounts ved®é and other current assets, were partiallyebfiy increases in accounts payable and
deferred revenue. An increase in adjusted OIBDAf&80 million for the year ended December 31, 28@#pared to $38 million for the
year ended December 31, 2005 patrtially offset #wehse in cash caused by changes in working te

The increase in cash from continuing operationsHerother businesses is primarily attributablthtopayment of state tax
obligations in 2004 for which liabilities had preusly been recorded, partially offset by higherrafiag income, including insurance
proceeds received in 2004.

Investing activities in 2005 include $648 milliosad to purchase marketable securities, $305 millg@d for capital expenditures,
primarily in the communications business, and $3@8on for the acquisition of WilTel, net of $12illion of cash acquired in the
transaction. In addition, we invested $10 milliorei communications equipment company and was medjtdrincrease its restricted cash and
securities by $4 million. Partially offsetting tteesash outflows were $584 million and $11 millidrpooceeds from the sale of and maturit
marketable securities and excess property, plahegnipment, respectively.

Financing sources in 2005 consisted of $877 miltiod $66 million of net proceeds from the issuasfaie 10% Convertible
Senior Notes and the refinancing of the HQ Realtytgage, respectively. We repaid $130 million dbtde 2005, which was comprised
primarily of amounts owed under the HQ Realty mage and the Genuity capital leases in 2005 of $dillion and $24 million, respectivel

Net Cash Provided by Discontinued Operations iresutie sale of the our {Structure business in 2005, which resulted in
$82 million of cash proceeds. During 2005)$tructure consumed $8 million of cash for operatwtivities and capital expenditures.

Off-Balance Sheet Arrangements

We have not entered into off-balance sheet arrapgtsrthat have had, or are likely to have, a ctwefuture material effect to our
results of operations or our financial position.
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Contractual Obligations

The following tables summarize our contractual gdgions and commercial commitments at Decembe?@15, as further
described in the notes to our consolidated findstéements.

Less thar
1-3 4-5 After 5

Payments Due by Period Total 1 Year Years Years Years
Contractual Obligations

Long-Term Debt, including current portic $6,02¢ $ — $1,291 $2,02¢ $2,707

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

Asset Retirement Obligatiot 181 3 5 11 162

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

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

Letters of Credi 19 3 4 — 12

Our debt instruments contain certain covenants lwtamong other things, limit additional indebtednelvidend payments, certain
investments and transactions with affiliates. Ifsteuld fail to comply with these covenants, amsuhte under the instruments may be
accelerated at the note holder’s discretion afterdieclaration of an event of default.

Long-term debt obligations reflect only amountsoreled on the balance sheet as of December 31, 280&. December 31, 2005,
the outstanding obligation of $252 million of 9% r@ertible Senior Discount Notes due in 2013 hadameteted to its face value. These n
will accrete to their full face value of $295 milii in the fourth quarter of 2007.

Interest expense obligations assume interest oateariable rate debt do not change from DecembgP@05. In addition, interest
calculated based on debt outstanding as of Dece®&Ih&005 and on existing maturity dates.

Purchase obligations represent all of our outstandurchase order amounts as of December 31, 20@%ave not been reduced
for obligations that have been recorded in cedaitounts on the consolidated balance sheet at heredi, 2005.
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BUSINESS
Through our operating subsidiaries, we engage pilyria the communications and information servitesinesses.

We are a facilities based provider (that is, a glewthat owns or leases a substantial portiom@foiant, property and equipment
necessary to provide services) of a broad rangaedrated communications services. We have cregtaterally by constructing our own
assets, but also through a combination of purcheasi leasing other companies’ assets and fasijlitier communications network. Our
network is an advanced, international, facilitiesddd communications network. We designed our né&tteoprovide communications servic
which employ and take advantage of rapidly imprguimderlying optical and Internet Protocol techgis.

Market and Technology Opportunity. We believe that ongoing technology advancdxoth optical and Internet Protocol
technologies have been revolutionizing the commatioos industry. We also believe that these adwahage, and will continue to, facilitate
decreases in unit costs for communications sepviceiders that are able to most effectively takeaamtiage of these technology advances.
Service providers that can effectively take advgataf technology improvements and reduce unit cotde able to offer lower prices,
which, we believe, will stimulate substantial inases in the demand for communications servicesbé&lieve there are two primary factors
that are continuing to drive this market dynamic:

. Rapidly Improving Technologie Over the past few years, both Internet Protaodl optical based networking technologies
have undergone extremely rapid innovation, dudgrige part, to market based development of undwegltéchnologies. This
rapid technology innovation has resulted in botlinaprovement in price-performance for optical antkinet Protocol
systems, as well as rapid improvement in the fonetlity and applications supported by these tedgies. For example, the
improvements are enabling Voice-over-IP servicegaP that are challenging traditional telephonenoek or PSTN
services. We believe that this rapid innovatiorl wdintinue well into the future across a numbedifferent aspects of the
communications marketplac

. High Demand Elasticity We believe decreases in communications sereiosts and prices cause the development of new
bandwidthintensive applications, which, over time, resuleiren more significant increases in bandwidth dembmaddition
we believe that communications services are dsebstitutes for other, existing modes of informatitistribution such as
traditional broadcast entertainment and distributib software, audio and video content using plalsitedia delivered over
motor transportation systems. We believe that astenications services improve more rapidly thas¢haternative content
distribution systems, significant demand will bengeated from these sources. We also believe thghtdiasticity of demand
from both these new applications and the subsiituir existing distribution systems will continfge the foreseeable future.
We believe that while high demand elasticity wil imanifested over time, government regulation amdrounications supply
chain inefficiencies may cause realization of dethi@nbe delayec

. In connection with our belief that communicatioesvices are direct substitutes for existing modesformation distribution,
and for other strategic and tactical reasons, d2D02, we entered the businesses of direct magkeficomputer software
and computer software license management. Todsybhtisiness is conducted by our subsidiary Soft&aectrum

We believe that companies will, over time, seebiinfation technology operating efficiency by puréhgsoftware functionality
and data storage as commercial services procurdbovadband networks such as our network or a®orted services that also use a
broadband network for delivery to the customer. Mgkeve that the combination of our network infrasture and service development
capabilities, and Software Spectrin@xpertise in software lifecycle management andketiag, as well as strong customer relationshipey
position us to benefit as companies change the eranmwhich they buy and use software capability.
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We also believe that there are several significaptications that result from this market dynamic:

Incorporating Technology Change Given the rapid rate of improvement in optiaadl Internet Protocol technologies, th
communications service providers that are most#tfe at rapidly deploying new services that taleaatage of these
technologies will have an inherent cost and seracheantage over companies that are less effedtideoying new services
that use these technologi

Capital Intensity. The rapid improvements in these technologiesthe need to move to new technologies more quickly
results in shortened economic lives of underlyisgess. To achieve improvements in service capalind unit cost
reductions, service providers must deploy new gaitars of technology sooner, resulting in a morgtekintensive business
model. Those providers with the technical, operati@nd financial ability to take advantage of thgid advancements in
these technologies are expected to have highehdbsapital requirements, shortened asset liegsdly decreasing unit co:
and prices, rapidly increasing unit demand anddriglash flows and profit

Industry Structure As a result of the rapid innovation in undentyitechnologies, the communications industry has be
visibly shifting from a utility model to a techn@g model. Just as in the computing industry, wineaeket based standards
and rapid price performance improvements haveeaxXiflr over 20 years, it is extremely difficult farsingle communications
company to be best-of-class across a wide variatjsoiplines in a rapidly changing environmentiti&a, an opportunity
exists for companies to focus on areas in whick e significant competitive advantages and agwsignificant market
share in such area of market foc

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

Offer a Comprehensive Range of Communications &=rtd Bandwidth Intensive Users.We provide a comprehensive
range of communications services designed to rheat¢eds of the top global bandwidth customersjshaustomers that are
of higher credit quality and have existing demaudtiie services that we sell. These service offigrinclude: Softswitch and
voice services including managed modem for thewpahccess business, wholesale VolP componentssrand consumer
oriented VolIP services, wholesale voice terminaservices, Internet Protocol and data servicesidiayy IP VPNs and
broadband transport services such as wavelengthisfiber and private line services including tr@eeanic, backhaul,
intercity, metro and unprotected private line seegi field technical services and colocation servicdse @vailability of these
services varies by locatio

Beginning in 2003, we embarked on a program to ldgveew services that take advantage of the investiinat we
have made in our network and that generally tdegge, existing markets for communications servid@ésough this effort we
have increased significantly our addressable mdnketdding new voice and data services that takerddge of the geographic
coverage and cost advantages of our network. Tagawgre continuing these efforts. These servicgsde: wholesale VolP
component services; consumer oriented VoIP sertiwsare sold to service providers such as incmtibeal exchange
carriers, ISPs and broadband cable companiesyranshbrt and data services.

We provide customers with several options for asiogsour intercity network—including our metropalit networks
and colocation facilities. Our metropolitan netwodnable us to connect directly to points of higfffit aggregation. These
traffic aggregation facilities are typically loaaitis where our customers wish to interconnect withiratercity network. Our
metropolitan networks allow us to extend our netns®rvices to these aggregation points at low cést®f December 31,
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2005, we had metropolitan networks totaling apprately 14,860 conduit miles and approximately 70@,fber miles in the
United States, and approximately 3,580 conduit sralled approximately 155,000 fiber miles in Europe.

We believe that providing colocation services icilfaes directly connected to our network attractenmunications
intensive customers by allowing us to offer thogstemers reduced bandwidth costs, rapid provisgofradditional
bandwidth, interconnection with other third pargtworks and improved network performance. Therefweebelieve that
having colocation facilities in our larger netwa@e&cess locations that we refer to as Gatewaysgeewis with a competitive
advantage. Additionally, our metropolitan netwoaliew us to compete for certain local communicagitnaffic, which
constitutes a significant percentage of the comoatiins market. As of December 31, 2005, we hadredcapproximately
6.7 million square feet of space for our Gateway emlocation facilities and other technical spacé had completed the build-
out of approximately 4.8 million square feet ofstepace.

With the acquisitions of Progress Telecom and IGEn@unications, and the proposed acquisition of ded; we
have embarked on a strategy to further expandwueit presence in regional and metropolitan markéte strategy will allo
us to terminate more of our intercity and locafficaover our owned metro facilities rather tharyimg third parties to terminate
such traffic. We offer a broad range of communaagiservices in our metropolitan markets with dipalar emphasis on
bandwidth intensive enterprises and service prosidehe expansion into new metro markets shoulu @igvide additional
opportunities to sell services on our national embernational networks.

For those locations that are not on our networkywoek with other network providers to access thasstomer
locations.

. Target Top Global Bandwidth CustomersOur primary communications services distribatitrategy is to utilize a direct
sales force focused on high bandwidth usage busge3hese businesses include incumbent local egelaarriers,
established next generation carriers, internatioaaiers also known as PTTs, major ISPs, broadbabtE television
operators, wireless providers, major interexcharageers, governments, enhanced service providgstem integrators,
satellite companies, academic consortia and mediaatertainment content providers. Providing comigations services to
these businesses is at the core of our marketiagattategy since bandwidth generally represestsbatantial portion of
these businesses’ costs. We include as wholessiemars those customers that purchase signifieaotiats of capacity to
serve the needs of their customi

. Provide Low Cost Backbone Services Through An Upeable Backbone Netwoi  Our intercity and metropolitan networks
have been designed to provide high quality comnatinns services at a lower cost. Our network arginass processes are
designed to enable us to cost effectively depldyreugenerations of optical and IP networking conguts (both fiber and
transmission electronics and optronics) and theesdpand capacity and reduce unit costs. In addibanstrategy is to
maximize the use of open, non-proprietary intefdoethe design of our network software and haréwa@his approach is
intended to provide the company with the abilityptorchase the most cost effective network equiprfrent multiple vendors
and allow us to deploy new technology more rapéaiig effectively

. Pursue Acquisition Opportunitie  We continuously evaluate possible acquisitippastunities, primarily opportunities in
the communications industry. In evaluating potédra@uisition opportunities, among other critevie, evaluate the potential
acquisition according to the transaction’s abiliygenerate positive cash flow from high creditlgqu@ustomers. For these
opportunities, we generally look for companies wihurring revenue that come predominantly frorvises we already
provide, in geographic areas that are already dewith customers that are consistent with ourtgigscustomer base. As we
seek to expand the addressable market fo
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services, we also evaluate opportunities that wexfzthnd our service capabilities. Transactionswhoatid be included in this
category would expand the geographic scope of etwark or would provide capabilities for additionmbducts or distribution
channels. For these opportunities, we generallgiden whether the targeted company’s distributioatsgy is consistent with
our strategy and whether management believesttadatget’'s current and/or future revenues candrefisantly increased
and/or expenses can be significantly reduced asudtrof a combination with our operatio

Develop Advanced Operational Processes and BusBgggort System We have developed and continue to develop
substantial and scalable operational processebusidess support systems specifically designedadble us to offer services
efficiently to our targeted customers. We beligwvat these systems offer our customers industryriggzerformance
standards, reduce our operating costs, give otomgss direct control over some of the serviceg they from us and allow
us to grow rapidly while minimizing redesign of dursiness support syster

Attract and Motivate High Quality Employet We have developed programs designed to atrattetain employees with
the technical and business skills necessary fobosiness. The programs include our OutperformiS@tion program

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

Experienced Management Tee We have assembled a management team that igeebed well suited for our business
objectives and strategy. Our senior managemensiiastantial experience in leading the developmmeatketing and sales of
communications and information technology prodacts services and in managing, designing and caristgumetropolitan,
intercity and international network

Softswitch based Co-Carrier Network.Our experience in operating our Softswitch das®ecarrier network is combined
with a set of infrastructure and other managemep¢ences, which include extensive local interamtion with local
exchange carriers, experience in scaling a Softeviased platform, and an ability to provide seamisterconnection to the
traditional telephone network or PSTN. We belidwat bur extensive coarrier network and Softswitch infrastructure pome
us with a competitive advantage in the emergingcs-ovel-IP marketplace

Market Neutrality. Although we are seeking to expand the sizeuofagldressable market by developing services teat a
sold to consumers, we generally do not focus dimgalirectly to these customers. Rather, we tatigese customers in an
indirect manner. As a result, we are not in a pmsivhere we typically compete with our targetedtomer base for these end
user customers. We believe this positions us tormneche vendor of choice for consumer orientedisemproviders looking t
fill gaps in their communications service offerin

Advanced IP Backbon We operate one of the largest internationald®vorks or backbones. By building and operating
own intercity and metropolitan networks in North Arica and Europe, we are able to provide customignsuniformity in
performance across our entire network. Our IP sesvieliver a broad range of IP transit and netwtdgcconnection
solutions tailored to meet the varied needs of higihdwidth companie:

A More Readily Upgradeable Network Infrastructt  With respect to a substantial portion of oummek, the network was
designed to take advantage of recent technolowinalations, incorporating many of the featured #ra not present in older
communication networks, and provides us flexibitiytake advantage of future developments and iatiavs. We designed
the transmission network to optimize all aspectbafr and optronics simultaneously as a systedetiver the lowest unit
cost to our customers. As fiber and optical trassion technology changes, we expect to realizeum@icost improvements
by deploying the most cost efficient technologieshie Level 3 Network. We believe that our netwdésign will enable us to
continually lower costs and prices while enjoyingher margins than our competito
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. Integrated En+to-End Network Platform. Our strategy has been and continues to beployleetwork infrastructure in
major metropolitan areas and to link these netwuaikis significant intercity and trans-oceanic neti®in North America and
Europe. We believe that the integration of our wm@tiitan and intercity networks with our colocati@eilities will expand th
scope and reach of our oret customer coverage, facilitate the uniform dgmlent of technological innovations as we mar
our future upgrade paths and allow us to grow alesour service offerings rapidly. We believe thatare the only global
communications service provider with the unique biration of large fiber count, multi-conduit metasipan networks,
generally uniformly deployed mu-conduit intercity networks and substantial colamatiacilities.

Our Network

Our network is an advanced, international, faelitbased communications network. Today, we prignpridvide services over our
own facilities. At December 31, 2005, our netwonkc@mpasses:

. an intercity network covering approximately 48,08i{es in North America;

. leased or owned local networks in approximately llb@th American markets;

. an intercity network covering approximately 3,60es across Europe;

. leased or owned local networks in approximatelfERfopean markets;

. approximately 6.7 million square feet of Gateway &ransmission facilities in North America and Bupand

. a 1.28 Thps transatlantic cable system.

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

. Multiple conduits. In approximately 19,400 milesaefr network, we have installed groups of 10 ta@@duits in our intercity
network. We believe that the availability of spaoaduit will allow us to deploy future technolodid@anovations in optical
networking components as well as providing us withflexibility to offer conduit to other entitie

. Initial installation of optical fiber strands des&p to accommodate dense wave division multipletiagsmission technology.
In addition, we believe that the installation ofuse optical fibers will allow a combination of gteawavelengths of light per
strand, higher transmission speeds and longer gdiyspacing between network electronics. We al§evmethat each new
generation of optical fiber will allow increasestire performance of these network design aspedtsvdhtherefore enable
lower unit costs

. High speed SONET transmission equipment employétighealing protection switching and designed fighhquality and
reliable transmission. We expect that over timeN&D equipped networks will be replaced with netwddsigns that employ
a “mesh” architecture made possible by advancesiical technologies. A mesh architecture allowsiees to establish
alternative protection schemes that reduce the ahaficapacity required to be reserved for protecpurposes

. A design that maximizes the use of open, non-petgny hardware and software interfaces to allow é&stly upgrades as
hardware and software technology improy

During the first quarter of 2001, we completed construction activities relating to our North Antann intercity network. Also
during 2001, we completed the migration of custotregfic from our original leased capacity netwaokour completed North America
intercity network. During 2000, we had substangiall
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completed the construction of this intercity netkvddeployment of the North American intercity netkovas accomplished through
simultaneous construction efforts in multiple laoas, with different portions being completed dfetient times. In 2003, we added
approximately 2,985 miles to our North America oty network as part of the Genuity transactiamj & 2005, we added approximately
30,000 miles to our intercity network as part & WWilTel Communications transaction.

In Europe, we have completed construction of opragdmately 3,600 route mile fiber optic intercitgtwork with characteristics
similar to those of the North American intercitythwerk in a two ring architecture. During 2000, wantpleted the construction of both Ring 1
and Ring 2 of our European network. Ring 1, whichpproximately 1,950 miles, connects the majoofean cities of Paris, Frankfurt,
Amsterdam, Brussels and London and was operatairiaécember 31, 2000. Ring 2, which is approxinyateh50 miles, connects the major
German cities of Berlin, Cologne, Dusseldorf, Ffani¢ Hamburg, and Munich. Ring 2 became operatidngng the first quarter of 2001.

During 2002, we completed an expansion of our Eemopoperations to seven additional cities. Thetimthdil European cities
include: Karlsruhe and Cologne, Germany; MilanlyltZurich and Geneva, Switzerland; Madrid, Spaingd Stockholm, Sweden. Our
expansion to these additional locations was fatdd through the acquisition of available capaftdyn other carriers in the region. During
2003, we completed an expansion of our Europearatipes to four additional cities. The additionair&pean cities include: Copenhagen,
Denmark; Leipzig, Germany; Manchester, England\dietina, Austria. In addition, during 2004, we coatpl an expansion of our Europe
operations to Dublin, Ireland and Prague, CzechuBlp During 2005, we completed an expansion ofEewropean operations to Warsaw,
Poland. In 2006, we expect to obtain dark fibemgrilly in those cities currently served by leaset/@length capacity. We expect to use the
dark fiber with appropriate transmission equipntergell a full suite of transport and IP products.

Our European network is linked to the Level 3 Ndktherican intercity network by the Level 3 tranaatic 1.28 Tbps cable syste
which was also completed and placed into serviecend2000. The transatlantic cable system—whichever to as the Yellow system—has
an initial capacity of 320 Gbps and is upgrade&ble.28 Thps. The deployment of the Yellow systeas wompleted pursuant to a co-build
agreement announced in February 2000, whereby Gliybasing Ltd. participated in the constructionanid obtained a 50% ownership
interest in, the Yellow system. Under the co-baigpteement, we and Global Crossing Ltd. each noaraggly own and operate two of the
four fiber pairs on the Yellow system. We also amiadditional capacity on Global Crossing Ltdransatlantic cable, Atlantic Crossing 1,
during 2000 to serve as redundant capacity fofibar pairs on the Yellow system. In connectionhatite WilTel acquisition, we have
secured additional capacity on Global Crossingiagatlantic cable, Atlantic Crossing 1, and TAT4142006, we purchased 300 Gigabits of
transatlantic capacity with the right to purcha®8 &igabits of additional capacity from Apollo Sudmime Cable System Ltd. We are also
now a consortium partner on the Japan-US, ChinatuSSouthern Cross cable systems.

We established an Asia Pacific headquarters in Hag in 1999, and during 2000 we completed andchegdésateway facilities in
Tokyo and Hong Kong. In January 2000, we annoumcedntention to develop and construct a NorthesieAindersea cable system initially
connecting Hong Kong and Japan. The Hong Kdagan cable was intended to be the first stagerodanstruction of an undersea networl
the region. At that time, we indicated our intentto share construction and operating expensdsedtstem with one or more industry
partners. In December 2000, we signed an agreeimentlaborate with FLAG Telecom on the developmafrithe Northern Asia undersea
cable system connecting Hong Kong, Japan, Kored aivdan.

During the fourth quarter of 2001 we announceddisposition of our Asian operations in a sale teatisn with Reach, Ltd.
Although we believed that Asia represented anctir@ longer-term investment opportunity, givenreat volatile market and economic
conditions we determined that it was necessargdad our resources, both capital and manageriaghmmmediate opportunities provided
our operational assets in North America and Eurdpés transaction closed on January 18, 2002.
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We have built one of the largest IP networks inwleld, which as of December 31, 2005, carries axiprately 3.7 petabytes of
traffic per day.

Local Market Infrastructure. Our local facilities include fiber optic metmigan networks connecting our intercity networldan
Gateway'’s to ILEC and CLEC central offices, longtdince carrier points-of-presence or POPs, buidimyising communication-intensive
end users and Internet peering and transit faslitDur high fiber count metropolitan networksallgs to extend our services directly to our
customers’ locations at low costs, because thdaditily of this network infrastructure does notjugre extensive multiplexing equipment to
reach a customer location, which is required inr@g fiber constrained metropolitan networks.

We had secured approximately 6.7 million squaredéspace for our Gateway and transmission faaslias of December 31, 2005,
and had completed the buildout of approximatelymilion square feet of this space. Our initial 8aay facilities were designed to house
local sales staff, operational staff, our transioisg&nd Internet Protocol routing and Softswitctilfées and technical space to accommodate
colocation services—that is, the colocation of pment by high-volume customers, in an environméntaintrolled, secure site with direct
access to our network generally through dual, faldrant connections. Our newer facilities aradglby larger than our initial facilities and
were designed to include a smaller percentagetalf square feet for our transmission and Intermetd@ol routing/Softswitch facilities and a
larger percentage of total square feet to supmdocation services. Availability of these servisgsies by location.

As of December 31, 2005, we had operational, faslibased local metropolitan networks in 27 U.&rkets and nine European
markets.

As of December 31, 2005, we had approximately 1a€kets in service in North America and approximagfl markets in service
in Europe.

Vyvx. Our Vyvx subsidiary transmits audio and videogsamming for its customers over our filmgtic network and via satellit
It uses our network to carry many live traditiobhabadcast and cable television events from theo$itke event to the network control centers
of the broadcasters of the event. These eventsdadive sporting events of the major professi@mpalrts leagues, including the last seventeen
Super Bowls®. For live events where the location is not knowmadvance, such as breaking news stories in relmgagons, Vyvx provides
an integrated satellite and fiber-optic networkeuaservice to transmit the content to its customdost of Vyvx's customers for these
services contract for the service on an event-lgnrtbasis; however, Vyvx has some customers whe hakchased a dedicated pointgimint
service, which enables these customers to tragsogramming at any time.

Vyvx also distributes advertising spots to radid élevision stations throughout the United Statesh electronically and in
physical form. Customers for these services cdizeith network-based method for aggregating, mangggitoring and distributing content for
content owners and rights holders.

Recent Acquisition

On May 31, 2006, we acquired ICG Communication& ICommunications primarily provides transport, il &oice services to
wireline and wireless carriers, Internet servicevpters and enterprise customers. ICG Communicsitioetwork has over 2,000 metro and
regional fiber miles in Colorado and Ohio and inigla approximately 500 points of presence. ICG Comications serves more than 1,600
customers.

On April 30, 2006, we signed a definitive agreemerdacquire TelCove. TelCove is a leading factitased provider of
metropolitan and regional communications servioekiding transport, Internet access and voice sesviTelCove’s network has over 22,000
local and long haul route miles serving 70 marlket®ss the eastern United States, with approxisndtéD0 buildings that are located on its
networks.
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Our Communications Services

We offer a comprehensive range of communicationgcs, which currently include the following:

Switched Services. We pioneered and developed the Softswitch—ilolised computer system that emulates the funstion
performed by traditional circuit switches—which bles us to control and process voice and data cadisan Internet
Protocol network. Through our acquisition of WilT@mmunications, we also offer several traditianiaduit switch-based
voice services. Our Switched Services include dtiewwing.

* Level 3 Voice Terminatic. Level 3 Voice Termination consists of longtdiee origination, transport and
termination services, offered over a combinatioa ofrcuit switch and Softswitch technologies. Thesrvices are
offered primarily to inte-exchange carriers (IXCs), local phone companiesvaiwk over IP provider:

* Level 3 Toll Free. Level 3 Toll Free consists of services thaniaate toll free calls that are originated or pldon
the traditional telephone network. These toll ftalls are carried over either a circuit switch oftSwitch network
and delivered to customers in Internet Protocdtaitional TDM format. Customers for these sersigeclude call
centers, conferencing providers, and voice overtRiders.

* Level 3 International Voice Terminati. Level 3 International Voice Termination seeviaffers the termination of
international voice traffic. Customers for these/ges include local phone companies, IXCs, intBomal carriers
and voice over IP provider

* Level 3VoIP Enhanced Loc: Level 3 VolP Enhanced Local is a VolP solutibat enables broadband cable
operators, IXCs, voice over IP providers, and otttenpanies operating their own switching infradinoe to launch
IP-based local and long-distance voice to residéatid business customers via any broadband caone@ith the
purchase of Level 3 VoIP Enhanced Local serviajsiomer obtains the essential building blocksiredquo offer
residential or business voice over IP phone sesicf as local phone numbers, local number poitigddcal and
long distance calling,-911, operator assistance, directory listings, darettbry assistanct

e Level 3 Local Inboun. Level 3 Local Inbound service terminates tiadal telephone network originated calls to
Internet Protocol termination points. Customershsas call centers, conferencing providers, andevover IP servic
providers, can obtain telephone numbers from ymdrin local telephone numbers that the customer ajreadtrols
These local calls are then converted to IP andsprated over our MPLS enabled backbone to a custsiievoice
application at a custorr-selected IP voice end poil

e Level 3911 Direct. Level 3 E-911 Direct is a portfolio of E-91%,Bnhanced 911, solutions, including a fixed-
location solution with network connections to puldafety answering points or PSAPs that serve appeadely
69 percent of all U.S. households, and a soluttomémadic voice over IP providers that takes athgmof the same
network connections as the fixed-location solutienhanced 911 service allows an emergency sergpestor to
automatically receive information related to a @aller’s registered address and callback phone rundbnomadic
voice over IP provider is a company that perm#sitd user customer to use VoIP services from thareone
location. Level 3 E-911 Direct provides the netwodpabilities that route and complete 911 callsgpropriate
selective routers and PSAPs on the traditionaptedae 911 network. PSAPs are provided with callifigrmation
that allows them to query appropriate databasdstiermine the subscriber’s registered address aiback number.
When used with the services provided by a thirdypdolP Positioning Center, or VPC, to collect, apeland report
subscriber location information, our Level -911 Direct service enables Vo

S-78



Table of Contents

service providers to supply 911 services to thaissribers. Level 3 E-911 Direct works in conjuaitivith Level 3
VoIP Enhanced Local and Level 3 Local Inbound smwias well as on a stand alone b

Level 3 Managed Moder Level 3 Managed Modem is an outsourced, tusnikiEastructure solution for the
management of dial up access to the public Intel88s comprise a majority of the customer bas¢doel 3
Managed Modem and are provided a fully managedugialetwork infrastructure. As part of this seryicevel 3
arranges for the provision of local network coveratpdicated local telephone numbers, racks anémeas well as
dedicated connectivity from the custor's location to the Level 3 Gateway facili

. Network and Internet Service We offer wholesale-oriented communications ise/to enable large scale networks and
high speed access to the Internet. We offer aglmrthf data communications services ranging frasib network
infrastructure components such as dark fiber, vength, and private line services to higher levated data services such as
Ethernet, Internet Transit and IP VPN. Our Netwankl Internet Services include the followil

* Transport Services. Transport services include wavelengths (Levelt8rcity Wavelength Services and Level 3

Metro Wavelength Services) and private lines (L&/#itercity Private Line Services and Level 3 MeServices).
These services are available across our metrop@litd intercity fiber network. Wavelength servipesvide
unprotected point-to-point connections of a fixedoant of bandwidth using a particular color of ligim the fiber
network. Wavelength services are available at hpsand 10 Gbps speeds, which represent the largescity of
dedicated transport services. This service offetamgets customers that require significant amoahkmndwidth,
desire more direct control and provide their owtwoek management. Private line services are alsut po point
connections of dedicated bandwidth but usuallyidel SONET or SDH protection to provide resiliencyiber or
equipment outages. We also offer private line seivbn an “unprotected” basis, meaning the custismwesponsible
for providing additional resiliency, if needed. \Rie line services are available in a range ofdud@S-1 (1.5 Mbps),
DS-3, OC-3, OC-12 and OC-48, as well as SDH eqgeital Customers generally use our transport serticereate
their own SONET/SDH, ATM and IP networks. We typhgaffer transport services in annual contractthwnonthly
payments or lor-term pre-paid agreement

Level 3 also provides transport services within toansatlantic cable system connecting North Anaeaicd
Europe as well as via leased bulk capacity on dthesoceanic systems. “International Backhaulkigport services,
interconnecting cable landing stations and thegérial North American and European networks, &e available.

High Speed Internet Protocol (IP) Servii Level 3 operates one of the largest internatitmernet backbones
providing connectivity among customer IP, conterd application networks. Built on our own intercityd
metropolitan networks in North America and Europe,provide customers with high performance, religband
scalability. Access to the Internet is enableddbiointerconnection among our customers acrosaework as well
as interconnections with other Internet Servicevjgier “peers.”Level 3 High Speed IP offers a wide range of Etht
and SONET access port speeds such as 100BaseT, [@8-1, DS-3, OC-3 and O(-12, OC-48 and 10 GigE

Ethernet and VPN Service Built on our optical transport and MPLS netwariwe offer customers the ability to
create private point-to-point, point-to-multipoiand full-mesh networks based on Ethernet and IR,\A™M and
Frame Relay technologies. These services allowicgeproviders, corporations, government entitiesl distribution
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businesses to replace multiple networks with alsjrapst-effective solution that simplifies thertsaission of voice,
video, and data over a single or converged netwidik. service allows the customer to achieve thivvemgence
without sacrificing the quality of service or seitytevels of traditional dedicated transport oiifggs. These solutions
are used for service provider and corporate dadavaite networks, data center networking, disasteovery and out-
of-region or redundant customer connectivity fdrestservice providers. These services include Lahernet
VPN, Level 3 IP VPN, Level 3 Metro Ethernet Privaiae, Level 3 ATM, and Level 3 Frame Rel:

Colocation Service. We offer high quality, data center space wlergomers can locate servers, content storage
devices and communications network equipment isf@ @nd secure technical operating environmenbuht
colocation sites, we offer high-speed, reliablenamiivity to our network and to other networks lirting metro and
intercity networks, the traditional telephone netkvand the Internet. Critical components of this/ee offering are
reliable AC/DC power, emergency back-up generabavgy, equipment cooling and fire protection. Theises are
monitored and maintained 24 hours a day and incatp@dvanced badge and biometric security acéésshelieve
that our ability to complement a full range of commitations services and a broad number of quadity denter spa
enables customers to build complete telecommunicatnd application solutions with

Dark Fiber Service Level 3 Intercity Dark Fiber and Level 3 Me®ark Fiber provide carriers, service providers,
government entities and large enterprises a compiftastructure when a fiber solution is requibeged on unique
applications, control or scale requirements. Theises include fiber, colocation space in our Gatgwnd in our
network facilities, power and physical operationd aaintenance of the fiber and associated infrestre.

Professional Service With Level 3 Professional Services, we offefditechnical support services 24 hours a day
to companies wishing to outsource their telecomigations equipment support at locations across Namlrica and
Europe. Customers can realize improved respongeaid cost savings using Level 3's personnel idsté&iring

their own dedicated technicians. We also providggie implementation and ongoing network managersemnices

for complex network project

. Vyvx'sprimary products and services include the following

* Fiber Optic and Satellite Video Transport Servi. Vyvx offers various products to provide auditd video feeds

over fiber or satellite for broadcast and produttostomers. These products vary in capacity peakiffequency of
use (i.e., may be provided on an occasional orcaéelil basis) and price. In 2004, Super B&XKXVIII was the first
live broadcast event ever carried using V's new high definition (HD) transport produ

Advertising Distribution Service. These services include the following. Audistibution, where Vyvx sends rac
spots to stations via electronic and physical itlistion. Spots are distributed to over 10,500 stetiin North Americi
via the Internet using no proprietary hardware.edidistribution, where Vyvx has the capability tider video
content electronically and physically to televisaiations, broadcast networks and cable networkssacthe United
States. Its electronic reach covers more than 1d&8€@nations

Storage. Vyvx offers secure storage of media componentgyvx’s climate-controlled storage facilitiesdated in
Burbank, California, Chicago, lllinois and Newabkelaware.

For a discussion of our communications revenuasgesee “Management’s Discussion and Analysisratieial Condition and
Results of Operations” in this prospectus supplém@uar management continues to
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review our existing lines of business and serviterimgs to determine how those lines of businessservice offerings assist with our focus
on the delivery of communications and informatienvices and meeting our financial objectives. Todktent that certain lines of business or
service offerings are not considered to be comjeatilith the delivery of communications and inforioatservices or with obtaining financial
objectives, we may exit those lines of businesstap offering those services.

Distribution Strategy

Our communications services sales strategy isiliaeuti direct sales force focused on companieb higgh bandwidth and/or voice
requirements. These businesses include incumbeaitéschange carriers, established next generasioters, international carriers also
known as PTTs, major ISPs, broadband cable tet@vigperators, major interexchange carriers, wiset@sriers, systems integrators,
governments, emerging VolP service providers,mgltard providers, conferencing providers, calteenand media and entertainment
content providers. Providing continually decliningndwidth costs to these companies is at the davaranarket enabling strategy.

Beginning in 2001, we changed our communicatiomgices customer focus to the top global users afibadth capacity. These
top customers tend to be financially more viablnthertain Internet early stage companies. We imapkace policies and procedures to
review the financial condition of potential andstiig customers. We apply these procedures tordaterwhether collectibility is probable
prior to the time that we begin delivering servibes customer. If the financial condition of ansting customer deteriorates to a point where
payment for services is in doubt, we will not reaiag revenue attributable to that customer untireeeive cash. Based on these policies and
procedures, we believe our exposure to collecigkwithin the communications business and theipteseffect on our financial statement
limited. We are not immune from the effects of plalesdownturns in the economy and specifically tdlecommunications industry; howev
we believe the concentration of credit risk witepect to receivables is mitigated due to the d&perof our customer base among geogre
areas and remedies provided by terms of contradtstatutes.

We also offer communications services to enterprésal consumers through third party distributcatiehships. We are focusing
these relationship development efforts on thostesysintegrators, PTTs, broadband cable televigparators, ISPs and enhanced service
providers that are used by our targeted custoraemany of these companies have significant diedationships with end users. We believe
that our ability to fill the gaps in geographic evage and service offerings that many of theseiloligors have presents us with an attractive
means of increasing the addressable market focamamunications services.

For the year ended December 31, 2005, two custofdetsrmined as a combination of affiliated custmhaccounted for more
than 10% of our communications revenue. Revenuib@thble to Time Warner Inc. and subsidiariesludimg America Online, on an
aggregate basis, represented approximately 18%nofnzinications revenue and Verizon Communicatiams,dnd its affiliates represented
approximately 14% of communications revenue. Ifweaild lose one or more major customers, or if oneore major customers
significantly decreased its orders for our servioes communications business would be materialty adversely affected. For the year en
December 31, 2005, our top ten communications seswiustomers accounted for approximately 54% ofaial communications revenue.

Vyvx sells to media content service providers aunsiiesses that use media content as a compontmiiobusiness. It does not
compete with its media customers for retail endsudéhas approximately 2,000 customers, includivgjor broadcast and cable television
networks, news services, professional and collegports organizations, advertising agencies agidddvertisers, television companies and
movie production companies. Approximately 61% of/Xg 2005 revenue was derived from its top 10 cmets. Fox Entertainment
Group, Inc. and its parent company The News Cotjmordimited, through their various news, sportsl @mtertainment businesses, accou
for approximately 22% of Vyvx’s revenues and TimeamMeér, Inc. accounted for 12% of Vyvx’s revenues.
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Vyvx has sales personnel located in eight statdgtza District of Columbia to provide service te dlomestic and international
customers. The largest sales offices are in Nevk,Wew York and Burbank, California, where manygix’s largest customers are based.

Recently, we announced enhancements to our capebith address customers in key business marketgganding our Level 3
Metro Services business unit as well as formingteel 3 Content Services business unit. Thesenbasiunits are intended to assist us to
address the evolving needs of customers in theseigy business markets. Each of these business wititinclude the appropriate
management, sales, marketing and technical resonemessary to deliver existing and new servicesltivess customer requirements.

The Level 3 Metro Services business unit will congodur existing metro operations and those of thcanquired Progress
Telecom and ICG Communications with the operatmfrthe pending TelCove acquisition once that adtjoisis completed. The Level 3
Metro Services business unit will focus on delimgra full set of services to customers that makeléth decisions on a local or regional
basis, such as state and municipal governmentgensities, enterprise customers and regional wh#esccounts that operate in certain local
or regional geographies.

The Level 3 Content Services business unit witjghicustomers in the content segment that havenidtidintensive applications,
including video distribution, application hostingdagaming. Targeted customers will include seanthportal companies, video sharing and
social networks, sports leagues, television netwarid channels, gamers and applications hostingaoies. Our Vyvx subsidiary will also
become part of the Content Services unit.

Business Support Systems

In order to pursue our sales and distribution stjiats, we have developed and are continuing tolaleead implement a set of
integrated software applications designed to auteroar operational processes. Through the developaia robust, scalable business
support system, we believe that we have the oppitytto develop a competitive advantage relativeaditional telecommunications
companies. In addition, we recognize that for necess of certain of our services that some obasmess support systems will need to be
easily accessible and usable directly by our custem

Key design aspects of the business support systeslabment program are:

. integrated modular applications to allow us to @gigr specific applications as new services areahlail

o a scalable architecture that allows our customegsdsstributors direct access to certain functitrad would otherwise have to
be performed by our employet

. phased completion of software releases designeliiow us to test functionality on an incrementasiba

. “web-enabled” applications so that on-line accessrtier entry, network operations, billing, andtoaser care functions is
available to all authorized users, including oustomers

. use of a tiered, client/server architecture thateisigned to separate data and applications, agéected to enable continued
improvement of software functionality at minimunmstoand

. use of pre-developed or “shrink wrapped” appliaagiovhere applicable, which will interface to onteirnally developed
applications
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Interconnection and Peering

As a result of the 1996 Act, properly certificatmimpanies may, as a matter of law, interconnedt IKECs on terms designed to
help ensure economic, technical and administraiuelity between the interconnected parties. TI® ¥&t provides, among other things,
that ILECs must offer competitors the services faadities necessary to offer local switched seggicSee “—Regulation.”

As of December 31, 2005, we had entered into apmately 170 interconnection agreements. We mayehQaired to negotiate new
or renegotiate existing interconnection agreemasitse expand our operations in current and additiorarkets in the future and as existing
agreements expire or are terminated.

Our peering agreements with ISPs are necessargé@r for us to exchange traffic with those ISPswaiitt having to pay transit
costs. We are considered a Tier 1 Internet Seriogider and have settlement free peering arrangtenéth all Tier 1 ISPs in North
America and Europe. The basis on which the lardiemal ISPs make peering available or impose se#td charges is evolving as the
provision of Internet access and related serviesseixpanded.

Employee Recruiting and Retention

As of December 31, 2005, we had approximately 4é8@ployees in the communications portion of ouiiness and information
services had approximately 1,200 employees, foted of approximately 6,000 employees. We belidna bur success depends in large part
on our ability to attract and retain substantiahbers of qualified employees.

As part of our efforts to satisfy the need to affreetain and motivate the individuals who posskesskills necessary to grow our
business, management and our Compensation Commwittee Board believe that our compensation prograhould reflect our
compensation philosophy. This philosophy includesfbllowing core beliefs:

. employee ownership demonstrates an economic stakér ibusiness that aligns employees’ interests thidse of our
stockholders

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

. compensation principles are broad based and intietadiee appropriate across business groups—comatioris and
information services—and within each business grpogvide all employees with the opportunity toté@pate in
compensation programs based on the value thatileyto create; an

. compensation programs should be based on creatiiggtérm value which is best measured by stoclegraformance.

We believe that short-term financial rewards alareenot sufficient to attract and retain qualif@dployees and that a properly
designed long-term compensation program is a nagessmponent of employee recruitment and retenf\aiditionally, our philosophy is to
pay annual cash salary compensation that is cotiveetind a performance based cash bonus that \&aharket for performance that is
above market. In addition, employees may, from tioméme, receive additional cash bonus compensaéiated to that individual's
contribution to results achieved under specialatiites or programs.

Our Compensation Committee also believes thatt@arcomponent of our compensation philosophyaigiig the ability to provid
appropriate incentives to employees through a teng incentive program that is tied to stock ppegformance. We currently have a long-
term incentive (LTI) program that provides for tiypes of equity awards that are granted in equalents. The first type of equity vehicle is
an innovative stock-indexed option referred tom®atperform Stock Option or OSO, which is administl under our 1995
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Stock Plan, as amended. The second type of equéydais restricted stock units, that vest over @opleof years, depending on the
participant’s continued employment and the termthefspecific grant. The restricted stock unitsaneently granted on an annual basis. We
believe that a blended equity vehicle of OSOs agdRallows us to accomplish several objectivesuttiolg providing an “outperformance”
element through the OSO grants that is balancetidyetention element provided by RSUs.

OSOs are currently designed to provide our empleyéth the incentive to maximize stockholder vadunel to reward employees
only when the price of our common stock outperfothesS&P 50® Index between the date of grant and the date tleaDSO is exercised.
OSOs generally have a four year life and vest 50#tbeaend of the first year after grant, with teenaining 50% vesting in four equal
quarterly installments so that the OSOs are fullgted by the end of the second year after grant.

OSOs have an initial exercise price that is equ#hé closing market price of our common stocklenttading day immediately
prior to the date of grant. This exercise priceeferred to as the Initial Price. When an emplogfeets to exercise an OSO, the Initial Price is
adjusted upward or downward—as of the date ofdkatcise—by a percentage that is equal to the ggtggercentage increase or decrease
in the S&P 50® Index over the period beginning on the date of gaaal ending on the trading day immediately preugtlie date of exerci
of the OSOs. The Initial Price, however, can noabdgisted below the closing price of our commomwlstn the day that the OSO was
granted.

Since a core belief of our compensation philosaptg have employees share appropriately with tagkfiolders in the value that
the employees’ efforts create, the value of the @80ncrease as the price of our common stockeases relative to the performance of the
S&P®500 Index over time. This increase in value islaitable in part to the use of a “success multiglie

The following modifications, affecting August 19)@2, and later grants, were made to the OSO pragram

. OSO targets are communicated in terms of numb&Ss rather than a theoretical dollar value.
. The success multiplier is up to four times the amjd value of the OSO.

. Awards vest over 2 years and have a 4-year lifgy percent of an award vests at the end of the fiear after grant, with the
remaining 50% vesting over the second year (12.8fgparter)

The mechanics for determining the value of an iiddial OSO award are described below:

The initial strike price, as determined on the gegr to the OSO grant date, is adjusted over {ithe “Adjusted Strike Price”yntil
the exercise date. The adjustment is an amount emttee percentage appreciation or depreciatidhéwalue of the S&P 500Index from
the date of grant to the date of exercise. Theevafithe OSO increases for increasing levels ghefibrmance. OSOs granted prior to
August 19, 2002, have a multiplier range from zereight depending upon the performance of our comstock relative to the S&P 560
Index as shown in the following table. OSOs gramtedust 19, 2002, and later have a multiplier rafigem zero to four depending upon the
performance of our common stock relative to the S&B® Index as shown in the following table.

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

If Our Stock
Outperforms the S&P 500® Pre August 19, 2002 August 19, 2002 and
Index by: Grants Later Grants

0% or Less 0.00 0.00

More than 0% but Less than 11% Outperformance Outperformance
percentage multiplied by percentage multiplied by
8/11 411
11% or More 8.00 4.00
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The Pre-multiplier gain is our common stock priciaus the Adjusted Strike Price on the date of eserc

Our 1995 Stock Plan, as amended, affords our Cosgpen Committee flexibility to use a variety of ams to provide the
appropriate incentives as part of a long term camsggon program. From time to time, our Compensafiommittee evaluates the structure
of our LTI program and those groups of employees plarticipate in the LTI program. Our Compensatimmmittee from time to time may
make modifications to these programs to reflectctienging needs related to attracting, retainirdyrantivating our employees. These
changes may be based, in part, on market condigindghe LTI program of competitors. As new LTItmsnents are frequently developed
and since the tax and accounting treatment of uariestruments are subject to change over timeagement and the Compensation
Committee regularly review our compensation prograondetermine whether these programs are accdrmgisur goals in the most cost
effective manner.

In addition to our LTI program, employees also htnaeopportunity to receive grants of shares ofaaummon stock through our
401(k) Plan’s employer matching contribution whezjuals up to 100% of 7% of eligible earnings outatpry limits for communications
business employees’ and up to 50% of 6% of elighaleings or regulatory limits for Software Spertremployees. For the year ended
December 31, 2005, we also approved a 3% discaiiagrant to eligible employees, that will be defeskin their share accounts. Employ
of WilTel Communications that participate in thelWél 401(k) Plan receive an employer matching aasttribution of up to 100% of 6% of
eligible earnings or regulatory limits, which isv@sted in the same investment funds selected ligipants for employee contributions.

Historically, all employees in the communicatiomstiwn of our business and certain employees ofW&awé Spectrum have
participated in our LTI program. During the periofithe integration of WilTel Communications emplegethese employees will not
participate in our LTI Program.

For a description of the accounting treatment af@80s, please see “Notes to the Consolidated EimlaBtatements” in this
Prospectus Supplement.

Competition

The communications industry is highly competitifenumber of factors in recent years have increéisechumber of competitors in
the market. First, the Telecommunications Act d3@ @reated opportunities for nameumbent providers to enter the marketplace. Seiate
capital markets responded by making funding moeglave to new and existing competitors. Third heisiasm over the opportunities crez
by the rapid developments of the Internet led itassand market participants in general to overestit the rate at which demand for
communications services would grow. Finally, thecegence of new IP-based services has created ptedpenew entrants with non-
traditional business models to compete with legaoyiders.

We believe that a confluence of these factors eteah unsustainable level of competition in theketaWe believe that this was
evidenced by both the number of competitors vymrgsimilar business and by the amount of inventorgapacity each brings to the market
for many services. The result of these actionsavasversupply of capacity and an intensely comipeté&nvironment.

We do not believe the current industry structune lsa sustained over the long-term. With the groesftbommunications demand,
excess capacity will be absorbed over some timefr&imilarly, some form of industry consolidatioiilwontinue to occur based on
underlying economics. Given the large ongoing firedts associated with operating a backbone netwaloelieve that the natural industry
structure will evolve to a more limited number ofpetitors with each having high traffic scale asrtheir networks.

While we believe that the longm industry structure will evolve toward that deised above, uncertainty surrounds how the exit
competitive landscape will evolve toward this ndémsture. For example, while a number of next-gatien and incumbent providers have
entered and emerged from
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bankruptcy protection, we believe these competioesstill operating fundamentally poor businesslei®, have severe resource constraints,
and are unlikely to be long-term survivors in thrirrent forms. In addition, the ultimate impactioé recently completed transactions
between AT&T and SBC Communications (henceforth Ay&nd MCI and Verizon (henceforth Verizon) is y@be known.

We believe that each competitor’s long-run sucaedise market will be driven by its available resms (for example, financial,
personnel, marketing, customers) and the effeatisgiof its business model (for example, serviced@nd mix, cost effectiveness, ability to
adapt to new technologies, channel effectiven&ge)recognize that many of our existing and poténtianpetitors in the communications
industry have resources significantly greater thars.

Our primary competitors are long distance carrimambent local exchange carriers, competitivallexchange carriers, PTTs ¢
other companies that provide communications sesvitke following information identifies key competis for each of our product offerings.

Our key competitors for our managed modem senace®ther providers of dial up Internet accesaiclg Verizon and Qwest
Communications. In addition, the key competitonsdar voice service offerings are other providdra/bolesale communications services
including AT&T, Verizon, Sprint and certain othegional Bell operating companies and competitical@xchange carriers.

For our IP and Data services, we compete with caomegahat include Verizon, Sprint, AT&T and Qwestr@munications in North
America, and Sprint, Verizon, France Telecom andtBehe Telecom in Europe.

For transport services, our key competitors inWhéed States are other facilities based commuisicatcompanies including
AT&T, Verizon, Sprint and Qwest CommunicationsHuarope, our key competitors are other carriers siscRATTs, Telia International, Colt
Telecom Group plc, Verizon, and Global Crossing.

Our key competitors for our colocation servicesaher facilities based communications companied,a@her colocation providers
such as web hosting companies and third party atitot companies. In the United States, these coiapamclude AT&T, Savvis
Communications, Equinix, Switch & Data and Qwestr@unications. In Europe, competitors include Gldbaitch, InterXion, Redbus,
Telecity and Telehouse Europe.

The communications industry is subject to rapid sigdificant changes in technology. For instaneeent technological advances
permit substantial increases in transmission c@patboth new and existing fiber, and the introtitwe of new products or emergence of new
technologies may reduce the cost or increase {h@\sof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be rewrants to the communications and informationisesvindustry, which are not burdened
by an installed base of outmoded or legacy equipmen

We believe that no single competitor currently exthat offers all of the services being offeredyyx. The competitors that Vyvx
encounters in the marketplace have historicallgref only one or two of Vyvx’s products.

Regulation
Federal Regulation

The Federal Communications Commission (FCC) hasdiation over interstate and international comnaations services, among
other things. The FCC imposes extensive regulabonsommon carriers that have some degree of mpdeeér such as incumbent local
exchange carriers (ILECs). The FCC imposes lesdatgn on common carriers without market powechsas us. The FCC permits these
non-dominant carriers
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to provide domestic interstate services (includonyg distance and access services) without pritiraaization; but it requires carriers to
receive an authorization to construct and opesdéeEdmmunications facilities and to provide or Hegdecommunications services, between
the United States and international points. We tubtained FCC approval to land our transatlantdecan the United States. We have
obtained FCC authorization to provide internatiss@lvices on a facilities and resale basis. Urtteeielecommunications Act of 1996 (1996
Act), any entity, including cable television compes) electric and gas utilities, may enter anycibemunications market, subject to
reasonable state regulation of safety, quality@msumer protection. Because implementation o886 Act is subject to numerous federal
and state policy rulemaking proceedings and jublieléiew, there is still uncertainty as to what eaepit will have on us. The 1996 Act is
intended to increase competition. Among other thjnige 1996 Act opens the local exchange servieggkanby requiring ILECs to permit
competitive carriers to interconnect to their nategoat any technically feasible point and requitesn to lease certain parts of their networks
at FCC-regulated (generally cost based) ratessatestablishes requirements applicable to allllegkehange carriers. Examples include:

. Reciprocal Compensation Requires all ILECs and CLECs to complete aafiginated by competing carriers under
reciprocal arrangements at prices based on a reblsoapproximation of incremental cost or througltual exchange of
traffic without explicit payment

. Resale. Requires all ILECs and CLECs to permit resdltheir telecommunications services without unosable or
discriminatory restrictions or conditions. In adiiit, ILECs are required to offer for resale wholesaersions of all
telecommunications services that the ILEC provate®tail to subscribers that are not telecommtiuica carriers at
discounted rates, based on the costs avoided Wi Et&in the wholesale offering

. Access to Rights-of-Way Requires all ILECs and CLECs and any othetipulility that owns or controls poles, conduits,
ducts, or rights-of-way used in whole or in partiere communications, to permit competing carri@nsd cable television
systems) access to poles, ducts, conduits and+ajhway at regulated prices. CLEC rates for acte#s poles, ducts,
conduits and righ-of-way, however, are not regulate

Generally speaking, CLEC access to ILEC networkbility poles are implemented through individnagotiations, which are
governed by the 1996 Act and applicable FCC Rldesler the 1996 Act, CLEC access to ILEC networkseiavily regulated and the rules
governing that access have been contentious. Gegrast several years, however, the United Statee®e Court has affirmed FCC
jurisdiction over ILEC unbundling, certain specifinbundling requirements and the F's authority to set the mechanism which governs the
rates ILECs may charge for interconnection and ndbog.

On February 4, 2005, the FCC issued its latesnfirad Review Remand Order which modified the unbimgdobligations for
ILECs. Under certain circumstances the FCC remarell EC’s unbundling obligations with regard to higapacity local loops and
dedicated transport and eliminated the obligatioprovide local switching. Under the FCC’s new gjline availability of high capacity loops
and transport will depend upon new tests basetd@odpacity of the facility, the business line dgnaf incumbent wire centers, and the
existence of collocated fiber providers in incumtbeine centers. The FCC required that the ILECsiidlie the specific wire centers that will
be affected. Until the accuracy of the ILEC’s rasgmis confirmed, it is not possible to predictdegree to which the new rules regarding
loops and transport will affect us. To the limixtent that we rely upon unbundled network elemehesefore, we cannot at this time assess
how the new rules will effect our business.

The FCC recently released a Notice of ProposedrRaltng (“NPRM”) to initiate a comprehensive reviefwules governing the
pricing of special access service offered by ILEGSject to price cap regulation. Special accessngriby these carriers currently is subjec
price cap rules, as well as pricing flexibility @slwhich permit these carriers to offer volume &moh discounts and contract tariffs (Phase |
pricing flexibility) and/or remove from price capsgulation special access service in a defined rggbic area (Phase Il pricing

S-87



Table of Contents

flexibility) based on showings of competition. metNPRM the FCC tentatively concludes to contirmupdrmit pricing flexibility where
competitive market forces are sufficient to coriatspecial access prices, but undertakes an ex#orninaf whether the current triggers for
pricing flexibility accurately assess competitiardeéhave worked as intended. The NPRM also asksoimment on whether certain aspects of
ILEC special access tariff offerings (e.g., bagiigounts on previous volumes of service; tyingraoarring charges and termination
penalties to term commitments; and imposing usteicésns in connection with discounts), are unable. Given the early phase of the
proceeding, we cannot predict the impact, if ahg,NIPRM will have on our network cost structure.

The 1996 Act also codifies the ILECs’ equal ac@ss nondiscrimination obligations and preemptsmnisisient state regulation.

As of August 1, 2001, our tariffs for interstatedarser services were eliminated and our tariffsriternational interexchange
services were eliminated on January 28, 2002. @&esmust still be just and reasonable and nonisatory. Our state tariffs remain in
place. We have historically relied primarily on @aales force and marketing activities to providerimation to our customers regarding these
matters and expect to continue to do so. Furtheactordance with the FCEorders we maintain a schedule of our rates, tarmdscondition
for our domestic and international private linevéas on our web site.

On March 1, 2006, Time Warner Cable filed a patitior declaratory ruling with the FCC. The petitiasks the FCC to reaffirm tt
competitive local exchange carriers are entitlethterconnection under Section 251 of the Telecomipations Act of 1996. Time Warner
brought the action after the state commissionsinttsCarolina and Nebraska rejected attempts by@3Lig interconnect with rural ILECs -
the purposes of providing services to Time Waragaovider of VOIP services. Both state commissiousid that, under the
Telecommunications Act, a telecommunications prewid not entitled to interconnection under théustay scheme set out in Section 251 if
the carrier is operating as a wholesale providdiinee Warner Cable. The Nebraska and South Cardiaésions only impact Time Warnel
those states. It is too early to know the impacti®of any potential decision by the FCC relatimghis proceeding.

Beginning in June 1997, every RBOC advised CLE@sttiey did not consider calls in the same lochincparea from their
customers to the CLEC’s ISP customers to be loaéd ander the interconnection agreements betweeRBOCs and the CLECs. The
RBOCs claimed that these calls are exchange acais$or which exchange access charges would kel ohhe RBOCs claimed, however,
that the FCC exempted these calls from access ehagthat no compensation is owed to the CLECsdnsporting and terminating such
calls. As a result, the RBOCs threatened to witthhahd in many cases did withhold, reciprocal camspéon for the transport and
termination of such calls. To date, almost allestaimmissions that have ruled on this issue irctimext of state commission arbitration
proceedings or enforcement proceedings have detedtihat reciprocal compensation is owed for sadls.dReviewing courts have upheld
the state commissions in almost all decisions ezt date on appeal. On February 25, 1999, th@ iB€ed a Declaratory Ruling on the
issue of inter-carrier compensation for calls botmtSPs. The FCC ruled that the calls are jurtsai@lly interstate calls, not local calls.

The FCC, however, determined that this issue waslispositive of whether intercarrier compensat®oawed. That decision was
appealed to the D.C. Circuit which held that theCRt@&d failed to adequately support its conclusiomder the requirements of the 1996 Act.
On April 18, 2001, the FCC adopted a new ordernaigg intercarrier compensation for ISP-bound teafin that Order, the Commission
established a new intercarrier compensation meshafar ISP-bound traffic with declining rates owaethree year period. In addition to
establishing a new rate structure, the Commissigped the amount of ISP bound traffic that woulddmenpensable” and prohibited
payment of intercarrier compensation for ISP-botraffic to carriers entering new markets. The AgAD1 order was appealed to the D.C.
Circuit. On May 3, 2002, the D.C. Circuit found thlae FCC had not provided an adequate legal fasits ruling, and therefore remanded
the matter to the FCC. In the interim, the courthe FCC's rules stand. It is unclear when the R@iCissue revised findings in
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response to the latest remand. On October 8, 2084CC adopted an order in response to a July P@€iion for Forbearance filed by Core
Communications (“Core Petition”) asking the FCGdtbear from enforcing the rate caps, growth cap, mew market and mirroring rules of
the ISP Remand Order. The FCC granted the Cor&dpetiith respect to the growth cap and the newketamules, but denied the Petition as
to the rate caps and mirroring rules (“Core OrdeFfat decision has been appealed to the D.C. i€ircu

The FCC has an open rulemaking proceeding to aslitteescarrier compensation, including compensdtornraffic to ISPs. In
addition to the numerous proposals regarding iateier compensation obligations, a number of ingugtoups have been trying to negotiate
a plan that would bring all intercarrier compersatand access charges to a unified rate over diatggbtransition period. It is too early to
understand the impact any plan may have if it tp&eld by the FCC on either our reciprocal compémsatr access revenues or our
interconnection obligations.

Prior to 2004, we entered into agreements provifiingpayment of compensation for terminating ISRuib traffic with Verizon, in
its former Bell Atlantic operating territory, withBC Corporation for the 13-state operating teryithiat includes its affiliates Pacific Bell,
Southwestern Bell, Ameritech and Southern New ExjiBelephone, and with BellSouth in its nine-staierating territory. We also entered
into interconnection agreements with Qwest, CinainBell Telephone, and Sprint that reflect therarrier compensation rates adopted by
the FCC in its ISP Remand Order. Given the genare¢rtainty surrounding the effect of the FCC deais, appeals, and the remand, we may
have to change how we treat the compensation vevetor terminating calls bound for ISP-boundficafo the extent that the agreements
under which compensation is paid provides for tto@iporation of changes in FCC rules and regulation

In May 2004, we reached a new interconnection agea¢ with Bell South that incorporated the term#hef ISP Remand Order. In
September 2004, we and Verizon amended our existiagconnection agreement to establish intercacoenpensation terms. In late 2003,
we reached an agreement with SBC continuing payfoetihe exchange of ISP-bound traffic that cowld through the end of 2004. In
February 2005, we and SBC agreed to successocamegction agreements which cover the paymenttekchange of ISP-bound traffic.

In December 1996, the FCC initiated a Notice oliingiregarding whether to impose regulations ockarges upon providers of
Internet access and information services (the meteXOl). The Internet NOI sought public commenbmipvhether to impose or continue to
forbear from regulation of Internet and other paakeitched network service providers. The Intetdétl specifically identifies Internet
telephony as a subject for FCC consideration. Onil Ap, 1998, the FCC issued a Report to Congresssamplementation of the universal
service provisions of the 1996 Act. In that Reptire, FCC stated, among other things, that the pimviof transmission capacity to ISPs
constitutes the provision of telecommunications sntherefore, subject to common carrier regutetid’he FCC indicated that it would
reexamine its policy of not requiring an ISP to trinute to the universal service mechanisms wherl $l? provides its own transmission
facilities and engages in data transport over tifiasiéties in order to provide an information siee. The FCC indicated that any such
contribution by a facilities based ISP would betedl to the ISP’s provision of the underlying telemunications services. In the Report, the
FCC also indicated that it would examine the qoestif whether certain forms of “phone-to-phone finé¢ Protocol telephony” are
information services or telecommunications servittasoted that the FCC did not have an adequairdeon which to make any definitive
pronouncements on that issue at that time, buthieatecord the FCC had reviewed suggests thaticddrms of phone-to-phone Internet
Protocol telephony appear to have similar functiijm#o non-Internet Protocol telecommunicationsvéges and lack the characteristics that
would render them information services. If the F@€re to determine that certain Internet Protodelfeony services are subject to FCC
regulations as telecommunications services, the R&€d it may find it reasonable that the ISPsa@ess charges and make universal
service contributions similar to non-Internet Pomticbased telecommunications service providers.H®E also noted that other forms of
Internet Protocol telephony appear to be infornmagervices.
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State Regulation

The 1996 Act is intended to increase competitiothentelecommunications industry, especially inldwal exchange market. With
respect to local services, ILECs are requiredltmainterconnection to their networks and to pravichbundled access to network facilities
well as a number of other pro-competitive measuBesause the implementation of the 1996 Act isexttlip numerous state rulemaking
proceedings on these issues, it is currently diffito predict whether or how quickly full compétit for local services will be realized.

State regulatory agencies have jurisdiction wharfaxilities and services are used to provide state telecommunications
services. A portion of our traffic may be clasdifigs intrastate telecommunications and therefdrgsuto state regulation. We will offer
more intrastate telecommunications services (inotyétrastate switched services) in light of oeicent acquisitions and as our business and
product lines expand. To provide intrastate sesjiage generally must obtain a certificate of pubbiavenience and necessity from the state
regulatory agency and comply with state requireshérttelecommunications utilities, including stédeffing requirements. We currently are
authorized to provide telecommunications servioeallififty states and the District of Columbia.dddition, we will be required to obtain and
maintain interconnection agreements with ILECs whee wish to provide service. We have approximat&ly interconnection agreements
with limited terms. We expect that we should beeablnegotiate or otherwise obtain renewals oresssar agreements through adoption of
others’ contracts or arbitration proceedings, altffothe rates, terms, and conditions applicabieteconnection and the exchange of traffic
with certain ILECs could change significantly irrtzén cases. The degree to which the rates, teantsconditions may change will depend
not only upon the negotiation and arbitration psscend availability of other interconnection agresats, but will also depend in significant
part upon state commission proceedings that eitplold or modify the current regimes governingriot&nection and the exchange of cel
kinds of traffic between carriers. In May 2004, reached agreement on new interconnection agreeméhtBellSouth in all 9 of the
BellSouth states. In September 2004, we reachednteveonnection agreements with Verizon, and WBC in February 2005.

States also often require prior approvals or ra#ttfons for certain transfers of assets, custowreosvnership of certificated carriers
and for issuances by certified carriers of equitgebt.

Local Regulation

Our networks will be subject to numerous local tagjans such as building codes and licensing. Saghlations vary on a city-by-
city, county-by-county and state-by-state basisinBtall our own fiber optic transmission facilgieve need to obtain rights-of-way over
privately and publicly owned land. Rights-of-wawttare not already secured may not be availahls tn economically reasonable or
advantageous terms.

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

Due to the growing acceptance and deployment oP\&&lrvices, the FCC and state public utility consiniss are conducting
regulatory proceedings that could affect the reigmjaduties and rights of entities such as us erafiiliates that provide IP-based voice
applications. There is regulatory uncertainty ath®imposition of access charges and other tdges,and surcharges on VolP services that
use the public switched telephone network. Theregdslatory uncertainty as to the imposition ofittianal common carrier regulation on
VolIP products and services. The FCC has initiatadeanaking proceeding to consider changes in R@€sifor IP-based voice services.
While preserving its right to address certain matpior to conclusion of the rulemaking, the FC£3 Iindicated that this rulemaking may
address, among other things, 911 requirementsjitiigaccess requirements, access charges, andnsal service requirements.
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The FCC is also considering several petitions filgdndividual companies concerning the regulatigits and obligations of
providers of IP-based voice services, and netwtitkishandle IP-based voice traffic or that exchahgétraffic with operators of Public
Switched Telephone Network (PSTN) facilities.

On October 18, 2002, AT&T Corporation filed a petitwith the FCC requesting a declaratory rulingttballs that originate and
terminate on the PSTN, but which may be converéa P during some part of the transmission, aegt from access charges under
existing FCC rules. On April 21, 2004, the FCC cepel AT&T’s Petition, stating that the calls debed by AT&T were telecommunications
services subject to access charges under exis@ayriles.

On September 22, 2003, Vonage Holdings Corporatidrionage filed a petition with the FCC requestindeclaration that its
offerings, which originate on a broadband networkd format and terminate on the PSTN, or vice ajgase interstate information services
not subject to state regulation under the fedeamh@unications Act and existing FCC rules. On Novenil®), 2004, the FCC adopted an
order ruling that Vonage’s service was an inteessatrvice not subject to state regulation. The B@ot rule whether the service is only an
information service that is not subject to TitleaiHder the Act. Appeals were filed in a numberiofuits, which appeals were consolidated
assigned to the U.S. Court of Appeals for the 8thu@. Oral arguments were heard on Jan. 12, 28Q#ecision is pending. Until a decision
is released, we cannot predict how a ruling midfetca our provision of VoIP services.

On June 3, 2005, the FCC issued an order requatingterconnected VolP providers to deliver enteh®11 capabilities to their
subscribers by no later than November 28, 2005h#¥e modified our service offerings to VolP provila order to assist those providers in
complying with the FCC mandate. Many of our custsr®ve filed for partial or complete waivers otemsions of time with respect to the
911 order, and other companies have filed appéaltenging the timeframe within which the FCC oetbcompliance. Meanwhile, we are
continuing to work with our customers and with palsiafety officials nationwide in an effort to mélké FCCS 911 requirements. In additic
in these appeals, filed on behalf of a number td#rbonnected VolP Providers, the parties objeadtieé Commission’s requirement to deploy
emergency services for nomadic VolP services. @btbn is proceeding. Until a final decision islied, we cannot predict how its outcome
will affect customer demand for our 911 servicdsode requests for waivers and appeals are pending.

The state public utility commissions are also cantithg regulatory proceedings that could impactrigints and obligations with
respect to IP-based voice applications. Previodke/Minnesota Public Utilities Commission or MPUded that Vonage's DigitalVoice
service was a telephone service under state ladvpatered Vonage to obtain state certificatior, fdriffs, and comply with 911 requirements
before continuing to offer the service in the statenage filed a request in the Federal District@dor the District of Minnesota to enjoin t
MPUC's decision. On October 16, 2003, a federafjgidranted Vonage’s request for an injunction, kating that Vonage provides an
information service immune from state regulatiod #mereby barring the MPUC from enforcing its diaxis On December 22, 2004, the U.S.
Court of Appeals for the Eighth Circuit affirmedetbistrict Court’s judgment on the basis of the FCdetermination that Vonage's service
was interstate and noted that the MPUC would beetivechallenge the injunction if it or another paptevailed on an appeal of the FCC's
Vonage Order.

The California Public Utilities Commission or CPU@) February 11, 2004, initiated a rulemaking allbatappropriate regulatory
framework to govern VolP. Among the issues the CRlY consider is whether VolP is subject to CPU€gulatory authority, including
whether VolIP providers should be required to cobmnte to state universal service programs, whetlodP providers should be required to pay
intrastate access charges, whether VolP shouldiiject to basic consumer protection rules, and dretxempting VolP providers from
requirements applicable to traditional voice prev&would create unfair competitive advantaged/falP providers.

We cannot predict the outcome of any of theseipe$itand regulatory proceedings or any similartipets and regulatory
proceedings pending before the FCC or state pulility commissions. Moreover, we
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cannot predict how their outcomes may affect owrations or whether the FCC or state public utdibynmissions will impose additional
requirements, regulations or charges upon our pimviof services related to IP communications.

The Communications Act requires that every telecamioations carrier contribute, on an equitable aod-discriminatory basis, to
federal universal service mechanisms establisheétéf*CC, and the FCC also requires providers nfgmnmon carrier telecommunications
to contribute to universal service, subject to s@xausions and limitations. At present, these idbouations are calculated based on
contributors’ interstate and international revedeeved from U.S. domestic end users for telecomoations or telecommunications
services, as those terms are defined under FCCate&ms. Pursuant to federal regulations, we pagéhcontributions. The amount of our
contributions can vary based upon the total amotifederal universal service support being providader the FCC's federal mechanisms
and associated administrative expenses, the mdtgydosed by the FCC to calculate each carriendridnutions, and, at present, the
proportion of our assessable interstate and intiemel revenue derived from our domestic end uB®rielecommunications or
telecommunications services as it relates to tte gnount of assessable interstate and interradtiemenue derived from domestic end users
for telecommunications or telecommunications sewid he extent to which our services are viewgdlasommunications/
telecommunications services or as information sexvivill also affect our contributions.

The FCC seeks comment on how to further reforrmthaner in which the FCC assesses carrier contoisitio the universal
service fund. We are unable to predict the charifany, the FCC will adopt and the cumulative effef any such changes on our total
universal service contribution payments.

European Regulation

Unlike the United States which has a fractured leigry scheme with respect to VoIP services, thefean Union has adopted a
more systematic approach to the convergence ofank$vand VolP regulation specifically. The Europ€ommission will oversee the
implementation by its member-states of six newdlives developed to regulate electronic commurooatin a technology and platform-
neutral manner. Implementation of the directives at been uniform across the Member States asdlifficult to predict when they will be
implemented at the national level. Even with haripation, the national regulatory agencies will ¢oné to be responsible for issuing gen:
authorizations and specific licenses.

The European Union’s approach to the regulatiodia@P turns on whether VolIP is voice telephony. Bugopean Commission has
defined voice telephony to have four elementscdijimercial offering as voice telephony; (ii) praeisto the public; (iii) provision to and
from the public switched telephone network termorapoints; and (iv) direct speech transport andching of speech in real time,
particularly at the same level of reliability argegch quality as provided by the PSTN. In its Comigation from the Commission,
Consultation on Voice on the Internet in June 2@068,commission directed that “Member States shooidinue to allow Internet access
providers to offer voice over Internet protocol endata transmission general authorizations, asdsghecific licensing conditions are not
justified”

The Commission has subsequently redefined its idiefiis to suggest that some VolP offerings are @oéephony. In its
December 2000 communication, the Commission ndtatincreasing quality and reliability as well aarketing of voice capabilities with
bundled services, made certain kinds of “voice dm@rnet” much more like voice services. While therent Commission directives do not
mandate the treatment of VolP as voice telephdrg/commission will continue to reevaluate the ratioh of VoIP as service quality
becomes the equivalent of traditional voice telegho

In February 2003, the European Union adopted aregulatory framework for electronic communicatidiat is designed to
address in a technologically neutral manner theve@ence of communications across telecommunicatimomputer and broadcasting
networks. The directives address: (i) frameworkifiierconnection and access, (iii) authorizatiod Acensing, (iv) universal service and
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(v) privacy. These directives and an additionalislen on radio spectrum replace the existing 28alives on electronic communications.
Under the framework, voice telephony providers ¥atte additional obligations, including specificdnsing and universal service obligations.
Others will likely face new regulation. One examptaild be VolP. If it is classified as an electimoommunications service, rather than v
telephony, it would still be subject to additiomegulations to achieve regulatory parity with othkrctronic communications.

The United Kingdom was one of the first countri@$uily implement the European Union’s new framekvfmr electronic
communications, which it did by July 25, 2003. A&t time, certain provisions of the United Kingdaritelecommunications Act of 1984
were repealed. Pursuant to that framework, th@dicgy regime was replaced with a general authaoizaOur existing licenses were canceled
and replaced with a general authorization.

Under the regime, the United Kingdom regulates VadRan electronic communication service. The degfeegulation imposed on
the service depends upon whether the service sdemed to be a Publicly Available Telephone S&r{RATS). A service is considered to be
a PATS if the following conditions are met: it i;mrketed as a substitute for the traditional teleyhservice; the service appears to the
customer to be a substitute for the traditionallipuklephone service over which they expect actessnergency services; or the service
provides the customers sole means of access taatttidonal circuit switched public telephone netiwo

While the Ofcom, the United Kingdom regulator, leatablished technical standards and interconnentibis for VolP service
providers, it has recently opened a consultaticassess the appropriate allocation of phone nuntbéfslP providers. We cannot predict the
result of this proceeding and how it will affectr@bility to provide services.

As we expand the deployment of our VolP applicationEurope, we will have to consider the apprdprragulatory requirements
for each nation before deploying services.

Canadian Regulation

The Canadian Radio-television and Telecommunicat@ommission, or the CRTC, has jurisdiction to fatgulong distance
telecommunications services in Canada. Regulatewvgldpments over the past several years have tatediithe historic monopolies of the
regional telephone companies, bringing signifiarhpetition to this industry for both domestic am&rnational long distance services, but
also lessening regulation of domestic long distaomapanies. Resellers, which, as well as faciltti@sed carriers, now have interconnection
rights, but which are not obligated to file tarjffleay not only provide transborder services toltfe. by reselling the services provided by the
regional companies and other entities but also resgll the services of the former monopoly inteoral carrier, Teleglobe Canada or
Teleglobe, including offering international switchgervices provisioned over leased lines. AlthoihghCRTC formerly restricted the pract
of “switched hubbing” over leased lines througlemtediate countries to or from a third country, @RTC lifted this restriction. The
Teleglobe monopoly on international services andeusea cable landing rights terminated as of Octbb£998, although the provision of
Canadian international transmission facilities ldeservices remains restricted to “Canadian cafrieith majority ownership by Canadians.
Ownership of non-international transmission faigitare limited to Canadian carriers but we can mternational undersea cables landing in
Canada. We cannot, under current law, enter thadian market as a provider of transmission faesitbased domestic services. In 2003, two
committees of the Canadian House of Commons issomiefiicting recommendations on whether to lift fbeeign ownership restrictions that
prohibit carriers like us from owning int@anadian transmission facilities. If the ownergigigtrictions are repealed, we anticipate that wk
be able to expand our operations and service offerin Canada. Recent CRTC rulings address issuwsas the framework for international
contribution charges payable to the local excharageers to offset some of the capital and opegatiosts of the provision of switched local
access services of the incumbent regional telepbompanies, in their capacity as ILECs, and the eetrant CLECs.

While competition is permitted in virtually all h Canadian telecommunications market segmentbglieve that the regional
companies continue to retain a substantial majofitye local and calling card markets.
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Beginning in May 1997, the CRTC released a numbedeoisions opening to competition the Canadiaalleelecommunications services
market, which decisions were made applicable irtehdtories of all of the regional telephone comiga. As a result, networks operated by
CLECs may now be interconnected with the netwofkb® ILECs. Transmission facilities based CLEGs subject to the same majority
Canadian ownership “Canadian carrier” requiremastgansmission facilities based long distanceararrCLECs have the same status as
ILECs, but they do not have universal service atamer tariff-filing obligations. CLECs are subjéatcertain consumer protection
safeguards and other CRTC regulatory oversightireauents. CLECs must file interconnection tariffs $ervices to interexchange service
providers and wireless service providers. CertalfQ services must be provided to CLECs on an unleahoasis and subject to mandatory
pricing, including central office codes, subscribstings, and local loops in small urban and rar&as. For a five-year period, certain other
important CLEC services must be provided on an odlad basis at mandated prices, notably unbundlesl loops in large, urban areas.
ILECs, which, unlike CLECs, remained fully reguldtare subject to price cap regulation in respétteir utility services and these services
must not be priced below cost. Interexchange dmumion payments are now pooled and distributed ambBCs and CLECs according to a
formula based on their respective proportions sidential lines, with no explicit contribution pdyta from local business exchange or
directory revenue. CLECs must pay an annual telewanications fee based on their proportion of t&iaEC operating revenue. All bundled
and unbundled local services (including residetiti@s and other bulk services) may now be rednltl]LECs need not provide these serv
to resellers at wholesale prices. Transmissiotitiesi based local and long distance carriers (lmatresellers) are entitled to colocate
equipment in ILEC central offices pursuant to teand conditions of tariffs and intercarrier agreataeCertain local competition issues are
still to be resolved. The CRTC has ruled that tesglkcannot be classified as CLECs, and thus drentitled to CLEC interconnection terms
and conditions. The CRTC conducted a proceedir@# to review issues relating to the introducttdvolP technology. The CRTC has
expressed a number of preliminary views about hqwadposes to regulate VolP services includingvibes that VolP services (and service
providers) should be regulated according to the CRExisting rules. If the preliminary views arenfiomed, then the rules for VolP-based
services will depend on the category of servicevipler (ie., ILEC, CLEC or reseller), the naturetloé service and the geographic area in
which the service is provided.

Information Services Business

In connection with our belief that communicatioesvices are direct substitutes for existing modasformation distribution, and
for other strategic and tactical reasons, durin@?2®e entered the businesses of direct markefingraputer software and computer softw
license management. Today, this business is coadist our subsidiary Software Spectrum and itsididrges, which we refer to collective
as Software Spectrum.

We believe that companies will, over time, seebkinfation technology operating efficiency by puréhgssoftware functionality
and data storage as commercial services procurmedbovadband networks such as our network or @aoorted services that also use a
broadband network for delivery to the customer. Mgkeve that the combination of our network infrasture and service development
capabilities, and Software Spectrin@xpertise in software lifecycle management andketizg, as well as strong customer relationshipey
position us to benefit as companies change the emanmwhich they buy and use software capability.

Through Software Spectrum, we are a leading direrketer of software and provider of licensing &y to corporations.
Software Spectrum has sales offices and operaieased in North America, Europe and Asia/Pactiioftware Spectrum serves as an
attractive, variable-cost sales and marketing cekfan software publishers who wish to market, seldl distribute their products while
limiting their need to rely exclusively on their owdirect sales force. Software Spectrum has estwali software marketing and resale
arrangements with major software publishers, indgd\dobe Systems, Citrix Systems, Computer AssesjdBM, McAfee, Microsoft,
Novell, Sun Microsystems, Symantec and Trend MiSaftware Spectrum focuses on desktop productapglications and related serv
management and security products, such as Microsoft
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Office, Microsoft Windows, Adobe Acrobat, Micros@QL, Citrix MetaFramé& and Symantec Antivirus. Software Spectrum alsorrége
has developed and launched its Media Plaseftware to further assist businesses in managieig $oftware assets.

Software Spectrum’s strategy is to continue to leelporations increase their focus on their perforage by improving how they
select, purchase and manage software. Softwardr8pewill seek to do this principally by leveragiitg existing customer relationships,
continuing to strengthen its relationships withtsafe publishers, and further expanding its presém¢he small-medium business or SMB
market. Software Spectrum controls its costs byraéning its administrative and customer servipemtions while utilizing a geographically
dispersed field sales force strategically locatethajor business markets worldwide. The majoritpoftware Spectrum’s revenue is derived
from sales to large organizations, including Foet800® and Fortune Global 500companies, as well as thousands of mid-sized cestom
from many industries.

Through its global sales force and sales engin&afsyware Spectrum provides software licenses aladed services to large and
mid-sized organizations, including companies inFbetune 50® and Fortune Global 500rankings. Software Spectrum concentrates on
building and expanding these relationships thrquegiisonal sales contacts made throughout major igtolbaputing markets. Through its
strategically located, centralized operations asriteNorth America, Europe and Asia/Pacific, Safitev Spectrum supports the global
marketing efforts of its sales force.

Software Spectrum’s website, www.SoftwareSpectrom,dncludes an e-commerce business center whipls bastomers meet
their total procurement, asset management, regoidiiandards management and order tracking needstzioh provides customers the opt
of obtaining their software electronically. In atiloln, the website contains company news and infGonalesigned to educate customers a
its services, its software titles (including thjpdrty reviews), the publishers it represents ardatest trends in the industry. Software
Spectrum conducts online seminars, or webinairsaio its customers on its online services andshpattner webinars.

Software Spectrum adapts its product related seswic specific customer requests, consults wittoowsrs on developing strateg
to efficiently select, purchase and manage theooust's investment in software and manages the atzand timely delivery of products.
Software Spectrum provides its customers with imfation on, advice regarding and assistance withwite range of available software
choices through its marketing, sales and techsiedi. For customers electing to standardize dgskbtdtware applications or otherwise take
advantage of right-to-copy arrangements, SoftwgecBum provides licensing agreement services apdast. Under licensing agreements,
Software Spectrum acts as a designated servicéderae sell software licensing rights that permistomers to make copies of a publisher’s
software program from a master disk and distrilthi® software within a customer’s organizationddee per copy made. Maintenance
agreements entitle customers to updates and umgoddevered products during the term of the Agreetntypically three years following t
software purchase. By utilizing licensing agreeragatistomers are able to consolidate their worldwidrchases and acquire software un
single master agreement for a given publisher faogtobal supplier such as Software Spectrum. lisingdy, customers are electing to use
enterprise-wide licensing agreements, which gieectistomer the right to use a particular suiterofipcts offered by a publisher on all
desktops across its enterprise. Software Spectrigeissing consultants can assist customers irctiedethe most advantageous form of
licensing available based on specific needs ortcaings. Among its other services, Software Spectaffers on-site consultants for large
corporations, who provide software selection assis, software asset management and determindtpite and availability of hard-to-find
software products.

Software Spectrum serves an important role in dffievare industry by providing a service-oriented aost-effective means for
software publishers to market, sell, distribute pravide support for their products. The services/gled by Software Spectrum assist
publishers by building product awareness, markqtitoglucts directly on behalf of publishers to bes#es and other organizations. Software
Spectrum is also instrumental in
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the selection, design and implementation of licepgirograms for its customers. Software Spectrulie\es that maintaining its relationships
with software publishers is important to Softwape&rum’s future growth and profitability. Softwa@ectrum often will coordinate product
introductions and marketing programs with publisherhich may involve joint regional product semiand cross selling of selected
complementary products. By providing pre-salesisesvand marketing support, Software Spectrum b#airocompetitive discounts from
many software publishers, avail itself of marketfngds provided by major publishers and work clpseth publisher personnel on various
marketing and selling matters such as the intradoaf new products, programs and related servigmdunities.

Software publishers sell software to customers dotctly and through indirect sales channels. Qivee, the sale of software to
corporate customers has evolved from a one-timeeafddoxed products accompanied by perpetual leetscomplex licensing agreements
with associated annual subscription payments. As/ace sales increasingly consist of licensing egrents that are predominantly sold
through indirect sales channels, there is a gréateis by publishers and customers on the licensiogvledge and expertise of the indirect
sales channel. Software Spectrum believes thakfisrience in working with leading software pubfishand demanding corporate customers
over the last 20 years, as well as its abilityeth software globally, positions it well within thedftware direct marketing industry.

Software Spectrum’s North American operations aeld in Plano, Texas, and Software Spectrum algttaimes a product center
located in Spokane, Washington. Software Spectridutepean operations are based in Munich, Gerrmaard/ Software Spectrum also
maintains offices in Holland, Belgium, France, ftebpain, Sweden, and the United Kingdom. Softv&pectrum’s Asia/Pacific headquarters
is located in Sydney, Australia. Software Spectalso has offices in Singapore and Hong Kong. Imdafoftware Spectrum operates
through a minority investment in a company nametidk Spectrum, Inc.

With centralized operations centers in North AmeriEurope and Asia/Pacific, Software Spectrum s tbserve the major
computing technology markets around the world. Jo&mftware Spectrum provides software or fulfilmservices to customers located in
approximately 170 countries, invoices customemmamy local currencies and provides consolidateddwade reporting for its customers.

Products and Services
Advice, Information and Education

Software Spectrum advises, informs and educatesist®mers regarding the wide range of procuremeaticensing choices
available to them. Software Spectrum publishes fettess, service and product brochures and prothteiogs, and also provides other tin
information coincident with major product releases.

Software Spectrum authors and provides white pageatsconsulting advice to its customers to allostemers to realize the
potential benefits associated with licensing proggaSoftware Spectrum provides its customers wittethodology for evaluating their
individual software management process and anajyigsues in selecting and implementing the licempirograms offered by various
publishers. Software Spectrum’s advice is desidoebsist customers in selecting a software manageptan, including internal distribution
services, communicating with end users, reportimy@mplying with licensing agreements.

Software Spectrum’s customer magazine, In Tdlicprovides new product information and case stuil@s existing customers
who are implementing the latest products and telogies from the leading software publishers worldievand offers news and commentary
on industry trends and Company-sponsored semingrsther technology related events. Software Specprepares and distributes a
Licensing and Software Management Guidehich provides the purchasing requirements andifigation restrictions of the numerous
licensing publisher programs. Software Spectrum&amers have expressed interest in this
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publication, which Software Spectrum believes issult of the potential savings a corporation @alize by utilizing alternative procurement
methods provided by this publication Software Speuts newsletter, Inside Track, contains publisher news and is sent to its Jales
monthly via email. Software Spectrum’s sales fdahamn redistributes the newsletter to customers.

Software Spectrum’s website contains company nemisrdormation designed to educate customers atsservices, its software
titles (including third party reviews), the publésk it represents and the latest trends in thesinguSoftware Spectrum conducts online
seminars, or webinars, to train its customers ®orifine services and host partner webinars. Aattilly, Software Spectrum convenes a
global customer roundtable twice a year and sclesdather roundtables as part of its publisher niigudge

Licensing Services

Software Spectrum’s customers can acquire softappéications either through licensing agreementsygourchasing boxed
products. Over 80% of Software Spectrum’s custorparshase their software applications through Bisg agreements, which Software
Spectrum believes is a result of the ease of adindttion they provide and their cost effective natlLicensing agreements, or right-to-copy
agreements, allow a customer to either purchaeeisk for each of its users in a single transadrigeriodically report its software usage,
paying a license fee for each user. For custorttegsyverall cost of using one of these methodsgbiming software may be substantially |
than purchasing boxed products.

As software publishers choose different procedfoesnplementing licensing agreements, businessefaged with a significant
challenge to evaluate all the alternatives andgmtores to ensure that they select the approprigéements, comply with the publishers’
licensing terms and properly report and pay foirtbeftware licenses. A large, multinational comggion may have over 100,000 users located
at multiple locations around the world, increading complexity associated with purchasing and miagafpeir software assets. Software
Spectrum works closely with its customers to uni@ded their requirements and educate them regatbegptions available under licensing
agreements.

Many of Software Spectrum’s customers who haveteteto purchase software licenses through licersgmgements have also
purchased software maintenance, which allows custeto receive new versions, upgrades or updatesfofare products released during
the maintenance period in exchange for a spedifiedial fee. These fees maybe paid in monthly, gdgrbr annual installments. Upgrades
and updates are revisions to previously publisiodivare that improve or enhance certain featurab@software and/or correct errors found
in previous versions. Software Spectrum assisttighdrs and customers in tracking and renewingetlaggeements.

Software Spectrum’s proprietary systems supportéfjeirements necessary to service licensing ageeenfior its customers.
Software Spectrum’s systems provide individualizagtomer contract management data, assist custoamewmplying with licensing
agreements and provide customers with necessaoytirggpinformation.

Procurement Services

Most of Software Spectrum’s products are orderethbycustomer’s procurement or IT department ang lnesbilled to another
department of the customer at a different site s€leistomers can submit orders telephonicallyabgifile or email or through their
computer systems via e-commerce capabilities, aa@oftware Spectrum’s electronic data interchdB@#) capabilities or its website.

Software Spectrum participates in the electronacprement arena in order to help customers cootstk, streamline the
procurement process and improve operational effties. Software Spectrum does this primarily thtoitg website and its Electronic
Business-to-Business Partner Program (e-B2B Parogram):

. Software Spectrum’s website Software Spectrum’s website provides toolschtillow customers to restrict purchasing only
to pre-approved products or allow an administrator atstamuer location ti
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give users within that organization access to tigtamer’s online account, but restrict the levethefir activity and the features
and options available to them. Through its webStdfware Spectrum makes available open-ordersstatd purchase activity
reports formatted to meet each customer’s spetifits. Software Spectrum also maintains a suitatefnet-based tools that
enable customers to manage their software procurefier most of its larger customers, Software 8pet creates customizi
electronic product catalogs containing productimfation and pricing. These electronic catalogsaacessed through search
engine functionality, which enables customers tiakdy locate and compare products they ne

. Software Spectrum’s e-B2B Partner ProgramUnder Software Spectrum’s e-B2B Partner Progi@oftware Spectrum has
established relationships with e-procurement prengdsuch as Ariba, Oracle, Perfect Commerce arRItSAupport
customers’ implementations of the various e-promanat platforms in an effort to streamline procurat@rocesses and
improve operational efficiencie

Fulfillment Services
Software Spectrum’s customers receive the softiveg purchase in one of three ways:

. directly from the publisher;
. from a distributor; or

. electronically.

A significant portion of the physical fulfilment software for Software Spectrum'’s customers i$qgrared by the publisher, and
Software Spectrum has out sourced substantiallyfdlie remaining physical fulfillment of softwaf@r its customers to third-party
distributors. Under arrangements with such distdls) Software Spectrum obtains distribution sewifor products purchased directly from
the distributors, as well as for odd and hard-taHproducts that it purchases elsewhere. Prodifitefd through third party distributors
usually ships the same day Software Spectrum resé¢he order. Electronic software distribution (BESDpports the fast, convenient delivery
of software products between businesses via elactlioks such as the Internet. Software Spectrumently delivers a limited amount of
software in this manner and intends to continugaticipate in this method of distribution as dechéar this service by large organizations
emerges and as communication technology improvesyeretble ESD to become more widely used.

Media Plane™ Software

In January 2005, Software Spectrum launched sélgkedia Plan€", an integrated software asset management platfoatns
designed to enable IT organizations to gain bettetrol of their software assets, thereby savingeyand ensuring software compliance.
Software Spectrum developed the Media Plaseftware after having observed in its primary seaftevdirect marketing business that, in spite
of investing in software asset management toagustomers still make unnecessary purchasesuiadif compliance with software licenses,
are slow to distribute software to their employees] do not feel that they are in control of tlesiftware asset lifecycle. The Media Plahe
software is designed to help companies manage eontipenses by determining who is entitled to pasghor use a software license, the r
media for a license entitlement, how to accessdifisvare, how to entitle users, groups and therpnige to receive the software, and how to
manage entitlements going forward. The Media Plaseftware is designed to integrate with a compaimt&rnal processes and other asset
management technology to allow the company to refitgiently purchase, deploy and manage their saftnassets.

Sales and Marketing

Software Spectrum sells and markets its produassarvices to existing and potential customersutifindts sales force and the use
of printed collateral, web marketing, industry aamginces and direct marketing programs. Softwaret&pe’s sales force consists of account
managers, customer account service representdiipieisbased sales representatives and sales amngjres well as its sales marketing and
support staff.
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Software Spectrum’s field-based account managersesponsible for specific accounts and/or a sjedeifritory, which generally
includes major metropolitan areas in one or mortries, states or provinces. Account managers dioéctly with senior and mid-level
procurement managers and IT managers of existidgatential enterprise customers to identify thecefic needs of each customer and to
facilitate both the purchase of software produots the utilization of Software Spectrum’s servibgshe customer’s organization. For
national and global accounts, several account neasagay work with the customer in different parft®lorth America, Europe and
Asia/Pacific, coordinated by a designated nationglobal account manager. The number of accolarigled by each account manager
depends on the relative size of the accounts antétkel of service required by each customer witheassigned territory.

Software Spectrum’s centralized customer accountcgerepresentatives work with large product actsugenerally with each
customer having a dedicated team member as itaprioontact. Customer account service represeatativho are based primarily at
Software Spectrum’s operations centers, handigsalkects of the day-to-day customer account segyigieluding common presale questions,
customer order placement, order status inquireggjests for demonstration products for evaluatrmhsearches for hard-to-find products.
They also help customers perform many of thesetiimme directly by guiding them through the variefyoptions available on Software
Spectrum'’s website. This structure enables custe@mice representatives to develop close relatipsswvith individuals within the
customer’s organization and to better serve thereiyg familiar with their account.

Software Spectrum’s field-based sales represertative responsible for soliciting software busirfess SMB customers located
in major geographic markets. These sales reprasergdandle the day-to-day customer account Sagyfor such organizations. Although
product price and delivery terms are key factorSMB organizations, Software Spectrum also provalbsoad range of licensing agreement
support and services to this category of custonheitgal contact and sales are made typically tigtofield engagement, telephone inquiries,
business partner referrals or web-based self-geofferings. In January 2004, Software Spectrunabeg increase the size of its sales force
targeting SMB customers. Software Spectrum'’s fiblased sales representatives constitute a sigmifpgation of this increased sales force,
and Software Spectrum will rely upon them as iksde focus its efforts to expand its presencé@éSMB market.

Software Spectrum’s sales engineers support thetef its account managers, customer accounicesrvepresentatives and field-
based sales representatives. These sales endiaeerseceived training from software publisherimian industry segment and advise
customers regarding selection of software prograyrsssisting them in matching the requirementseif technical environments with the
various features of available software products.

Support Systems

Software Spectrum has developed certain proprietapport systems that facilitate the delivery afdarcts and services to its
customers and has invested in technology basedrsgsb support the special requirements necessaertice licensing agreements for its
customers. Software Spectrum’s customized web-baggtdmer service system is written in MicrosofttA&hd .NET, provides
individualized contract management data, assigtomers in complying with the terms of their licelgsagreements and provides customers
with necessary reporting mechanisms. Using indafided data in this system, in conjunction witht®afre Spectrum’s contract management
database, Software Spectrum’s representativesuida g customer through the various purchasingngtand assist in administering
licensing agreements. The system also providesv@mtSpectrum’s account managers and customer gicsenvice representatives with a
customer profile, account status, order statuspgoduct pricing and availability details.
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Products and Distribution

Software Spectrum markets a full array of softwétes for managing, enabling and securing busieessrprises. The software
products offered by Software Spectrum include ajanbusiness programs for the desktop and senxéromment including strategic prodt
categories for security storage and Web infrastinect-or the year ended December 31, 2005, th&éGawftware titles sold by Software
Spectrum represented approximately 54% of Soft@aectrum’s net software sales.

Customers

In 2005, Software Spectrum served approximatel9@gorporate customers worldwide, of which ovef8,are included in
Software Spectrum’s definition of SMB customersft®8are Spectrum’s customer base includes corpargtigovernment agencies,
educational institutions, non-profit organizati@rsl other business entities. Sales contracts waitfeIcustomers for the procurement of
products generally cover a one- to three-year pgesitject to the customers’ rights to terminatecthrtract upon notice. These contracts
usually include provisions regarding price, avallgh payment terms and return policies. Standaagiment terms with Software Spectrum’s
customers are net 30 days from the date of invaigeet 10 days in the case of summary periodimigsl to customers. In 2005, no single
customer represented more than 5% of Software &pe'strevenue, and Software Spectrum’s customes batuded approximately 287 of
the Fortune 500 companies and approximately 2%8eoFortune Global 500companies. Software Spectrum does not believetirdbss of
any single customer would have a material adveffeeteon its revenue.

Publishers and Distributors

Software Spectrum’s software sales are derived fsoyducts purchased from publishers and distrilsufbne decision whether to
buy products directly from publishers or throughktdbutors is determined on a case-by-case basedban publisher requirements, cost,
availability, return privileges and demand for atjgalar product. For 2005, approximately 87% oft&are Spectrum’s sales, based on
revenue, represented products purchased frommitgutgest publishers. For 2005, products from Miofband IBM/Lotus accounted for
approximately 59% and 10% of software revenue aetbely.

Software Spectrum has contractual relationshipl alitits major vendors covering price, paymentieand return privileges.
These contracts are non-exclusive and are genéeathinable by either party without cause upond6a days notice. Software Spectrum’s
contracts with its major vendors are generallydioe or two-year terms, and the majority contaipravision for automatic renewal.

Publisher contracts generally permit Software Spetto submit adjustment reports for licensing arantenance transactions
within a certain time period after the transaci®neported. Such contracts do not typically reg@oftware Spectrum to ensure end-user
compliance with its publishers’ licensing and caglgt or patent right protection provisions. CertafrSoftware Spectrum’s contracts with
vendors provide for early payment discounts. Urtderterms of its vendor contracts, Software Spetisinot generally required to meet any
minimum purchase or sales requirements, excepietextent that Software Spectrum’s level of purehas sales may affect the amount or
availability of financial incentives, advertisinavances and marketing funds. The reduction in@madiscontinuance of, or Software
Spectrum’s inability to meet requirements estaklishy vendors for achieving financial incentivedyertising allowances and marketing
funds could have an adverse effect on Softwaret8pats business and financial results, and may lzavadverse effect on our consolidated
financial results.

Competition

The software direct marketing business is intensetypetitive. Competition is based primarily oncpriproduct availability, speed
of delivery, quality and breadth of offerings, dlito tailor specific solutions
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to meet customer needs and credit availabilitytvre Spectrum faces competition from a wide vgriédtsources, including software and
hardware direct marketers, OEMs and large systatagrators. Many competitors have substantialatgefinancial resources than Software
Spectrum does. Some of Software Spectrum’s coropetitay provide a broader range of services, ss@xi@nding long-term capital
financing or offering bundled hardware and softwsokitions. Companies that compete in this maikelyding Software Spectrum, are
characterized by low gross and operating marginas€quently, Software Spectrum’s performance isljiigependent upon maintaining
scale and effective cost and management controls.

Current competitors from the software and hardwdinext marketing category include ASAP Software M@Onsight, SoftChoice
and Softwarehouse International. Competitors alslude OEMs and large systems integrators. Thespanies distribute and deliver
software to large and mid-size organizations asqfaheir offering. Such competitors include Dieit. and Hewlett Packard Corporation,
hardware manufacturers that also sell software sgatéms integrators such as Compucom Systemdyllnty of these companies have a
global presence. Software Spectrum believes thaldbal presence and capabilities, licensing digeersoftware focus, and knowledgeable
industry experienced personnel serve to distingiiisbhm its competitors.

Software publishers may intensify their effortsedl their products directly to end users to thel#sion of the indirect sales
channel. End users have traditionally been abjpritohase upgrades directly from publishers. Overptist few years, some publishers have
instituted programs for the direct sale of larggesrquantities of software to major corporate aot®uand Software Spectrum anticipates that
these types of transactions will continue to belusevarious publishers in the future. Software®pen could be adversely affected if major
software publishers successfully implement or edpanegrams for the direct sale of software througlume purchase agreements or other
arrangements intended to exclude the direct mawgkethannel. Software Spectrum believes that tla tahge of services and software title
provides to its customers cannot be easily sulbstithy individual software publishers, particuldsgcause individual publishers do not offer
the scope of services or range of software tigegiired by most of Software Spectrum’s customeesvéver, there can be no assurance that
publishers will not increase their efforts to selbstantial quantities of software directly to eisérs without engaging Software Spectrum to
provide value added services.

Should publishers permit others to sell licensiggeaments, or should additional competitors deviiegcapabilities required to
service and support large licensing programs, So#vBpectruns competitive advantage could be negatively imghdfehe direct marketir
channel’s participation in licensing agreementgduced or eliminated, or if other methods of disition of software become common,
Software Spectrum’s business and financial resoltdd be materially adversely affected.

Our Other Businesses

Our company was incorporated as Peter Kiewit Sdne!,in Delaware in 1941 to continue a constructiosiness founded in
Omaha, Nebraska in 1884. In subsequent years,wested a portion of the cash flow generated bycounstruction activities in a variety of
other businesses. We entered the coal mining basinel943, the telecommunications business in liB@8nformation services business in
1990 and the alternative energy business in 19%laMb have made investments in several developstage ventures.

In December 1997, our stockholders ratified thasiee of the board of directors to effect the spfit separating our historical
construction business from the remainder of ouratpns. As a result of the split-off, which waswaeted on March 31, 1998, we no longer
own any interest in the prior construction businésgonjunction with the split-off, we changed awame to “Level 3 Communications, Inc.,”
and the entity that held the prior constructionibess changed its name to “Peter Kiewit Sons’,"Inc.

On November 30, 2005, we completed the sale of o)8tructure, LLC subsidiary to Infocrossing, Incr $84.8 million in total
consideration, including $82.3 million in cash &®5 million in Infocrossing common stock. Priorthe sale, ()Structure provided
computer operations outsourcing to customers ldgatienarily in the United States.
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Coal Mining

We are engaged in coal mining through our subsidi&€P, Inc. (“KCP”).KCP has a 50% interest in two mines, which are atpe
by a subsidiary of Peter Kiewit Sons’, Inc. (“PKSDecker Coal Company (“Decker”) is a joint ventwi¢h Western Minerals, Inc., a
subsidiary of The RTZ Corporation PLC. Black Bufteal Company (“Black Butte”) is a joint venture WwiBitter Creek Coal Company, a
subsidiary of Anadarko Petroleum Corporation. Tleek®r mine is located in southeastern Montanale@kack Butte mine is in
southwestern Wyoming. The coal mines use the sairfaning method.

The coal produced from the KCP mines is sold pripéw electric utilities, which burn coal to prodel steam to generate electric
Essentially all of the sales in 2004 were made uluey-term contracts. Approximately 44%, 59% afédGof KCP’s revenue in 2005, 2004
and 2003, respectively, were derived from long-teantracts with Commonwealth Edison Company (widtker) and The Detroit Edison
Company (with Decker). KCP has commitments to @elapproximately 15.4 million tons of coal througfhil2 under contracts with
Commonwealth Edison and Detroit Edison. KCP alsodther sales commitments, including those witlr&iBacific, Idaho Power,
PacifiCorp, Intermountain Power Agency, MinnesotavBr, and Ki Energy that provide for the delivefyapproximately 12 million tons
through 2009. The level of cash flows generategd®nt periods by our coal operations will not cwre because the delivery requirements
under certain of our current long-term contractdide significantly. Under a mine management age@mKCP pays a subsidiary of PKS an
annual fee equal to 30% of KCP’s adjusted operatingme. The fee for 2005 was $5 million.

The coal industry is highly competitive. KCP comgsehot only with other domestic and foreign co@diers, some of whom are
larger and have greater capital resources than K@Rlso with alternative methods of generatimgicity and alternative energy sources
2004, the most recent year for which informatioavailable, KCP’s production represented less fi¥arof total U.S. coal production.
Demand for KCP’s coal is affected by economic, tieai and regulatory factors. For example, recelgdn air” laws may stimulate demand
for low sulfur coal. KCP’s western coal reserveaggally have a low sulfur content (less than oregr) and are currently useful principally
as fuel for coal-fired, steam-electric generatingsu

KCP’s sales of its coal, like sales by other westaral producers, typically provide for deliverydiastomers at the mine. A
significant portion of the customer’s delivered toocoal is attributable to transportation coMest of the coal sold from KCP’s western
mines is currently shipped by rail to utilities sidie Montana and Wyoming. The Decker and BlackéBntines are each served by a single
railroad. Many of their western coal competitors served by two railroads and such competitordornsrs often benefit from lower
transportation costs because of competition betwaioads for coal hauling business. Other westeal producers, particularly those in the
Powder River Basin of Wyoming, have lower strippmagos (that is, the amount of overburden thattrbesremoved in proportion to the
amount of minable coal) than the Black Butte andk&e mines, often resulting in lower comparativets®f production. As a result, KCP’s
production costs per ton of coal at the Black Batid Decker mines can be as much as four andifiastgreater than production costs of
certain competitors. Because of these cost disadgas, there is no assurance that KCP will betabdater into additional long-term coal
purchase contracts for Black Butte and Decker prtidn. In addition, these cost disadvantages magraely affect KCP’s ability to compete
for sales in the future.

We are required to comply with various federaltestnd local laws and regulations concerning ptimeof the environment.
KCP’s share of land reclamation expenses for tlae gaded December 31, 2005 was approximately $tomiKCP’s share of accrued
estimated reclamation costs was $97 million at Démr 31, 2005. We did not make significant cagtglenditures for environmental
compliance with respect to the coal business irb2We believe our compliance with environmentak@ction and land restoration laws will
not affect our competitive position since our cotitpes in the mining industry are similarly affedtby such laws. However, failure to com
with environmental protection and land restoratems, or actual reclamation costs in excess ofagaruals, could have an adverse effect on
our business, results of operations, and finarciadition.
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MANAGEMENT
Directors and Executive Officers

Set forth below is information as of March 1, 208b6out each of our directors and executive offic®tg executive officers have
been determined in accordance with the rules oSthe.

Name Age Position

James Q. Crow 56  Chief Executive Officer and Directt

Keith R. Coogar 53  Chief Executive Officer of Software Spectr

Admiral James O. Elli 58 Director

Richard R. Jaro 54 Director

Robert E. Juliat 66 Director

Kevin J. CHara 45  President and Chief Operating Offic

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

Eric J. Mortense! 47 Senior Vice President and Control

Arun Netravali 59 Director

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

John T. Reel 62 Director

Walter Scott, Jr 74 Chairman of the Board of Directc

Dr. Albert C. Yates 64 Director

Michael B. Yanne) 72  Director

Other Management

Set forth below is information as of March 1, 2086put the following members of senior manageméhewvel 3 Communication:
LLC, except as otherwise noted.

Name Age Position

Brady Rafuse¢ 42  President and CEO of Europe Operati

Sureel A. Choks 33  Executive Vice Presidel

Edward F. McLaughlit 53  Executive Vice Presidel

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

Kevin T. Hart 39  Group Vice Presider

Joseph M. Howell, II 58  Group Vice Presider

Glenn Russt 46  Group Vice Presider

Christopher P. Yos 42  Group Vice Presider

Walter Scott, Jr. has been the Chairman of theBofLevel 3 since September 1979 and a directamesApril 1964. Mr. Scott has
been Chairman Emeritus of Peter Kiewit Sons’, loc PKS, since 1998. Mr. Scott is also a directdPl§S, Berkshire Hathaway Inc.,
MidAmerican, Inc., and Valmont Industries, Inc. @dairman of the Board of Commonwealth Telephoneipnises, Inc. Mr. Scott is also
the Chairman of the Executive Committee of the BazrDirectors.

James Q. Crowe has been the Chief Executive Offiteevel 3 since August 1997, and a director ofdle8 since June 1993.
Mr. Crowe was also President of Level 3 until Feloyu2000. Mr. Crowe was President and Chief Exgeulfficer of MFS Communications
Company, Inc. ("MFS”from June 1993 to June 1997. Mr. Crowe also seage@dhairman of the Board of WorldCom from Janu&97luntil
July 1997, and as
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Chairman of the Board of MFS from 1992 through 1996 Crowe is presently a director of Commonwedldiephone. Mr. Crowe is also a
member of the Executive Committee.

Keith R. Coogan has been Chief Executive OfficeBoftware Spectrum since September 2002 and wasdBmesident in
May 1998. Mr. Coogan has been Chief Operating ©ffaf Software Spectrum since April 1996. Mr. Cangarved as Executive Vice
President of Software Spectrum from April 1996 tayML998 and had been a Vice President of SoftwaeetBim since October 1990. From
May 1989 until joining Software Spectrum, Mr. Coagerved as Vice President of Finance for Leatlaté® Holdings, Inc., a privately he
manufacturer and retailer of leather furniture. Moogan is a Certified Public Accountant. Mr. Caogma director of CompX
International Inc. and Kronos Worldwide, Inc.

Admiral James O. Ellis, Jr. U.S. Navy (ret.) hasrba director of Level 3 since March 2005. EffeetiMay 18, 2005, Admiral Ellis
became the President and Chief Executive OfficéN&O, a nonprofit corporation established by thelear utility industry in 1979 to
promote the highest levels of safety and reliabilitthe operation of nuclear electric generatifapts. Admiral Ellis most recently served as
Commander, U.S. Strategic Command in Omaha, Nebyasiore retiring in July 2004 after 35 yearsa¥ge in the U.S. Navy, as
Commander of the Strategic Command. In his Navaerahe held numerous commands. A graduate df fBeNaval Academy, he also
holds M.S. degrees in Aerospace Engineering fra@borgia Institute of Technology and in AeronaltBystems from the University of
West Florida. He served as a Naval aviator andangrmduate of the U.S. Naval Test Pilot School. Adhfllis is also a member of the Bo
of Directors of Lockheed Martin Corporation, Inmetr®L.C and The Burlington Capital Group, LLC. AdatiEllis is a member of the
Nominating and Governance committ

Richard R. Jaros has been a director of Level &sinine 1993 and served as President of the Léw@in31996 to 1997. Mr. Jaros
served as Executive Vice President of Level 3 fid®83 to 1996 and Chief Financial Officer of Levdt@m 1995 to 1996. He also served as
President and Chief Operating Officer of CalEnergyn 1992 to 1993, and is presently a director adMnerican, Inc. and Commonwealth
Telephone. Mr. Jaros is a member of the Compems@tionmittee.

Robert E. Julian has been a director of Level 8esMarch 1998. From 1992 to 1995 Mr. Julian sem®&&Xxecutive Vice President
and Chief Financial Officer of the company. Mr.idalis the Chairman of the Audit Committee.

Kevin J. O’Hara has been President of Level 3 sihdg 2000 and Chief Operating Officer of Leveli8ce March 1998.
Mr. O’Hara was also Executive Vice President of &le¥ from August 1997 until July 2000. Prior totthdr. O’Hara served as President and
Chief Executive Officer of MFS Global Network Sezgs, Inc. from 1995 to 1997, and as Senior VicsiBeat of MFS and President of Ml
Development, Inc. from October 1992 to August 199%m 1990 to 1992, he was a Vice President of Ni&l&com, Inc. (“MFS Telecom”).

Charles C. Miller, Il has been Vice Chairman angé&utive Vice President of Level 3 since Februdsy2001. Mr. Miller was also
a director from February 15, 2001 until May 18, 20Brior to that, Mr. Miller was President of Bellgh International, a subsidiary of
Bellsouth Corporation from 1995 until December 20@for to that, Mr. Miller held various senior Eofficer and management position at
BellSouth from 1987 until 1995.

Arun Netravali has been a director of Level 3 siApeil 2003. Prior to that, Mr. Netravali was Chig€ientist for Lucent
Technologies, working with the academic and investhtommunities to identify and implement importaetv networking technologies frc
January 2002 to April 2003. Prior to that positibir, Netravali was President of Bell Labs as wsllLaicent’s Chief Technology Officer and
Chief Network Architect from June 1999 to Janua®®2. Bell Labs serves as the research and develdmrganization for Lucent
Technologies. Mr. Netravali is a director of Ag&gstems Inc. Mr. Netravali is a member of the Conspéon Committee.
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Thomas C. Stortz has been Executive Vice Presi@dnéf Legal Officer and Secretary since Febru®94£ Prior to that, Mr. Stor
was Group Vice President, General Counsel and Begref the Level 3 from February 2000 to Febru2®@4. Prior to that, Mr. Stortz serv
as Senior Vice President, General Counsel and egraf Level 3 from September 1998 to FebruargQO. Prior to that, he served as Vice
President and General Counsel of Peter Kiewit Sdns! and Kiewit Construction Group, Inc. from @991 to September 1998. He has
served as a director of Peter Kiewit Sons’, Inc.

John Neil Hobbs has been Executive Vice Presidel#sSand Marketing since January 2006. Prior t Ma Hobbs was Group
Vice President Global Sales from September 20Q@tmary 2006. Prior to that, Mr. Hobbs was Presjdglobal Accounts for Concert, a
joint venture between AT&T and British Telecom fra@uly 1999 until September 2000. Prior to that, Mobbs was Director Transition a
Implementation for the formation of Concert représey British Telecom from June 1998 until July @98rom April 1997 until June 1998,
Mr. Hobbs was British Telecom’s General ManagerGtobal Sales & Service and from April 1994 untp#l 1997, Mr. Hobbs was British
Telecom’s General Manager for Corporate Clients.

Sunit S. Patel has been Chief Financial Officecesillay 2003 and a Group Vice President of the L8wahce March 13, 2003.
Prior to that, Mr. Patel was Chief Financial Offied Looking Glass Networks, Inc., a provider oftnopolitan fiber optic networks, from
April 2000 until March 2003. Mr. Patel was Treasuw&WorldCom Inc. and MCIWorldcom Inc., each lodigtance telephone services
providers from 1997 to March 2000. From 1994 to7,9r. Patel was Treasurer of MFS Communicationsi@any Inc., a competitive local
exchange carrier.

John T. Reed has been a director of Level 3 sinaecM2003. Mr. Reed is also a director and chairofahe Audit Committee of
both First National Bank of Omaha and the McCaf@mgup. Mr. Reed was Chairman of HMG Propertiesyé#a estate investment banking
joint venture of McCarthy Group, Inc. from 2000 iiffebruary 2005. Prior to that, he was ChairmaMoCarthy & Co., the investme
banking affiliate of McCarthy Group. Prior to joimg McCarthy Group in 1997, Mr. Reed spent 32 yeatts Arthur Andersen, LLP.

Mr. Reed is the Chairman of the Nominating and Goaece Committee and a member of the Audit Committe

Eric J. Mortensen has been Senior Vice PresidahCamtroller of Level 3 since 2003. Prior to thdt, Mortensen was Vice
President and Controller of Level 3 from 1999 t®©2@nd was the Controller of Level 3 from 1997 $94. Prior to that, Mr. Mortensen was
Controller and Assistant Controller of Kiewit Diwtfied Group for more than five years.

Michael B. Yanney has been a director of Leveli@siMarch 1998. He has served as Chairman of thedBaf The Burlington
Capital Group, LLC (formerly known as America Fidmpanies L.L.C.) for more than the last five gedr. Yanney also served as
President and Chief Executive Officer of The Bugton Capital Group, LLC. Mr. Yanney is the Chairntdrthe Compensation Committee
and a member of the Executive Committee and theihming and Governance Committee.

Dr. Albert C. Yates has been a director of Levslr®&e March 2005. Dr. Yates retired after 12 yearpresident of Colorado State
University in Fort Collins, Colorado in June 208& was also a chancellor of the Colorado State éigity System until October 2003, ans
a former member of the board of the Federal Resgoaed of Kansas City-Denver Branch and the Bo&idiectors of First Interstate Bank
and Molson Coors Brewing Company. He currently egras a director of StarTek, Inc. Dr. Yates is antver of the Audit Committee.

Brady Rafuse has been President and CEO of ouipBaroperations since January 2006. Prior to Matkafuse was Group Vice
President and President of our European operafionsAugust 2001 to January 2006 and Senior Viasigent of European Sales and
Marketing from December 2000 to August 2001. Prdathat, Mr. Rafuse served as Head of Commercigr&jons for Concert, a joint
venture between AT&T
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and British Telecom, from September 1999 to DeceriD60, and in a variety of positions with Briti§hlecom from 1987 until
December 2000. His last position was as Generablglen Global Energy Sector which he held from Aud@9€8 to September 1999 and
prior to that he was Deputy General Manager, Bap&actor from April 1997 to August 1998.

Sureel A. Choksi has been Executive Vice PresideBbftswitch Services since January 2006. Prighad, Mr. Choksi was
Executive Vice President of Services from Novent#4 to January 2006, responsible for developirmgraanaging our communications
services. Prior to that, Mr. Choksi was Executiiee/President Softswitch Services from January 20@1Group Vice President Transport
and Infrastructure from May 2003 until January 20@4. Choksi was a Group Vice President and Chieécial Officer of Level 3 from
July 2000 to May 2003. Prior to that, Mr. Choksiswaroup Vice President Corporate Development aeddurer of the Company from
February 2000 until August 2000. Prior to that, Khoksi served as Vice President and Treasurdreo€bmpany from January 1999 to
February 1, 2000. Prior to that, Mr. Choksi wasi@&or of Finance at the Company from 1997 to 12@BAssociate at TeleSoft
Management, LLC in 1997 and an Analyst at Gleaéh€ompany from 1995 to 1997.

Edward F. McLaughlin has been Executive Vice Pesidslobal Operations since January 2006. Prigmag Mr. McLaughlin was
Senior Vice President, Network Operations at Wilfbelover three years (Oct 2002). Prior to that, McLaughlin was Vice President,
Network Engineering and Planning, at WilTel frontyJ2000 to October 2002. From 1995 through July@®®r. McLaughlin held a variet
of telecom management positions with WorldCom ariliaths Communications Group.

John F. Waters, Jr. has been Executive Vice Prasi@hief Technology Officer since January 200400 that, Mr. Waters was
Group Vice President and Chief Technology Officekevel 3 from February 2000 to January 2004. Pwahat, Mr. Waters was Vice
President, Engineering of Level 3 from November7188til February 1, 2000. Prior to that, Mr. Watesss an executive staff member of
MCI Communications from 1994 to November 1997.

Donald H. Gips has been Group Vice President Catpdstrategy since January 2001. Prior to that Qs was Group Vice
President, Sales and Marketing of Level 3 from Babr 2000. Prior to that, Mr. Gips served as Seviioe President, Corporate Developn
from November 1998 to February 2000. Prior to that, Gips served in the White House as Chief Domdblicy Advisor to Vice President
Gore from April 1997 to April 1998. Before workirgg the White House, Mr. Gips was at the Federal @anications Commission as the
International Bureau Chief and Director of Strategolicy from January 1994 to April 1997. Priothis government service, Mr. Gips was a
management consultant at McKinsey and Company.

Kevin T. Hart has been Group Vice President Gl&yatems Development and Chief Information Offigacs January 2005. Prior
to that, Mr. Hart was Vice President of Telecomneatibns, Media & Entertainment at Capgemini (fory&rnst & Young), a management
consulting firms in Dallas, Texas, for over ninasg In that role, he was responsible for the divgrawth and direction of the organization’s
Communications Operations Support Systems, BilBnginess Support Systems and the Network Manage®ystems service offerings and
delivery. Prior to joining Capgemini’s managememsulting practice, he held the positions of Dioeatf Strategic Planning at International
Paper and Manager of Operations at SBC Communitcatio

Joseph M. Howell, 11l has been Group Vice Presidemtporate Marketing since February 2000. Prigh&d, Mr. Howell served as
Senior Vice President, Corporate Marketing fromadber 1997 to February 1, 2000. Prior to that, MswidIl was a Senior Vice President of
MFS/WorldCom from 1993 to 1997.

Glenn Russo has been Group Vice President sineadaf006. Prior to that, Mr. Russo was Senior \Reesident Network &
Internet Services from January 2005 to January 2B@8n May 2003 to December 2004, he was Senice Piesident of Global Partner and
Channel Development. From June 2001 to
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April 2003, Mr. Russo was Senior Vice PresidentBport and Infrastructure Services and prior to Wees Vice President of Global Fiber
Services from January 2001 to May 2001. Mr. Ruestef Level 3 in August of 2000 as Architect fdowsiness redesign program. Prior to
joining Level 3, Mr. Russo worked for ExxonMobil &mical Company in various leadership positionsate§ Finance, Strategic Plann
and information technology.

Christopher P. Yost has been Group Vice Presidedtiman Resources of the Company since June 2005Yd4t joined Level 3
in November 1999 as Vice President, Litigation &ngployment Counsel in the company’s legal departnfenmor to joining Level 3,
Mr. Yost was Director of Labor Relations for Albgwh’s, Inc., the national grocery store chain. Befbed,the was an associate at the law
of Akin, Gump, Strauss, Hauer & Feld in WashingtorC. where he specialized in labor and employrteemtand litigation.

. authorize the board of directors to issue prefestedk in one or more series without any actiorth@enpart of the stockholde

The by-laws contain specific procedural requireradot the nomination of directors and the introdutiof business by a
stockholder of record at an annual meeting of dtolders where such business is not specified imtitiee of meeting or brought by or at the
discretion of the board of directors.

In addition, the terms of most of our long term e&lyuire that upon a “change of control,” as dafiin the agreements that contain
the terms and conditions of the long term debtnvede an offer to purchase the outstanding long tkri at either 100% or 101% of the
aggregate principal amount of that long term debt.

On May 15, 2006, at our 2006 Annual Meeting of hmdders, our stockholders approved an amendmemirt®Restated Certifica
of Incorporation to declassify our board of direstd’reviously, under our classified board struetour directors were divided into three
classes, with each class serving three-year t8eginning with our 2006 Annual Meeting, directorsmstand for reelection will be elected
to a one-year term of office. Our remaining direstaill continue to serve for the balance of themms, such that at our annual meeting
occurring in 2008, all nominees for membership onkmard of directors will be nominated for a oreayterm.
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DESCRIPTION OF THE NOTES

The notes will be issued under the amended andteglsindenture dated as of July 8, 2003 betweemdshe Bank of New York,
as trustee, as supplemented by a supplementaltirdeo be dated as of June , 2006. In thismsgave refer to the indenture, together with
the supplemental indenture, as the “indenture”. fEhms of the notes include those provided in tiienture and those made part of the
indenture by reference to the Trust Indenture AGt939.

The following description is a summary of the migprovisions of the indenture. It does not resthbse agreements in their
entirety. We urge you to read the indenture becauaad not this description, defines your rigassa holder of the notes. A copy of the
indenture is available as set forth under “Where ¥an Find More Information.”

Terms not defined in this description have the nmegngiven to them in the indenture. In this settibe words “we”, “us,” “our,”
or “Level 3" mean Level 3 Communications, Inc., biatnot include any of our current or future sulasids.

General

The notes are convertible into shares of our comstock as described under “—Conversion Rights” Wwelbhe notes will be
limited to $150,000,000 aggregate principal amaur172,500,000 aggregate principal amount if théeumwriters’ option to purchase
additional notes is exercised in full, and will mn& on June 15, 2012, unless earlier purchased by converted. The notes will only be
issued in denominations of $1,000 and multiple$19000.

The notes will bear interest at the rate of % per year from the date of issuance. Interesthgilpayable semi-annually in arrears
on June 15 and December 15 of each year, commeanibgcember 15, 2006 to holders of record at litmecof business on the preceding
June 1 and December 1, respectively. Interestosittomputed on the basis of a 360-day year contpoEtvelve 30day months. In the eve
of the maturity, conversion or purchase by us atgption of the holder upon a designated everdrast will cease to accrue on the applicable
notes under the terms of and subject to the camditof the indenture.

Principal will be payable, and the notes may bagméed for conversion, registration of transfer exchange, without service
charge, at our office or agency, which will initigbe the office or agency of the trustee in Newk/dNew York.

The indenture does not contain any financial comenar any restrictions on the payment of dividertls repurchase of our
securities or the incurrence of indebtedness dh@er as described under “—Limitation on Liens” lveld@he indenture also does not contain
any covenants or other provisions to afford pradecto holders of the notes in the event of a hidaéVveraged transaction or a change in
control of us, except to the extent described ufiddPurchase at Option of Holders upon a Design&tesht” below.

If any interest payment date or maturity date obte falls on a day that is not a business dayretgaired payment will be made on
the next succeeding business day as if made odatieethat the payment was due and no interestagiiue on that payment for the period
from and after the interest payment date or matdidate, as the case may be, to the date of thatgratyon the next succeeding business day.
The term “business day” means, with respect torentg, any day other than a Saturday, a Sundaylay ®@n which banking institutions in
The City of New York are authorized or requiredlény, regulation or executive order to close.

We will not pay any additional amounts on the natesompensate any beneficial owner for any Un8tates tax withheld from
payments of principal, interest, or premium, if aog the notes.

Unless specifically provided otherwise, when we tgeterm “holder” in this prospectus supplemerg,mean the person in whose
name such note is registered in the security remgist
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Ranking

The notes are our unsecured and unsubordinateghtiblis and rank equal in right of payment withodlbur existing and future
unsubordinated indebtedness. As of March 31, 28/, giving pro forma effect to (i) the issuangedur wholly-owned subsidiary on
April 6, 2006 of $300,000,000 aggregate principteant of 12.25% Senior Notes due 2013, (ii) thieifig (assuming no exercise of the
underwriters’ option to purchase additional notég),our concurrent common stock offering, we Mdbhave had approximately $5.911
billion of indebtedness (excluding the debt of subsidiaries), excluding intercompany liabiliti&f.such amount, approximately $730
million constituted secured indebtedness consisifmgur guarantee of our wholly-owned subsidiasesior secured credit facility and
approximately $876 million constituted subordinaitedebtedness. The indenture under which the maitebe issued contains no restrictions
on the amount of additional indebtedness we mayririthe notes will be effectively junior to our seed obligations incurred under future
credit facilities, receivables facilities and puask money indebtedness and certain other arrangethahare secured. In addition, the notes
will be structurally subordinated to all indebteds@nd other obligations of our subsidiaries. @bsgliaries are separate legal entities and
have no obligation to pay, or make funds availablpay, any amounts due on the notes. As of Mat¢t2306, after giving pro forma effect
(i) the issuance by our wholly-owned subsidiaryAqmil 6, 2006 of $300,000,000 aggregate principteant of 12.25% Senior Notes due
2013, (ii) this offering (assuming no exercisela tinderwriters’ option to purchase additional sptand (iii) our concurrent common stock
offering, our subsidiaries would have had approxetya$3.370 billion in aggregate indebtedness ghdrdbalance sheet liabilities (excluding
deferred revenue), but excluding intercompany liiéés, all of which liabilities are structurallyesior to the notes. We have guaranteed $
billion of the indebtedness of our subsidiaries,andhe case of our guarantee of the $730 milleem loan outstanding under the credit
facility of Level 3 Financing, Inc., have pledgasbstantially all of our assets to secure such gueaea See “Risk Factors—Because the notes
that you hold are unsecured, you may not be falpard if we become insolvent,” “Risk Factors—Beaati®e notes are structurally
subordinated to the obligations of our subsidiaiyesi may not be fully repaid if we become insolygand “Risk Factors—We have
substantial existing debt and could incur substhatiditional debt, so we may be unable to makeneays on the notes.”

Conversion Rights

A holder may convert a note, in integral multiptésb1,000 principal amount, into slsaoé common stock per $1,000
principal amount of notes (the “conversion raté"aay time before the close of business on Jun2dB?, unless such note is earlier
purchased by us. The conversion rate is subjeadjisstment as described below. Except as desdoiélesv, no cash payment or other
adjustment will be made on conversion of any nédeiterest accrued thereon or for dividends oy @mmon stock. Our delivery to the
holder of the full number of shares of our commtmtis into which a note is convertible, togetherhnany cash payment for such holder’s
fractional shares, will be deemed to satisfy ouigaltion to pay the principal amount of the notel amy accrued and unpaid interest. Any
accrued and unpaid interest will be deemed pafdlimather than canceled, extinguished or forfite

If notes are converted after a record date fonsrést payment but prior to the next interest paytdate, those notes must be
accompanied by funds equal to the interest paytakitee record holder on the next interest paymatd dn the principal amount so conver
provided, however, that no such payment need be made if (1) we bpeeified a redemption date that is after a redatd but on or prior to
the next interest payment date or (2) we have fipd@ designated event purchase date that isglatioh period. Accordingly, under those
circumstances, the holder of the converted notésati receive any interest payment for the pefiadn the next preceding interest payment
date to the date of conversion. We are not requoéssue fractional shares of common stock upavesion of the notes and instead will
either, at our option (i) round such fraction ughe nearest whole number of shares or (ii) pagsh @djustment based upon the closing sale
price per share of our common stock on the lagirigpday before the date of conversion.
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The “sale price” of our common stock on any datamnsethe closing per share sale price (or if noimtpsale price is reported, the
average of the bid and ask prices or, if more tivanin either case, the average of the averagaruidhe average ask prices) on such date on
the Nasdaq National Market or the principal Uni&dtes securities exchange on which our commork sddcaded or, if our common stock
not listed on the Nasdaq National Market or a WhB¢ates national or regional securities exchaageeported by the Nasdaq System or by
the National Quotation Bureau Incorporated. Inghsence of a quotation, we will determine the pet® on such basis as we consider
appropriate.

A “trading day” means a day during which tradingseturities generally occurs on the Nasdaq Natibtaaket or, if our common
stock is not listed on the Nasdaqg National Marked oational or regional securities exchange, erfNhsdaq System or, if our common stock
is not quoted on the Nasdag System, on the prihothar market on which our common stock is theded. If our common stock is not so
listed, admitted for trading or quoted, “trading/timeans any business day.

A holder may exercise the right of conversion bingeing the note to be converted to the specitiffite of the conversion agent,
with a completed notice of conversion, togethehwihy funds that may be required as describedeinhiind preceding paragraph. Beneficial
owners of interests in a global note may exerdis@ right of conversion by delivering to The Depory Trust Company (which we refer to
as “DTC") the appropriate instruction form for camsion pursuant to DTC’s conversion program. Agebdf conversion can be obtained
from the trustee. The conversion date will be tateadn which the notes, the notice of conversiahaaty required funds have been so
delivered. A holder delivering a note for converswill not be required to pay any taxes or dutiating to the issuance or delivery of our
common stock for such conversion, but will be reegiito pay any tax or duty which may be payablatirgd to any transfer involved in the
issuance or delivery of our common stock in a nather than the holder of the note. Certificatesesgnting shares of our common stock
will be issued or delivered only after all applitmbaxes and duties, if any, payable by the hdidee been paid. If a note is to be converted in
part only, a new note or notes equal in principabant to the unconverted portion of the note suteeed for conversion will be issued.

In lieu of delivery shares of our common stock uponversion of any notes, for all or any portiortha# notes, we may elect to pay
holders surrendering notes for conversion an amioucash per note (or a portion of a note) equéhéocaverage of the applicable stock price
over the fifteen trading day period starting on arduding the third trading day following the cargion date multiplied by the conversion
rate in effect on the conversion date (or portibthe conversion rate applicable to a portion abte if a combination of common stock and
cash is to be delivered). We will inform such hefdtarough the trustee no later than two businags tbllowing the conversion date of our
election to deliver shares of our common stockyayp cash in lieu of delivery of the shares or tlivde a combination of common stock and
cash. If we elect to deliver solely shares of mmmon stock, these will be delivered through theveosion agent no later than the third
business day following the conversion date. If Yeeteto deliver a combination of shares of our camnrmtock and cash or to pay all of such
payment in cash, such delivery and payment wilinagle to holders surrendering notes no later thawtbnty-first business day following
the applicable conversion date.

The “applicable stock price,” with respect to altrey day, is equal to the volume-weighted averageper share of common stock
on such trading day. The “volume-weighted averagmepy with respect to a trading day, means sudtepas displayed on Bloomberg (or any
successor service) page LVLT <equity> VAP in respéthe period from 9:30 a.m. to 4:00 p.m., Newk ity time, on such trading day;
or, if such price is not available, the “applicabteck price” means the market value per shareiotommon stock on such as determined by
a nationally recognized independent investment ingrfikm retained for this purpose by us.

We will adjust the conversion rate if any of thldaing events occurs:

. we issue common stock as a dividend or distribubiormur common stock;
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. we issue to all holders of common stock certaihtsgr warrants to purchase our common stock ate per share that is le
than the then current market price of our commonlstas defined in the indentu

o we subdivide or combine our common stock;

. we pay a cash dividend to all holders of our commstoek, or distribute shares of our capital steskdences of indebtedness
or assets, including cash and securities but eigjuights, warrants and common stock dividenddistributions specified
above;provided, however, that if we distribute capital stock of, or simmikquity interests in, a subsidiary or other busine
unit of ours, the conversion rate will be adjudbeded on the market value of the securities saluligtd relative to the market
value of our common stock, in each case basedeauérage closing sales prices of those secufitidbe 10 trading days
commencing on and including the fifth trading dégmthe date on which “ex-dividend trading” comraes for such
distribution on the Nasdag National Market or sattier national or regional exchange or market oitlwthe securities are
then listed or quoted; «

. we or one of our subsidiaries makes a paymentsipe& of a tender offer or exchange offer for @mmmon stock to the exte
that the cash and value of any another consideratiuded in the payment per share of common stackeds the current
market price per share of common stock on therngaday next succeeding the last date on which terateexchanges may
made pursuant to such tender or exchange ¢

If we distribute cash to holders of our common ktdleen the conversion rate will be increased sbitrequals the rate determined
by multiplying the conversion rate in effect on tieeord date with respect to the cash distributbpm fraction, (1) the numerator of which
will be the current market price of a share of common stock on the record date, and (2) the dematoni of which will be the same price of
a share on the record date less the per share &uwfdiine distribution. “Current market price” meahg average of the daily sale prices per
share of common stock for the ten consecutiverigadays ending on the earlier of the date of ddtextion and the day before the “ex date”
with respect to the distribution requiring such guitation. For purpose of this paragraph, the teemdate,” when used with respect to any
distribution, means the first date on which our cwon stock trades, regular way, on the relevantaxgé or in the relevant market from
which the closing sale price was obtained withbetright to receive such distribution.

If we have a rights plan in effect upon conversibthe notes into common stock, you will receiveaddition to the common stock,
the rights under the rights plan unless the righatge separated from the common stock at the tineerfersion, in which case the conversion
rate will be adjusted as if we distributed to alders of our common stock, shares of our capitalks evidences of indebtedness or assets as
described above, subject to readjustment in thatesfehe expiration, termination or redemptiorsath rights.

In the case of the following events (each, a “bestncombination”):

. any reclassification of our common stock;
. a consolidation, merger or combination involving ais

. a sale or conveyance to another person or entiéyl of substantially all of our property and asset

in which holders of our common stock would be éedito receive stock, other securities, other prigpassets or cash for their common
stock, upon conversion of your notes you will bétkd to receive the same type of consideratioictviyou would have been entitled to
receive if you had converted the notes into ourrmam stock immediately prior to such business comtimn (assuming for such purposes
such conversion were settled entirely in our comstock and without giving effect to any adjustminthe conversion rate with respect to a
business combination constituting a change in obas described in “—Make Whole Premium upon Chasfg@ontrol”), except that such
holders will not receive a make whole premium iflstnolder does not convert its notes “in conneciiith” the relevant change in control. In
the event holders of our common stock have the
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opportunity to elect the form of consideration torkceived in such business combination, we wikemedequate provision whereby the notes
shall be convertible from and after the effectiagedof such business combination into the formoofsederation received in such business
combination by holders of the greatest number afeshof common stock who made a given election repect to the form of considerati
Appropriate provisions will be made, as determimedood faith by our board of directors, to presgetive optional cash settlement provisions
of the notes following such business combinatiothéoextent feasible. We may not become a paranyosuch transaction unless its terms
consistent with the preceding. None of the foreggirovisions shall affect the right of a holdemotes to convert its notes into shares of our
common stock prior to the effective date of theitess combination.

You may in certain situations be deemed to haveived a distribution subject to United States fatlercome tax as a dividend in
the event of any taxable distribution to holdersa@inmon stock or in certain other situations rdaggia conversion rate adjustment. See
“Material U.S. Federal Tax Considerations.”

We may, from time to time, increase the conversaia if our board of directors has made a detertigindghat this increase would
be in our best interests. Any such determinationunyboard will be conclusive. In addition, we magrease the conversion rate if our board
of directors deems it advisable to avoid or dintiragy income tax to holders of common stock resgifiom any dividend or distribution of
stock (or rights to acquire stock) or from any evesated as such for income tax purposes. Seeetidat).S. Federal Tax Considerations.”

We will not be required to make an adjustment en¢bnversion rate unless the adjustment would reguchange of at least 1% in
the conversion rate. However, we will carry forward/ adjustments that are less than 1% of the esioverateprovidedthat, all such carrie
forward adjustments shall be made (i) at the tireemwail a notice of redemption and (ii) at the twee notify holders of notes of a designated
event. Except as described above and under “—Makel&Premium upon Change of Control”, we will ndjust the conversion rate for any
issuance of our common stock or convertible or argeable securities or rights to purchase our camstaxrk or convertible or exchanges
securities.

Optional Redemption

The notes will not be redeemable at our optionrgoalune 15, 2010. Starting on that date, we radgem all or any portion of the
notes, at once or over time, on not more than 80ass than 30 days’ notice. The notes may be reddat the redemption prices set forth
below, plus accrued and unpaid interest, if anyhéoredemption date. However, if the redempticie dacurs after a record date and on or
prior to the corresponding interest payment dateywll instead make the interest payment, to tloend holder on the record date
corresponding to such interest payment date. Th@xfimg prices are for notes redeemed during thentibth period commencing on June 15
of the years set forth below, and are express@ementages of principal amount:

Redemption
Year Price
2010 %
2011 and thereaft: %

Selection and Notice

If less than all the notes are to be redeemedyatime, selection of notes for redemption will bade by the trustee in compliance
with the requirements of the principal nationalsées exchange, if any, on which the notes atedi or, if the notes are not so listed, on a
pro rata basis, by lot or by any other method thatrustee considers fair and appropriate. Tretdeumay select for redemption a portion of
the principal of any note that has a denominatwgdr than $1,000. Notes and portions thereoftveiliedeemed in the amount of $1,000 or
integral multiples of $1,000. The trustee will make selection from notes outstanding and not preshy
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called for redemptiormprovided, however, that if a portion of a holder’s notes are selédte partial redemption and such holder thereafter
converts a portion of such notes, such convertetiopowill be deemed to be taken from the portietested for redemption.

Provisions of the indenture that apply to notetedalor redemption also apply to portions of théesacalled for redemption. If any
note is to be redeemed in part, the notice of readiem will state the portion of the principal amaua be redeemed. In the event of any
redemption of less than all the notes, we will b@trequired to:

. issue or register the transfer or exchange of abg during a period of 15 days before any seleaifsuch notes for
redemption, o

. register the transfer or exchange of any note lezteel for redemption, in whole or in part, exciygt unredeemed portion of
any note being redeemed in part, in which case iNexecute and the trustee will authenticate aelivdr to the holder a new
note equal in principal amount to the unredeemetiquoof the note surrendere

On and after the redemption date, unless we ddfatite payment of the redemption price, interefitagase to accrue on the
principal amount of the notes or portions of nateled for redemption and for which funds have beetraside for payment. In the case of
notes or portions of notes redeemed on a redemgatmwhich is also a regularly scheduled intgpagtment date, the interest payment du
such date will be paid to the person in whose némaeote is registered at the close of businesh@nelevant record date.

Sinking Fund
There is no sinking fund for the notes.
Purchase at Option of Holders upon a Designated Ewé

If a designated event occurs as set forth beloah balder of notes will have the right to requigeta purchase for cash all of such
holder’s notes, or any portion of those notes ihatjual to $1,000 or a whole multiple of $1,000 tloe date specified by us that is not later
than 30 business days after the date we give notittee designated event, at a purchase price ¢gu#l0% of the principal amount of the
notes to be purchased, plus accrued and unpai@stt®, but excluding, the designated event peldate. If such designated event purc
date is after a record date but on or prior tord@réest payment date, however, then the intergstty@ on such date will be paid to the person
in whose name the note is registered at the clbbasiness on the relevant record date.

Within 30 days after the occurrence of a designatesht, we are required to give notice to all hcdd# record of notes, as provid
in the indenture, stating among other things, t®ioence of a designated event and of their iagytturchase right. We must also deliver a
copy of our natice to the trustee.

In order to exercise the purchase right upon agdestd event, a holder must deliver prior to thegieated event purchase date a
designated event purchase notice stating among thiings:

. if certificated notes have been issued, the ceatié numbers of the notes to be delivered for mseh
. the portion of the principal amount of notes topbiechased, in integral multiples of $1,000; and

. that the notes are to be purchased by us pursu#me applicable provisions of the notes and tdernture.
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If the notes are not in certificated form, a holdeesignated event purchase notice must comply appropriate DTC procedures.

A holder may withdraw any designated event purcihasiee by a written notice of withdrawal deliveredthe paying agent prior to
the close of business on the business day pritretdesignated event purchase date. The noticéludnawal must state:

the principal amount of the withdrawn notes;
if certificated notes have been issued, the ceatii numbers of the withdrawn notes; and

the principal amount, if any, of the notes whichmaéns subject to the designated event purchaseenoti

In connection with any purchase offer in the evard designated event, we will, if required undeplacable law:

comply with the provisions of Rule 13e-4, Rule I4end any other tender offer rules under the Bxghact which may the
be applicable; an

file a Schedule TO or any other required schedntieuthe Exchange Act.

Payment of the designated event purchase price riote for which a designated event purchase nbéisébeen delivered and not
validly withdrawn is conditioned upon delivery diet note, together with necessary endorsementse tpaying agent at any time after
delivery of such designated event purchase nd@agment of the designated event purchase prigdhdéanote will be made promptly
following the later of the designated event purehdate or the time of delivery of the note.

If the paying agent holds money or securities sigfit to pay the designated event purchase pritieeafiote on the business day
following the designated event purchase date inra@ence with the terms of the indenture, then, idliately after the designated event
purchase date, the note will cease to be outstgradid interest on such note will cease to accrheftver or not the note is delivered to the
paying agent. Thereafter, all other rights of tb&llr will terminate, other than the right to raeethe designated event purchase price upon
delivery of the note. A “designated event” will Beemed to occur upon a change in control or a textion of trading.

A “change in control” will be deemed to have ocedrwhen:

any “person” or “group” (as such terms are usefiéntions 13(d) and 14(d) of the Exchange Act orsarggessor provisions
to either of the foregoing), including any groupirag for the purpose of acquiring, holding, votioigdisposing of securities
within the meaning of Rule 136b)(1) under the Exchange Act, other than anyamaore of the Permitted Holders, becol
the “beneficial owner” (as defined in Rule 13d-3lanthe Exchange Act, except that a person witldmed to have
“beneficial ownershipof all shares that any such person has the rightqoire, whether such right is exercisable imntedi:
or only after the passage of time), directly oriiectly, of 35% or more of the total voting powdrour Voting Stock (other
than as a result of any merger, share exchangesféraof assets or similar transaction solely li@r purpose of changing our
jurisdiction of incorporation and resulting in alessification, conversion or exchange of outstagdhares of common sto
solely into shares of common stock of the surviengjty); provided, however, that the Permitted Holders are the “beneficial
owners” (as defined in Rule 13d-3 under the Exclahgt, except that a person will be deemed to Hagaeficial ownership”
of all shares that any such person has the rightdqoire, whether such right is exercisable imntetliaor only after the
passage of time), directly or indirectly, in thegegpgate of a lesser percentage of the total vatavger of our Voting Stock
than such other person or group (for purposesistihlet point, such person or group shall be dmio beneficially own ar
Voting Stock of a corporation (tt*specified corporatic”)
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held by any other corporation (the “parent corgord) so long as such person or group beneficially owitectly or indirectly
in the aggregate a majority of the total voting powf the Voting Stock of such parent corporatiar

. (1) any “person” or “group” (as such terms are use8ections 13(d) and 14(d) of the Exchange Actroyr successor
provisions to either of the foregoing), includingyagroup acting for the purpose of acquiring, hodgivoting or disposing of
securities within the meaning of Rule 13d-5(b)(@jler the Exchange Act becomes the “beneficial oWwf@erdefined in Rule
13d-3 under the Exchange Act, except that a persibbe deemed to have “beneficial ownership” dfsilares that any such
person has the right to acquire, whether such rigéxercisable immediately or only after the pgesaf time), directly or
indirectly, of a majority of the total voting powef our Voting Stock (other than as a result of emrger, share exchange,
transfer of assets or similar transaction solehtlie purpose of changing our jurisdiction of iqmmation and resulting in a
reclassification, conversion or exchange of outiitammshares of common stock solely into shareoofroon stock of the
surviving entity) and (2) a termination of tradisigall have occurred;

. our consolidation or merger with or into any otperson, any merger of another person into us, ysale, transfer,
assignment, lease, conveyance or other disposdiettly or indirectly, of all or substantiallylaur assets and the assets of
our subsidiaries, considered as a whole (other @hdisposition of such assets as an entirety arally as an entirety to a
wholly-owned subsidiary or one or more Permitted Holdens)l have occurred, other th

1. any transaction (a) that does not result inreaiassification, conversion, exchange or candetiadf outstanding
shares of our capital stock and (b) pursuant teckvholders of our capital stock immediately priothe
transaction are entitled to exercise, directlynalirectly, 50% or more of the total voting poweratifshares of
capital stock entitled to vote generally in thectiten of directors of the continuing or survivingrpon immediately
after the transaction; «

2. any merger, share exchange, transfer of asssisitar transaction solely for the purpose ofmfiag our
jurisdiction of incorporation and resulting in al&ssification, conversion or exchange of outstagdihares c
common stock solely into shares of common stodkefsurviving entity; o

. during any period of two consecutive years, indirild who at the beginning of such period constitatier board of directors
(together with any new directors whose electioagpointment by such board or whose nomination lEtion by our
shareholders was approved by a vote of a majofitiyendirectors then still in office who were eitfdérectors at the beginning
of such period or whose election or nominationdiection was previously so approved) cease forraagon to constitute a
majority of our board of directors then in offiaw;

. our shareholders shall have approved any plamoidation or dissolution.

“Permitted Holders'means the members of our Board of Directors onl/&&i 1998, and their respective estates, spoasegstor:
and lineal descendants, the legal representativasyoof the foregoing and the trustees of any Haleatrusts of which the foregoing are the
sole beneficiaries or the grantors, or any perdavhich the foregoing “beneficially owns” (as defithin Rule 13d-3 under the Exchange Act)
at least 66?2/ 3% of the total voting power of the Voting Stocksafch person.

“Voting Stock” of any person means Capital Stoclsa¢h person which ordinarily has voting powertfar election of directors (or
persons performing similar functions) of such parsehether at all times or only for so long as anisr class of securities has such voting
power by reason of any contingency.

“Capital Stock” of any person means any and altehanterests, participations or other equivalé@msvever designated) of
corporate stock or other equity participations|uding partnership interests, whether
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general or limited, of such person and any rigbtkdr than debt securities convertible and exchalniganto an equity interest), warrants or
options to acquire an equity interest in such perso

The definition of change in control includes a [geraelating to the sale, assignment, lease, tnaosf®nveyance of “all or
substantially all” of our assets or our assetstande of our subsidiaries taken as a whole. Althahgre is a developing body of case law
interpreting the phrase “substantially all,” thes@o precise established definition of the phrasger applicable law. Accordingly, the ability
of a holder of notes to require us to repurchasesnas a result of a sale, assignment, transtese)@r conveyance of less than all of our a
and those of our subsidiaries may be uncertain.

A “termination of trading” will be deemed to haveaairred if our common stock (or other common stiot which the notes are
then convertible) is neither listed for tradingat).S. national securities exchange nor approvettdding on the Nasdaq National Market.

Rule 13e-4 under the Exchange Act requires theedissation of information to security holders if issuer tender offer occurs and
may apply if the repurchase option becomes availabholders of the notes. We will comply with thide to the extent applicable at that
time.

We may, to the extent permitted by applicable latngny time purchase the notes in the open mark®t tender at any price or by
private agreement. Any note purchased by us (aj #fe date that is two years from the latest isse@f the notes may, to the extent
permitted by applicable law, be reissued or solthay be surrendered to the trustee for cancellatiqb) on or prior to the date referred to in
(), will be surrendered to the trustee for camtielh. Any notes surrendered to the trustee maypeatissued or resold and will be canceled
promptly.

No notes may be purchased by us at the optionldEl®upon the occurrence of a designated evémeié has occurred and is
continuing an event of default with respect tornbées, other than a default in the payment of #séghated event purchase price with respect
to the notes.

Make Whole Premium upon Change of Control

If a change in control described in the secondhiod thullet point of the definition of change inrtwml set forth above under “—
Purchase at Option of Holders upon a DesignatedtEweecurs, we will pay, to the extent describetblae a make-whole premium if you
convert your notes in connection with any suchdaation by increasing the conversion rate applesaibkuch notes if and as required below;
provided, however, that we will not pay a make-whole premium if @obe in control described in the third bullet pahthe definition of
change in control occurs and 90% of the considardgéxcluding cash payments for fractional shaireff)e transaction or transactions
constituting the change in control consists of ehaf common stock that are, or upon issuancebejltraded on the New York Stock
Exchange or the American Stock Exchange or quateithi® Nasdaqg National Market and as a result di samsaction or transactions the
notes become convertible solely into such commocksand other consideration payable in such traimgaor transactions.

A conversion of the notes by a holder will be dedrfoe these purposes to be “in connection withhargye in control if the
conversion notice is received by the conversiomtge or subsequent to the date 10 trading dags fwrithe date announced by us as the
anticipated effective date of the change in cortitdlbefore the close of business on the busiregintimediately preceding the related
designated event purchase date. Any make wholeipnemill have the effect of increasing the amouhaoy cash, securities or other assets
otherwise due to holders of notes upon conversion.

Any increase in the applicable conversion rate bdlldetermined by reference to the table belowisbdsed on the date on which
the change in control becomes effective (the “¢ifecdate”) and the price (the “stock price”) paier share of our common stock in the
transaction constituting the change in controhdfders of our
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common stock receive only cash in the transactt@stock price shall be the cash amount paidhpesof our common stock. Otherwise,
stock price shall be equal to the average clositegy mrice per share of our common stock over thetfiadingeay period ending on the trad
day immediately preceding the effective date.

The following table sets forth the additional numbgshares, if any, of our common stock issualpleruconversion of each $1,000
principal amount of notes in connection with a a@m control, as specified above. The followingl¢éaassumes a last reported sale price of
our common stock on the date of this prospectuplsogent of $5.28 per share.

Make-Whole Premium Upon a Change in Control

Stock Price Effective Date
on
Effective Date , 2006 June 15, 2007 June 15, 2008 June 15, 2009 June 15, 2010
$ 5.28 31.5656 31.565¢ 31.5656 31.565¢ 31.5656
$ 6.00 25.1161 22.224¢ 18.9379 14.853: 8.8384
$ 7.00 19.4247 16.418t¢ 12.903C 8.336¢ 0.000C
$ 8.00 15.8451 12.980( 9.6468 5.415¢ 0.000C
$ 9.00 13.4342 10.790¢ 7.7662 4.071¢ 0.000C
$10.00 11.7118 9.300: 6.590€ 3.387( 0.000C
$15.00 7.4573 5.857¢ 4.0934 2.149: 0.000C
$20.00 5.572C 4.375: 3.0618 1.612¢ 0.000C
$25.00 4.465C 3.5027 2.4513 1.292: 0.000C
$50.00 2.2679 1.766¢ 1.233C 0.652: 0.000C

The actual stock price and effective date may eatdt forth on the table, in which case:

. if the actual stock price on the effective datbasnveen two stock prices on the table or the aetffiettive date is between two
effective dates on the table, the amount of thevermion rate adjustment will be determined by aight-line interpolation
between the adjustment amounts set forth for thestwck prices and the two effective dates ondbéetbased on a 360-day
year, as applicabl

. if the stock price on the effective date exceeds $ per share (subject to adjustment asritexxi below), no adjustment in
the applicable conversion rate will be ma

. if the stock price on the effective date is lesmntbr equal to $ per share (subjeatijastment as described below), no
adjustment in the applicable conversion rate vélihade

The stock prices set forth in the first columniuf table above will be adjusted as of any date laiclwthe conversion rate of the
notes is adjusted. The adjusted stock prices wileéthe stock prices applicable immediately praosuch adjustment multiplied by a fracti
the numerator of which is the conversion rate imiatetly prior to the adjustment giving rise to theck price adjustment and the denomin
of which is the conversion rate as so adjusted.cbmwersion rate adjustment amounts set forthdrtable above will be adjusted in the same
manner as the conversion rate other than by operafian adjustment to the conversion rate by eidgfithe make whole premium as
described above.

The additional shares, if any, or any cash deliwv¢oesatisfy our obligations to holders that contieeir notes in connection with a
change in control will be delivered upon the laikthe settlement date for the conversion and ptinipllowing the effective date of the
change in control transaction.

Our obligation to deliver the additional sharescash to satisfy our obligations, to holders thatvert their notes in connection w
a change in control could be considered a penaltyhich case the enforceability thereof would bbjsct to general principles of
reasonableness of economic remedies.
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Notwithstanding the foregoing, in no event will th@nversion rate exceed per $1,000 pral@mount of notes, which
maximum amount is subject to adjustments in theesa@nner as the conversion rate as set forth tré€opnversion Rights”.

Limitation on Liens

We will not, directly or indirectly, incur or sufféo exist any Lien (other than existing Liens)wséng Specified Indebtedness of &
nature whatsoever on any of our properties or asagtether owned at the issue date of the notéweoeafter acquired, without making
effective provision for securing the notes equalty ratably with (or, if the obligation to be sesmdiby the Lien is subordinated in right of
payment to the notes, prior to) the obligationsacured for so long as such obligations are sasécu

“Lien” means any mortgage or deed of trust, plediypothecation, security interest, lien, chargeuembrance or other security
agreement of any kind or nature whatsoepesyided, howevethat Liens shall not include defeasance trustsiods$. For purposes of this
definition, the sale, lease, conveyance or otlarsfier by us of, including the grant of indefeasitijhts of use or equivalent arrangements
with respect to, dark or lit communications fibapecity or communications conduit shall not congtita Lien.

“Specified Indebtedness” means (A) Level 3'$/3% Senior Notes due 2008, 11% Senior Notes due 28, 2% Senior
Discount Notes due 2008, B0 4% Senior Euro Notes due 2008, 128% Senior Discount Notes due 2010, Wk % Senior Euro Notes due
2010, 11/ 4% Senior Notes due 2010,72 8% Convertible Senior Notes due 2010, 6.0% ConJerubordinated Notes due 2009, 6.0%
Convertible Subordinated Notes due 2010, 9% CoiblerSenior Discount Notes due 2013/ % Convertible Senior Notes due 2011, 1
Convertible Senior Notes due 2011, 11.50% Senide®due 2010, 18/ 4% Senior Notes due 2008 and (B) any of our indetses for
borrowed money that (i) is in the form of, or regpted by, bonds, notes, debentures or other §eswt any guarantee thereof (other than
promissory notes or similar evidence of indebtednasler bank loans, reimbursement agreementsyadtes facilities or other bank,
insurance or other institutional financing agreeteemder section 4(2) of the Securities Act or gngrantee thereof) and (ii) is, or may be,
quoted, listed or purchased and sold on any stechange, automated securities trading system artbeecounter or other securities market
(including, without prejudice to the generalitytb& foregoing, the market for securities eligile fesale pursuant to Rule 144A under the
Securities Act). For the avoidance of doubt, “Sfiediindebtedness” shall not include indebtedne@ssrey us or our subsidiaries or among
subsidiaries.

The foregoing restrictions shall not apply to:L{gns to secure Acquired Delprrovidedthat (a) such Lien attaches to the acquired
property prior to the time of the acquisition oEbuproperty and (b) such Lien does not extend twer any other property; and (ii) Liens to
secure debt incurred to refinance, in whole ordrt,ebt secured by any Lien referred to in thedoing clause (i) or this clause (ii) so long
as such Lien does not extend to any other profetiyer than improvements and accessions to théatigroperty) and the principal amount
of debt so secured. is not increased.

“Acquired Debt” means, with respect to any spedifierson, (i) debt of any other person existintpattime such person merges
with or into or consolidates with such specifiedso® and (ii) debt secured by a Lien encumberingproperty acquired by such specified
person, which debt in each case was not incurredhticipation of, and was outstanding prior to,tsoeerger, consolidation or acquisition.

Merger and Consolidation

The indenture will provide that we may not, in agdé transaction or a series of related transastioonsolidate or merge with or
into, or effect a share exchange with (whetheratwe are the surviving corporation), or sell, gastransfer, lease, convey or otherwise
dispose of all or substantially all of our propestor assets as an entirety or substantially astnety to another corporation, person or entity
unless:

. either (i) we shall be the surviving or continuic@yporation or (ii) the entity or person formeddrysurviving any such
consolidation, merger or share exchange (if othan us) or the entity or pers
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which acquires by sale, assignment, transfer, Jemse/eyance or other disposition our propertiesassets substantially as an
entirety (x) is a corporation organized and valigkysting under the laws of the United States, &iae thereof or the District
Columbia and (y) assumes the due and punctual patyoh¢he principal of, premium, if any, and intstren all the notes and
the performance of each of our covenants undemakes and the indenture pursuant to a supplemiedtihture in a form
reasonably satisfactory to the trust

. immediately after such transaction no default emewf default exists; and

. we or such successor person shall have deliverdetisustee an officers’ certificate and an opindd counsel, each stating
that such transaction and the supplemental indermmply with the indenture and that all conditipnscedent in the
indenture relating to such transaction have betsfigal.

For purposes of the foregoing, the transfer (bgdeassignment, sale or otherwise, in a singlesa@ion or series of transactions’
all or substantially all of the properties or ass#tone or more of our subsidiaries, the capttalsof which individually or in the aggregate
constitutes all or substantially all of our projpestand assets, will be deemed to be the trantfdl ar substantially all of our properties and
assets.

Upon any such consolidation, merger, share exchaade assignment, conveyance, lease, transtgher disposition in
accordance with the foregoing, the successor pdosared by such consolidation or share exchangetomwhich we are merged or to which
such sale, assignment, conveyance, lease, trasbgher disposition is made will succeed to, aacbbstituted for, and may exercise our
right and power, under the indenture with the saffect as if the successor had been named asthis indenture, and thereafter (except in
the case of a lease) the predecessor corporatlbbenrielieved of all further obligations and coasits under the indenture and the notes.

Events of Default and Remedies
An event of default is defined in the indenturédamg:
(1) default in payment of the principal of, or piem, if any, on the notes;
(2) default for 30 days in payment of any instalfinef interest on the notes;

(3) default in the payment of the designated epagiment in respect of the notes on the date fdr pagment or failure t
provide timely notice of a designated event;

(4) default by us for 60 days after notice in ths@rvance or performance of any other covenaritgeimdenture;

(5) default under any credit agreement, mortgaggenture or instrument under which there may heeg®r by which
there may be secured or evidenced any indebtedimres®ney borrowed by us or any of our materialssdilries (or the payment
which is guaranteed or secured by us or any okubsidiaries), which default

* is caused by a failure to pay when due any prin@pauch indebtedness within the grace period iplexy for in such
indebtedness, which failure continues beyond apyiegble grace period,

¢ results in the acceleration of such indebtedndss fur its express maturity, without such acceierabeing rescinded
or annulled

and, in each case, the principal amount of suchhtediness, together with the principal amount gfaher such indebtedness
under which there is a payment default or the nitgtof which has been so
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accelerated, aggregates $25.0 million or its foreigrrency equivalent or more and such paymenudtetanot cured or such
acceleration is not annulled within 10 days aftstiae;

(6) failure by us or any of our material subsidiarto pay final, nonappealable judgments (other #my judgment as to
which a reputable insurance company has acceplidahhility) aggregating in excess of $25.0 millier its foreign currency
equivalent, which judgments are not stayed, bormatischarged within 60 days after their entry; or

(7) certain events involving our bankruptcy, ingsley or reorganization or that of any of our matesubsidiaries.

If an event of default (other than an event of difspecified in clause (7) with respect to us)wsand is continuing, then and in
every such case the trustee, by written noticesfmuthe holders of not less than 25% in aggregi@teipal amount of the then outstanding
notes, by written notice to us and the trustee, demyare the unpaid principal of, premium, if aagd accrued and unpaid interest on all the
notes then outstanding to be due and payable. Ypdmdeclaration, such principal amount, premidimny, and accrued and unpaid interest
will become immediately due and payable, notwithdiag anything contained in the indenture or theesdo the contrary. If any event of
default specified in clause (7) occurs with respeats, all unpaid principal of, premium, if anydeaccrued and unpaid interest on the notes
then outstanding will automatically become due pagable, without any declaration or other act anghrt of the trustee or any holder of
notes.

Holders of the notes may not enforce the indentuitbe notes except as provided in the indenturieolder of a note will have the
right to begin any proceeding with respect to tidenture or for any remedy only if:

. such holder has previously given the trustee writtetice of a continuing event of default;

. the holders of at least 25% in aggregate prin@pabunt of the notes have made a written requesinof pffered reasonable
indemnification to, the trustee to begin such pealieg;

. the trustee has not started such proceeding wahidays after receiving the request; and

. the trustee has not received directions incondgistéh such request from the holders of a majdrtaggregate principal
amount of the notes during those 30 di

Subject to the provisions of the indenture relatm¢he duties of the trustee, the trustee is undasbligation to exercise any of its
rights or powers under the indenture at the reqoeder or direction of any of the holders, uniessh holders have offered to the trustee
security or an indemnity satisfactory to it agaiasy cost, expense or liability. Subject to allypstons of the indenture and applicable law,
holders of a majority in aggregate principal amaafrthe then outstanding notes have the rightitectlithe time, method and place of
conducting any proceeding for any remedy availédbkbe trustee or exercising any trust or powerf@wad on the trustee. If a default or e
of default occurs and is continuing and is knowth®trustee, the indenture requires the trusteeatba notice of default or event of default
to each holder within 60 days of the occurrencsugh default or event of default. However, theteeisnay withhold from the holders notice
of any continuing default or event of default (gpica default or event of default in the payment ohgipal of, premium, if any, or interest
the notes) if it determines in good faith that \witkding notice is in their interest. The holdersaaahajority in aggregate principal amount of
the notes then outstanding by notice to the trusta rescind any acceleration of the notes antbitsequences if all existing events of
default (other than the nonpayment of principalppémium, if any, and interest on the notes thatberome due solely by virtue of such
acceleration) have been cured or waived and ifgbeission would not conflict with any judgmentdacree of any court of competent
jurisdiction. No such rescission will affect anybsequent default or event of default or impair egitt consequent theret
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In the case of any event of default occurring som of any willful action (or inaction) taken (oot taken) by us or on our behalf
with the intention of avoiding payment of the premithat we would have had to pay if we then hadteteto redeem the notes pursuant to
the optional redemption provisions of the indentareequivalent premium will also become and be éuiaitely due and payable to the ex
permitted by law upon the acceleration of the ndfeen event of default occurs on any date on Whie are prohibited from redeeming the
notes by reason of any willful action (or inactidalken (or not taken) by us or on our behalf whth intention of avoiding the prohibition on
redemption of the notes on such date, then thermariredemption premium specified in the indentuiltalso become immediately due a
payable to the extent permitted by law upon thelgcation of the notes.

Except as provided in the next sentence, the h®ldea majority in aggregate principal amount @ ttotes then outstanding may,
on behalf of the holders of all the notes, waive past default or event of default under the indemtind its consequences, except default in
the payment of principal of, premium, if any, oteirest on the notes (other than the nonpaymentmtipal of, premium, if any, and interest
that has become due solely by virtue of an acdideréhat has been duly rescinded as provided ghmvia respect of a covenant or provision
of the indenture that cannot be modified or amemig¢tabut the consent of all holders of notes.

We are required to deliver to the trustee annwuabyatement regarding compliance with the inderdancewe are required, upon
becoming aware of any default or event of defaalteliver to the trustee a statement specifyirdhslefault or event of default.

Global Notes; Book-Entry; Form

We will issue the notes in the form of one or mgi@bal securities. The global security will be dsiped with the trustee as
custodian for DTC and registered in the name arainee of DTC. Except as set forth below, the glaleaurity may be transferred, in whole
and not in part, only to DTC or another nomine®®fC. You will hold your beneficial interests in tiybal security directly through DTC if
you have an account with DTC or indirectly throuayhanizations that have accounts with DTC. Notedgifinitive certificated form (calle
“certificated securities”) will be issued only iertain limited circumstances described below.

DTC has advised us that it is:

. a limited purpose trust company organized undetaive of the State of New York;
. a member of the Federal Reserve System;
. a “clearing corporation” within the meaning of thew York Uniform Commercial Code; and

. a “clearing agency” registered pursuant to the jsfoxs of Section 17A of the Securities Exchange Ac

DTC was created to hold securities of institutitmast have accounts with DTC (called “participantsiig to facilitate the clearance
and settlement of securities transactions amonggitscipants in such securities through electrdmiok-entry changes in accounts of the
participants, thereby eliminating the need for ptglsmovement of securities certificates. DTC'stjggpants include securities brokers and
dealers, which may include the underwriters, batrkst companies, clearing corporations and ced#ier organizations. Access to DTC's
book-entry system is also available to others sschanks, brokers, dealers and trust companidedctie “indirect participants”) that clear
through or maintain a custodial relationship withaaticipant, whether directly or indirectly.

We expect that pursuant to procedures establish&ileC upon the deposit of the global security wiXRC, DTC will credit, on its
book-entry registration and transfer system, thecgral amount of notes represented by such glsbalrity to the accounts of participants.
The accounts to be credited will be designated
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by the underwriters. Ownership of beneficial ingtsdn the global security will be limited to paitiants or persons that may hold interests
through participants. Ownership of beneficial iets in the global security will be shown on, amgltransfer of those beneficial interests will
be effected only through, records maintained by Wih respect to participants’ interests), thetipgrants and the indirect participants. The
laws of some jurisdictions may require that cerfainchasers of securities take physical deliversuath securities in definitive form. These
limits and laws may impair the ability to transterpledge beneficial interests in the global seguri

Owners of beneficial interests in global securitide desire to convert their interests into comrstmtk should contact their
brokers or other participants or indirect particifsathrough whom they hold such beneficial interéstobtain information on procedures,
including proper forms and cut-off times, for subting requests for conversion.

So long as DTC, or its nominee, is the registergdey or holder of a global security, DTC or its rinee, as the case may be, will
be considered the sole owner or holder of the mef@esented by the global security for all purgaseder the indenture and the notes. In
addition, no owner of a beneficial interest in algll security will be able to transfer that intémecept in accordance with the applicable
procedures of DTC. Except as set forth below, agvamer of a beneficial interest in the global séguyou will not be entitled to have the
notes represented by the global security regist@rgdur name, will not receive or be entitled éceive physical delivery of certificated
securities and will not be considered to be theavam holder of any notes under the global secuvitg understand that under existing
industry practice, if an owner of a beneficial ne®t in the global security desires to take anpadhat DTC, as the holder of the global
security, is entitled to take, DTC would authorilze participants to take such action. Additionaltysuch case, the participants would
authorize beneficial owners owning through suchigipants to take such action or would otherwiseupon the instructions of beneficial
owners owning through them.

We will make payments of principal of and interestthe notes represented by the global securiigtergd in the name of and held
by DTC or its nominee to DTC or its nominee, asaase may be, as the registered owner and holdbe gflobal security. Neither we, the
trustee nor any paying agent will have any respmlitgi or liability for any aspect of the recordslating to or payments made on account of
beneficial interests in the global security orfimaintaining, supervising or reviewing any recorelgting to such beneficial interests.

We expect that DTC or its nominee, upon receif@rof payment of principal of or interest on the glodecurity, will credit
participants’ accounts with payments in amountgeprtionate to their respective beneficial interastie principal amount of the global
security as shown on the records of DTC or its mami We also expect that payments by participaritsdorect participants to owners of
beneficial interests in the global security heldtigh such participants or indirect participant & governed by standing instructions and
customary practices and will be the responsibditguch participants or indirect participants. W# mot have any responsibility or liability
for any aspect of the records relating to, or paysienade on account of, beneficial interests irgthbal security for any note or for
maintaining, supervising or reviewing any recorelating to such beneficial interests or for anyeothspect of the relationship between DTC
and its participants or indirect participants ar telationship between such participants or indlipacticipants and the owners of beneficial
interests in the global security owning throughhsparticipants.

Transfers between participants in DTC will be efiéelcin the ordinary way in accordance with DTC subad will be settled in same-
day funds.

DTC has advised us that it will take any actiompigied to be taken by a holder of notes only atdinection of one or more
participants to whose account the DTC interesthénglobal security is credited and only in respéauch portion of the aggregate principal
amount of notes as to which such participant otiggpants has or have given such direction. HoweW&TC notifies us that it is unwilling 1
be a depositary
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for the global security or ceases to be a cleaagncy or there is an event of default under thesn@TC will exchange the global security
for certificated securities which it will distribaito its participants.

Although DTC is expected to follow the foregoingpedures in order to facilitate transfers of inéégen the global security among
participants of DTC, it is under no obligation terform or continue to perform such procedures,sarh procedures may be discontinued at
any time. Neither we nor the trustee will have eagponsibility or liability for the performance BYTC or the participants or indirect
participants of their respective obligations unither rules and procedures governing their respeotregations.

Modifications and Waiver

Modifications and amendments to the indenture dhécterms and conditions of the notes may be nattenoncompliance by us
may be waived, with the written consent of the badof not less than a majority in aggregate ppalcamount of the notes at the time
outstanding (including consents obtained in coriapatith a tender offer or exchange offer for nptétowever, the indenture, including the
terms and conditions of the notes, may be modiieamended by us and the trustee, without the cdrdehe holder of any note, for the
purposes of, among other things:

. adding to our covenants for the benefit of the arddf notes;
. surrendering any right or power conferred upon us;

. providing for conversion rights of holders of noieany reclassification or change of our commasctktor any consolidation,
merger or sale of all or substantially all of ogsets occurs

. increasing the conversion rate, provided thaticesiase will not adversely affect the interestsadflers of notes in any
material respec

. complying with the requirements of the SEC in orieeffect or maintain the qualification of the @rdure under the Trust
Indenture Act of 193¢

. curing any ambiguity, defect or inconsistency oking any other changes in the provisions of theirtdre which we and the
trustee may deem necessary or desirable, providgdamendment does not adversely affect the hotddhe notes in any
material respec

. complying with the requirements regarding mergeramsfer of assets;
. evidencing and providing for the acceptance ofapgointment under the indenture of a successaegus
. securing the notes; or

. providing for uncertificated notes in addition ketcertificated notes so long as such uncertificat#es are in registered form
for purposes of the Internal Revenue Code of 1

Notwithstanding the foregoing, no modification enendment to, or any waiver of, any provisions @fithdenture may, without the
written consent of the holder of each note affected

. change the maturity of the principal of or any @listent of interest on any note;

. reduce the principal amount of, or interest on, aotg;

. change the currency of payment of principal ofbeiest on any note;

. impair the right to institute suit for the enforcem of any payment on or with respect to, or cosieer of, any note;

. except as otherwise permitted or contemplated byigions of the indenture concerning corporateganizations, materially
adversely affect the purchase option of holderswadesignated event or the conversion rights fofene of the notes; ¢
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. reduce the percentage in aggregate principal anafurdgtes outstanding necessary to modify or anteadndenture or to
waive any past defau

Satisfaction and Discharge

We may discharge our obligations under the indenthiile notes remain outstanding, subject to aetanditions, if all outstandir
notes become due and payable at their scheduladitypatithin one year or all outstanding notes sebeduled for redemption within one
year, and, in each case, we have deposited wittiiubee an amount sufficient to pay and dischaligeutstanding notes on the date of tt
scheduled maturity. We will remain obligated taisshares of our common stock upon conversioneofitties until such maturity or
redemption date as described under “—ConversiohtRigbut we will not be obligated to give any matiof, or otherwise make any payment
or delivery in connection with any designated event

Governing Law
The indenture and the notes will be governed bg,camstrued in accordance with, the laws of théeSthNew York.
Reports

Whether or not required by the rules and regulatimiithe SEC, so long as any notes are outstandimgyill file with the SEC and
furnish to the trustee and the holders of notequaiterly and annual financial information (with@xhibits) required to be contained in a
filing on Forms 10-Q and 10-K, including a “Managamtis Discussion and Analysis of Financial Conditand Results of Operations” and,
with respect to the annual consolidated finandetesnents only, a report thereon by our indepenaditors. We shall not be required to file
any report or other information with the SEC ifldes not permit such filing.

Information Concerning the Trustee and Transfer Agent

The Bank of New York, as trustee under the indenthas been appointed by us as paying agent, @ornergent, registrar and
custodian with regard to the notes. The trustélecgrustee under the indentures relating to cueradebt securities. The trustee, the transfer
agent or their affiliates may from time to timetle future provide banking and other services tmubke ordinary course of their business.

No Recourse Against Others

None of our directors, officers, employees, shaddrs or affiliates, as such, shall have any ligbdr any obligations under the
notes or the indenture or for any claim basedmmnespect of or by reason of such obligations erctieation of such obligations. Each holder
by accepting a note waives and releases all sabhiity. The waiver and release are part of thesweration for the notes.
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DESCRIPTION OF OTHER INDEBTEDNESS OF
LEVEL 3 COMMUNICATIONS, INC. AND LEVEL 3 FINANCING, INC.

The following is a description of the material datsling indebtedness of the Level 3 and Level a&ffding, Inc., our whollyswned
subsidiary. For purposes of this section of thespectus supplement only, “Level 3" refers only &v&l 3 Communications, Inc. The
following summaries of Level 3's outstanding nades qualified in their entirety by reference to théentures to which each issue of notes
relates. Copies of these indentures are availablequest from Level 3. See “Where You Can Findéloformation.”

Indebtedness of Level 3 Communications, Inc.
9 1/ 8% Senior Notes due 2008

On April 28, 1998, Level 3 issued $2 billion aggregprincipal amount of 9/ 8% Senior Notes due 2008 (which are referred to as
the “9 1/ 8% Notes”) under an indenture between Level 3 anelBdink of New York, as successor trustee to I1BJt&thil Bank & Trust
Company. The 9/8% Notes are senior unsecured obligations of Lev&h@y rank equally in right of payment with alhet existing and
future senior unsecured indebtedness of Level 8.9TH 8 % Notes bear interest at a rate of/3% per annum, payable semiannually in
arrears on May 1 and November 1.

Level 3 may redeem the 9 8 % Notes, in whole or in part, at any time on oeaftlay 1, 2006 at face value.

If an event treated as a change of control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding'98 % Notes at a purchase price of 101% of the prin@p®ount, plus accrued and unpaid interest, if any.

The indenture relating to the'd 8 % Notes places restrictions on Level 3’s abilitg dime ability of Level 3's restricted subsidiaries
to:

. incur additional indebtedness;

. pay dividends or make other restricted paymentsti@amdfers;

. create liens;

. sell assets;

. issue or sell capital stock of some of its subsidta

. enter into transactions, including transaction$aifiliates; and

. in the case of Level 3, consolidate, merge orsdkstantially all of Level 3's assets.

The holders of the 9/ 8% Notes may force Level 3 to immediately repayghiacipal on the 9/ 8% Notes, including interest to
the acceleration date, if certain defaults existarrother indebtedness having an outstanding paheimount of at least $25 million, which
defaults result in the acceleration of such othdebtedness or constitutes a failure to pay praicifnen due.

As of March 31, 2006, approximately $398 milliorgaggate principal amount of the'®@s % Notes was outstanding.
10 1/ 2% Senior Discount Notes due 2008

On December 2, 1998, Level 3 issued $834 milliogregate principal amount at maturity of 102 % Senior Discount Notes due
2008 (which are referred to as the “102 % Discount Notes”) under an indenture
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between Level 3 and The Bank of New York, as susmresustee to IBJ Whitehall Bank & Trust Compahlie 101/ 2% Discount Notes are
senior unsecured obligations of Level 3. They ragially in right of payment with all other existiagd future senior unsecured indebtedness
of Level 3.

The issue price of the 18 2% Discount Notes was approximately 60% of the ppimlcamount at maturity. The notes accreted at a
rate of 101/ 2% per year, compounded semiannually, to 100% af gnacipal amount on December 1, 2003. Cash @delbegan to accrue
on the 101/ 2% Discount Notes on December 1, 2003 at a rat® éf 2% and is payable semiannually on June 1 and Deaehbéth
June 1, 2004 as the first interest payment date.

Level 3 may redeem the 10 2% Discount Notes, in whole or in part, at any tiomeor after December 1, 2003. If a redemption
occurs before December 1, 2006, Level 3 will pgyeamium of approximately 1.75% on the accretedevaliithe 10/ 2% Discount Notes
redeemed during the twelve month period beginnm@®ecember 1, 2005.

If an event treated as a change of control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding 102 % Discount Notes at a purchase price of 101% o#tioeeted value, plus accrued and unpaid intdfest,
any.

The indenture relating to the 202 % Discount Notes places certain restrictions oratitens of Level 3 and some of its
subsidiaries that are substantially similar to éhosntained in the indenture relating to th&/ 8% Notes. The indenture also contains a
provision relating to the acceleration of the Y& % Discount Notes that is substantially similartiattcontained in the indenture relating to
the 91/ 8% Notes.

As of March 31, 2006, approximately $62 million aggpte principal amount at maturity of the W/® % Discount Notes was
outstanding.

6% Convertible Subordinated Notes due 2009

On September 20, 1999, Level 3 issued $823 millipgregate principal amount of 6% Convertible Suinateéd Notes due 2009
(which are referred to as the “2009 Convertible &tes”) under an indenture between Level 3 andBdmek of New York, as successor
trustee to IBJ Whitehall Bank & Trust Company. 9 Convertible 6% Notes are unsecured, suboetinattligations of Level 3.

The 2009 Convertible 6% Notes are convertible gitares of common stock, at the option of the holatesiny time prior to
maturity, unless previously repurchased or unlessL.3 has caused the conversion rights to expire.2009 Convertible 6% Notes may be
converted at the initial rate of 15.3401 sharesomimon stock per each $1,000 principal amount t#s)subject to adjustment in certain
circumstances. This is equivalent to a conversitoref approximately $65.19 per share.

On or after September 15, 2002, Level 3 may cauwsednversion rights of the holders of 2009 Coribler6% Notes to expire at
any time prior to the maturity date of the notesvél 3 may exercise this option if the current neagkice of the common stock exceeds 1.
of the prevailing conversion price then in effdot, at least 20 trading days within any 88y period of consecutive trading days, includime
last trading day of such period.

If an event treated as a change in control of L8vatcurs, Level 3 will be obligated, subject totaim conditions, to offer to
purchase all of the outstanding notes at a purchidse of 100% of the principal amount, plus acdraed unpaid interest, if any. Level 3 will
pay the repurchase price in cash or, at Level gt but subject to the satisfaction of certainditions, in shares of common stock.
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In the event of a bankruptcy, liquidation or rearigation of Level 3, an acceleration of the 2009 @utible 6% Notes due to an
event of default under the indenture, and certtieroevents, the payment of the principal of, premiif any, and interest on the 2009
Convertible 6% Notes will be subordinated in righpayment to the prior full and final payment et of all senior debt of Level 3.

The indenture also contains a provision relatinthtoacceleration of the 2009 Convertible 6% Nttas is substantially similar to
that contained in the indenture relating to th& 8% Notes.

As of March 31, 2006, approximately $362 milliorgaggate principal amount of the 2009 Convertibleétes was outstanding.
11% Senior Notes due 2008

On February 29, 2000, Level 3 issued $800 milliggragate principal amount of 11% Senior Notes dd@8Zwhich are referred to
as the “11% Notes”) under an indenture between IL2@md The Bank of New York, as trustee. The 118teN are senior unsecured
obligations of Level 3. They rank equally in rigiftpayment with all other existing and future seninsecured indebtedness of Level 3. The
11% Notes bear interest at a rate of 11% per anpagable semiannually in arrears on March 15 amdeS&er 15.

The 11% Notes are not redeemable at the optioreeéIL3 prior to maturity.

If an event treated as a change in control of L8vatcurs, Level 3 will be obligated, subject totaim conditions, to offer to
purchase all of the outstanding 11% Notes at ahase price of 101% of the principal amount, plus@ed and unpaid interest, if any.

The indenture relating to the 11% Notes placesterestrictions on the actions of Level 3 and sofniés subsidiaries that are
substantially similar to those contained in thesimiire relating to the 9/ 8% Notes. The indenture also contains a provisitating to the
acceleration of the 11% Notes that is substantgihilar to that contained in the indenture relgtia the 91/ 8% Notes.

As of March 31, 2006, approximately $78 million eggpte principal amount at maturity of the 11% Nat&s outstanding.
11 1/ 4% Senior Notes due 2010

On February 29, 2000, Level 3 issued $250 milliggragate principal amount of 11 4% Senior Notes due 2010 (which are
referred to as the “11/ 4% Notes”) under an indenture between Level 3 arelBénk of New York, as trustee. The 1/14 % Notes are
senior unsecured obligations of Level 3. They ragially in right of payment with all other existiagd future senior unsecured indebtedness
of Level 3. The 11!/ 4% Notes bear interest at a rate of 4%k % per annum, payable semiannually in arrears orciMab and September 15.

Level 3 may redeem the 1Y 4% Notes, in whole or in part, at any time on oeaflarch 15, 2005. If a redemption occurs before
March 15, 2008, Level 3 will pay a premium on thmpipal amount of the 11/ 4% Notes redeemed. This premium decreases annuatty f
approximately 3.75% for a redemption during thelt&emonth period beginning on March 15, 2006 torapimately 1.875% for a
redemption during the twelve month period beginrongMarch 15, 2007.

If an event treated as a change in control of L8vatcurs, Level 3 is obligated, subject to certainditions, to offer to purchase all
of the outstanding 11/ 4% Notes at a purchase price of 101% of the prin@p®ount, plus accrued and unpaid interest, if any.

The indenture relating to the 11 4% Notes places certain restrictions on the actidrievel 3 and some of its subsidiaries that are
substantially similar to those contained in thecimigire relating to the 9/ 8 % Notes.
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The indenture also contains a provision relatintheacceleration of the 11 4% Notes that is substantially similar to that
contained in the indenture relating to thé/% % Notes.

As of March 31, 2006, approximately $96 million aggpte principal amount of the 114 % Notes was outstanding.
12 7/ 8% Senior Discount Notes due 2010

On February 29, 2000, Level 3 issued $675 milliggragate principal amount at maturity of 1228% Senior Discount Notes due
2010 (which are referred to as the “1228 % Discount Notes”under an indenture between Level 3 and The BamNeof York, as trustee. Tl
12 7/ 8% Discount Notes are senior unsecured obligatibhewel 3. They rank equally in right of paymenthvall other existing and future
senior unsecured indebtedness of Level 3.

The issue price of the 12 8% Discount Notes was approximately 53.308% of ttiecpal amount at maturity. The 12 8 %
Discount Notes accreted at a rate of’12 % per year, compounded semiannually, to 100% af grcipal amount on March 15, 2005. C
interest began accruing on the 1/ % Discount Notes on March 15, 2005 at a rate of 1£% and is payable semiannually on March 15
September 15, beginning September 15, 2005.

Level 3 may redeem the T2 8 % Discount Notes, in whole or in part, at any tiomeor after March 15, 2005. If a redemption oc
before March 15, 2008, Level 3 will pay a premiumtbe accreted value of the 128 % Discount Notes redeemed. This premium decreases
annually from approximately 4.292% for a redemptioming the twelve month period beginning on Mat&h 2006 to approximately 2.146%
for a redemption during the twelve month periodibeing on March 15, 2007.

If an event treated as a change in control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding 128 % Discount Notes at a purchase price of 101% oftloeeted value, plus accrued and unpaid intdfest,
any.

The indenture relating to the 72 8 % Discount Notes places certain restrictions oratitens of Level 3 and some of its
subsidiaries that are substantially similar to ¢hosntained in the indenture relating to th&/8 % Notes. The indenture also contains a
provision relating to the acceleration of the 42 % Discount Notes that is substantially similartiattcontained in the indenture relating to
the 91/ 8% Notes.

As of March 31, 2006, approximately $488 milliorgaggate principal amount at maturity of the 42 % Discount Notes was
outstanding.

6% Convertible Subordinated Notes due 2010

On February 29, 2000 Level 3 issued $863 milliogragate principal amount of 6% Convertible Subaxtéd Notes due 2010
(which are referred to as the “2010 Convertible8&tes”) under an indenture between Level 3 andBdmek of New York, as trustee. The
2010 Convertible 6% Notes are unsecured, suboetiratligations of Level 3.

The 2010 Convertible 6% Notes are convertible gitares of Level 3 common stock, at the option efitblder, at any time prior to
maturity, unless previously repurchased or redeewmrednless Level 3 has caused the conversionsrightxpire. The 2010 Convertible 6%
Notes may be converted at the initial rate of 7.dliéres of common stock per each $1,000 principalat of notes, subject to adjustmen
certain circumstances. This is equivalent to a eosion price of approximately $134.84 per share.
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On or after March 18, 2003, Level 3 may causeitjies of the holders of the 2010 Convertible 6%d$db expire at any time prior
to the maturity date of the notes. Level 3 may eigerthis option to cause the conversion righesxaire only if for at least 20 trading days
within any period of 30 consecutive trading dapsjuding the last trading day of that period, therent market price of common stock
exceeds 140% of the prevailing conversion price theeffect.

If an event treated as a change of control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding 2010 ConvertibleNs8tes at a purchase price of 100% of the prin@pabunt, plus accrued and unpaid
interest, if any. Level 3 will pay the repurchasie@in cash or, at Level 3's option but subjecttte satisfaction of certain conditions, in
shares of common stock.

In the event of a bankruptcy, liquidation or rearigation of Level 3, an acceleration of the 2010 @utible 6% Notes due to an
event of default under the indenture relating 820810 Convertible 6% Notes, and certain other tsyéime payment of the principal of,
premium, if any, and interest on the 2010 Convkxti8 Notes will be subordinated in right of paymnthe prior full and final payment in
cash of all senior debt of Level 3.

The indenture relating to the 2010 Convertible 6&tds also contains a provision relating to the lacagon of the 2010
Convertible 6% Notes that is substantially simitathat contained in the indenture relating to3he 8 % Notes.

As of March 31, 2006, approximately $514 milliorgaggate principal amount of the 2010 Convertibleétes was outstanding.
2.875% Convertible Senior Notes due 2010

On July 8, 2003, Level 3 issued $374 million aggtegrincipal amount of 2.875% Convertible Seniotéd due 2010 (which are
referred to as the “2010 Convertible 2.875% Notesifler an indenture between Level 3 and The BamNeof York, as trustee. The 2010
Convertible 2.875% Notes are senior unsecured afibigs of Level 3. They rank equally in right ofyp@ent with all other existing and future
senior unsecured indebtedness of Level 3.

The 2010 Convertible 2.875% Notes are convertitie shares of common stock, at the option of tHddrpat any time prior to
maturity, unless previously repurchased or redeeifieel 2010 Convertible 2.875% Notes may be congextehe initial rate of 139.2758
shares of common stock per each $1,000 principalatrof notes, subject to adjustment in certaiouriistances. This is equivalent to a
conversion price of approximately $7.18 per share.

Level 3 may redeem the 2010 Convertible 2.875% $Jatewhole or in part, at any time after July 2607 only if the closing sale
price of Level 3's common stock exceeds a specflimdentage of the then applicable conversion ffoicat least 20 trading days in any
consecutive 30-day trading period, including tre teading day of that period. The specified petage decreases annually from 170% in the
12-month period beginning July 15, 2007 to 150%han12-month period beginning July 15, 2009. Le&valust pay a “make wholgiayment
equal to the present value of all remaining schediphyments of interest on the 2010 Convertibl@528Notes to be redeemed through and
including July 15, 2010.

If an event treated as a change of control of L8wetcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding 2010 ConvertibB¥2% Notes at a purchase price of 100% of the jpadh@amount, plus accrued and unpaid
interest, if any.

The indenture also contains a provision relatintheoacceleration of the 2010 Convertible 2.875%ekKlthat is substantially similar
to that contained in the indenture relating to3he 8 % Notes.
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As of March 31, 2006, approximately $374 milliorgaggate principal amount of the 2.875% Notes wastanding.
9% Convertible Senior Discount Notes due 2013

On October 24, 2003, Level 3 issued $295 milliogragate principal amount at maturity of 9% ConéetiSenior Discount Notes
due 2013 (which are referred to as the “9% Conblertsenior Discount Notes”), together with 20 rotilishares of Level 3 common stock, in
exchange for approximately $352 million (book valagédebt and accrued interest outstanding asaifdate. The 9% Convertible Senior
Discount Notes were issued under an indenture leetwevel 3 and The Bank of New York and are semimecured obligations of Level 3.
They rank equally in right of payment with all othexisting and future senior unsecured indebtedakksvel 3.

The 9% Convertible Senior Discount Notes were effeat a discount of 29.527% to their aggregatecpah amount at maturity.
The 9% Convertible Senior Discount Notes accreterate of 9% per year, compounded semiannualli0@86 of their aggregate principal
amount at maturity by October 15, 2007. Cash istasdl not accrue on the 9% Convertible Seniorddisnt Notes prior to October 15, 2007;
however, Level 3 may elect to commence the acaiedsh interest on all outstanding 9% ConvertB#aior Discount Notes on or after
October 15, 2004, in which case the outstandingcjpal amount at maturity of each 9% Convertiblai@eDiscount Note, will, on the
elected commencement date, be reduced to the edaralue of the 9% Convertible Senior Discount Nagteof that date and cash interest
be payable on April 15 and October 15 thereaftem@encing October 15, 2007, interest on the 9% Exitke Senior Discount Notes will
accrue at the rate of 9% per year and will be playimbcash semiannually in arrears.

The 9% Convertible Senior Discount Notes are cdiblerinto shares of common stock at the optiothefholder, at any time prior
to maturity, unless previously repurchased or redk The 9% Convertible Senior Discount Notes nagdnverted at the initial conversion
price of $9.991 per share, subject to adjustmenértain circumstances. The total number of shiasemble upon conversion will range from
approximately 22 million to 30 million shares degerg upon the total accretion prior to conversion.

Level 3 may redeem the 9% Convertible Senior Diatdiotes, in whole or in part, at any time on deafctober 15, 2008 only if
the closing sale price of Level 3's common stockeds a specified percentage of the then applicalieersion price for at least 20 trading
days in any consecutive 30-day trading perioduidiclg the last trading day of that period. The dpstpercentage is 140% in the 12-month
period beginning October 15, 2008 and decreas&3G® and 120% on October 15, 2009 and 2010, ragpbgtf the initial holders sell
greater than 33.33% of the 9% Convertible Senigc@int Notes. The redemption price is payable st @ad is equal to 100% of the
accreted value of the 9% Convertible Senior Distdotes to be redeemed as of the redemption daseggicrued and unpaid interest, to, but
excluding, the redemption date.

If an event treated as a change of control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding 9% Convertible &ehiscount Notes at a purchase price of 101% gfegate accreted value of the notes so
purchased as of the date designated for paymerst agicrued and unpaid interest, if any, to, bulugbieg, that date.

The indenture also contains a provision relatintheacceleration of the 9% Convertible Senior Bist Notes that is substantially
similar to that contained in the indenture relatioghe 91/ 8 % Notes.

As of March 31, 2006, approximately $295 milliorgaggate principal amount at maturity of the 9% Gatibble Senior Discount
Notes was outstandin
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5 1/ 4% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 issued $345 milliogregate principal amount of 5 4% Convertible Senior Notes due 2011
(which are referred to as the “2011 Convertible/ 3 % Notes”) under an indenture between Level 3 arelBénk of New York, as trustee.
The 2011 Convertible 5/ 4% Notes are senior unsecured obligations of Lev&h@y rank equally in right of payment with alhet existing
and future senior unsecured indebtedness of Level 3

The 2011 Convertible 5/ 4% Notes are convertible into shares of common staicthe option of the holder, at any time prior to
maturity, unless previously repurchased or redeeifieel 2011 Convertible 5/ 4% Notes may be converted at the initial rate of.264
shares of common stock per each $1,000 principaLatrof notes, subject to adjustment in certaiowitstances. This is equivalent to a
conversion price of approximately $3.984 per share.

Level 3 may redeem the 2011 Convertiblé/ % Notes, in whole or in part, at any time after &aber 15, 2008. If a redemption
occurs before December 15, 2010, Level 3 will pgyeanium on principal amount of the 2011 Conveetibl'/ 4% Notes redeemed. The
premium for the 12 month period beginning Deceniligr2008 is equal to 102.25%, for the 12 monthqeebieginning December 15, 2009 is
equal to 101.50% and for the 12 month period beégimBecember 15, 2010 and thereafter 100.75%.

If an event treated as a change of control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding 2011 Convertible 5% Notes at a purchase price of 100% of the prin@pwount, plus accrued and unpaid
interest, if any, plus in certain circumstancesnaKe-whole premium” that is based on a table ireduith the indenture relating to the 2011
Convertible 51/ 4% Notes and the date on which the change in cob&wbmes effective as well as the price paid paresbf our common
stock in the change of control transaction.

The indenture also contains a provision relatintheacceleration of the 2011 Convertiblé/5 % Notes that is substantially simi
to that contained in the indenture relating to9he 8 % Notes.

As of March 31, 2006, approximately $345 milliorgaggate principal amount of the'$4 % Notes was outstanding.
10% Convertible Senior Notes due 2011

On April 4, 2005, Level 3 issued $880 million aggmée principal amount of 10% Convertible Seniord$adue 2011 (which are
referred to as the “2011 Convertible 10% Notes'leman indenture supplement between Level 3 andB&iné& of New York, as trustee. The
2011 Convertible 10% Notes are senior unsecurddastins of Level 3. They rank equally in rightgeyment with all other existing and
future senior unsecured indebtedness of Level 3.

After January 1, 2007, the 2011 Convertible 10%eNatre convertible into shares of common stoctheabption of the holder, at
any time prior to maturity, unless previously reghased or redeemed. The conversion right will loelacated in the event of a change of
control as defined in the indenture. For each ¥l @thcipal amount of 2011 Convertible 10% Notesesudered for conversion a holder will
receive 277.77 shares of our common stock.

Level 3 may redeem the 2011 Convertible 10% Nateshole or in part, at any time after May 1, 206% redemption occurs
before maturity, Level 3 will pay a premium on mijpal amount of the 2011 Convertible 10% Notes eatkd. The premium for the 12 mo
period beginning May 1, 2009 is equal to 3.33% famdhe 12 month period beginning May 1, 2010 dreteafter 1.67%.
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If an event treated as a change of control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding 2011 ConvertibR Nbtes at a purchase price of 100% of the prin@peunt, plus accrued and unpaid
interest, if any, plus in certain circumstancesnaKe-whole premium” that is based on a table ireduith the indenture relating to the 2011
Convertible 10% Notes and the date on which thegban control becomes effective as well as theeppiaid per share of our common stock.

The indenture also contains a provision relatinthtoacceleration of the 2011 Convertible 10% Nttiasis substantially similar to
that contained in the indenture relating to th& 8% Notes.

As of March 31, 2006, approximately $880 milliorgaggate principal amount of the 2011 ConvertiblgIdotes was outstanding.
11 1/ 2% Senior Notes due 2010

On January 13, 2006, Level 3 issued approximaté®23dnillion in aggregate principal amount of 112 % Senior Notes due 2010
(the “11 1/ 2% Notes”) under an indenture between Level 3 arel Bénk of New York, as trustee. The 1/12% Notes are senior unsecured
obligations of Level 3. They rank equally in rigiftpayment with all other existing and future seninsecured indebtedness of Level 3. The
11 /2% Notes bear interest at a rate of U2 % per annum, payable semiannually on March 1 apteSeder 1.

Level 3 may redeem the 1Y 2% Notes, in whole or in part, at any time on oeafflarch 1, 2009. The 1%/ 2% Notes are not
redeemable prior to such time.

If an event treated as a change of control of L8watcurs, Level 3, will be obligated, subject éstain conditions, to offer to
purchase all of the 11/ 2% Notes at a purchase price of 101% of the prin@p®ount, plus accrued and unpaid interest, if any.

The indenture relating to the 11 2% Notes places certain restrictions on the actidrieevel 3 and the Issuer and some of their
subsidiaries that are substantially similar to éhosntained in the indenture relating to th&/ 8 % Notes.

As of March 31, 2006, approximately $692 millionaggregate principal amount of the 112 % Notes was outstanding.
Euro-Denominated Senior Notes
11 1/ 4% Senior Notes due 2010

On February 29, 2000, Level 3 issued €300 milliggragate principal amount of 11 4% Senior Notes due 2010 (which are
referred to as the “11/ 4% Euro Notes”) under an indenture between Level8Ehe Bank of New York, as trustee. Thed: % Euro
Notes are senior unsecured obligations of Lev&h®y rank equally in right of payment with all othexisting and future senior unsecu
indebtedness of Level 3. The 114 % Euro Notes bear interest at a rate oft14% per annum, payable semiannually in arrears orciviab
and September 15.

Level 3 may redeem the 1Y 4% Euro Notes, in whole or in part, at any time omafber March 15, 2005. If a redemption occurs
before March 15, 2008, Level 3 will pay a premiumtbe principal amount of the 1/ 4% Euro Notes redeemed. This premium decreases
annually from approximately 3.75% for a redempiiloming the twelve month period beginning on Mar&h 2006 to approximately 1.875%
for a redemption during the twelve month periodibeing on March 15, 2007.
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If an event treated as a change in control of L8vatcurs, Level 3 will be obligated, subject totaim conditions, to offer to
purchase all of the outstanding 114 % Euro Notes at a purchase price of 101% of thecjral amount, plus accrued and unpaid interest, if
any.

The indenture relating to the 11 4% Euro Notes places certain restrictions on thimastof Level 3 and its restricted subsidiaries
that are substantially similar to those contaimethe indenture relating to theld s % Notes. The indenture also contains a provisitating
to the acceleration of the 1Y 4% Euro Notes that is substantially similar to tbantained in the indenture relating to thé/®% Notes.

As of March 31, 2006, approximately $125 milliorgaggate principal amount of the 114 % Euro Notes was outstanding.
10 3/ 4% Senior Notes due 2008

On February 29, 2000, Level 3 issued €500 milliggragate principal amount of £d 4% Senior Notes due 2008 (which are
referred to as the “18/ 4% Euro Notes”) under an indenture between Level@Ehe Bank of New York, as trustee. The31@ % Euro
Notes are senior unsecured obligations of Lev&h®y rank equally in right of payment with all otlexisting and future senior unsecu
indebtedness of Level 3. The $04% Euro Notes bear interest at a rate of10% per annum, payable semiannually in arrears orciviab
and September 15.

The 103/ 4% Euro Notes are not redeemable at the option @&IL2 prior to maturity.

If an event treated as a change of control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to
purchase all of the outstanding 304 % Euro Notes at a purchase price of 101% of thecjpal amount, plus accrued and unpaid interest, if
any.

The indenture relating to the 20 4% Euro Notes places certain restrictions on thimastof Level 3 and its restricted subsidiaries
that are substantially similar to those contaimrethe indenture relating to theld 8% Notes. The indenture also contains a provisitating
to the acceleration of the 10 4% Euro Notes that is substantially similar to tbantained in the indenture relating to thé/%% Notes.

As of March 31, 2006, approximately $60 million eggate principal amount of the 204 % Euro Notes was outstanding.
Indebtedness of Level 3 Financing, Inc.
Credit Agreement

As of December 1, 2004, Level 3 Financing, Incl.evel 3 Financing, a direct wholly-owned subsigiaf Level 3, as borrower,
and Level 3 Communications, Inc., as guarantor riliéynch Capital Corporation, as administrativgeait and collateral agent, and certain
lenders entered into a credit agreement, pursoamhich the lenders extended a $730 million sesémured term loan to Level 3 Financing.

Level 3 Financing’s obligations under the creditesgnent are, subject to certain exceptions, sedyegrtain of the assets of
(i) Level 3 Communications, Inc.; and (ii) certaihLevel 3 Communications, Inc.’s material domestibsidiaries that are engaged in the
telecommunications business, including Level 3 Camications, LLC. Level 3 Communications, Inc. ahdde subsidiaries also guarantee
the obligations of Level 3 Financing under the @ragreement.

The principal amount of the senior secured term lodl be payable in full on December 1, 2011. Adxial secured term loans or
revolving loans may in the future be extended teel& Financing under the credit agreement.
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The senior secured term loan bears interest @eacmal to the London Interbank Offered Rate (LRB®Ilus 700 basis points.

The credit agreement provides that indebtednessamding under the senior secured term loan wipdid with all of the net
available cash proceeds with respect to certaiet asdes, if these proceeds are not reinvestedvrll3’'s business.

The credit agreement contains negative covenasitisating and limiting the ability of Level 3 Commigations, Inc., Level 3
Financing and any restricted subsidiary to engageitain activities, including:

. limitations on indebtedness and the incurrencéeosl

. restrictions on dividends and distributions on tatock, and other similar distributions;

. limitations on transactions restricting the abiliysubsidiaries to pay dividends and other sindiatributions;
. restrictions on the issuance and sale of capibakstf subsidiaries;

. restrictions on sale leaseback transactions, sékessets and investments, including restrictionagset transfers by
guarantors under the credit agreement to subsidiafi Level 3 Communications, Inc. which are nadrgntors

. limitations on transactions with affiliates;

. limitations on designating subsidiaries as unretgtd subsidiaries;

. limitations on actions with respect to existingeiompany obligations; and

. in the case of Level 3 Communications, Inc., Lé/€inancing and any guarantor, restrictions on ermsrgnd sales of

substantially all asset

The credit agreement does not require Level 3 @eL8 Financing to maintain specific financial csti The credit agreement does
contain certain events of default.

On May 30, 2006, Level 3 Financing, Inc., our whalwned subsidiary, announced its intention to asreemd restate its existing
$730 million senior secured credit facility to, amgoother things, reduce the interest rate payatdeuthe agreement, modify the gr@ymen
provisions and make other specified changes. Téarde no assurances that we will be able to ameddestate our credit facility in such a
manner. Our continuing guarantee of that debtaerifistitute senior debt. Neither the completiorhef proposed amendment of the senior
secured credit facility nor the closing of thisesfhg or the closing of our concurrent offeringcoinmon stock described under “Summary” is
conditioned upon the closing of the other transasti

10 3/ 4% Senior Notes due 2011

On October 1, 2003, Level 3 Financing, Inc. iss$800 million aggregate principal amount of 10 % Senior Notes due 2011 (1
“10 3/ 4% Notes”) under an indenture between Level 3, asaquor, Level 3 Financing, Inc., as Issuer, and Bank of New York as trustee.
The 103/ 4% Notes are senior unsecured unsubordinated ololigadf Level 3 Financing. They rank equally inhtigf payment with all
other existing and future senior unsecured unsubated indebtedness of Level 3 Financing. Theé 1£% Notes are unconditionally
guaranteed on an unsubordinated unsecured bakeviey3 Communications, Inc. and Level 3 Communicet, LLC. The 10°/ 4% Notes
bear interest at a rate of 204 % per annum, payable semiannually in arrears oiil Aprand October 15.

Level 3 Financing may redeem the 3 % Notes, in whole or in part, at any time on oeafdctober 15, 2007. If a redemption
occurs before October 15, 2009, Level 3 Financiilgpay a premium on the principal amount of the 3/@ % Notes redeemed. This
premium decreases annually from approximately 5.88% redemption during the twelve month periodibring on October 15, 2007 to
approximately 2.69% for a
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redemption during the twelve month period beginrongOctober 15, 2008. In addition, on or prior tctd@ber 15, 2006, Level 3 Financing
may redeem up to 35% of the 204 % Notes with the proceeds of certain equity offgsinf Level 3 that are contributed to Level 3 Fiziag
at a redemption price equal to 110.750% of thecipal amount of the 108/ 4% Notes so redeemed.

If an event treated as a change in control of L8wahd/or Level 3 Financing occurs, Level 3 willdi#igated, subject to certain
conditions, to offer to purchase all of the outdiag 103/ 4% Notes at a purchase price of 101% of the prih@peunt, plus accrued and
unpaid interest, if any.

The indenture relating to the 20 4% Notes contains certain covenants, including, ajmathers, covenants with respect to the
following matters: (i) limitation on consolidateelat; (ii) limitation on debt of the Issuer and Issvestricted subsidiaries; (iii) limitation on
restricted payments; (iv) limitation on dividenddasther payment restrictions affecting restrictedssdiaries; (v) limitation on liens;

(vi) limitation on sale and leaseback transactigwis) limitation on asset dispositions; (viii) litation on issuance and sales of capital stock of
restricted subsidiaries; (ix) transactions withiliafies; (x) reports; (xi) limitation on designati® of unrestricted subsidiaries; and (xii) in the
case of Parent, the Issuer, future guarantorseofithes and guarantors of the 3/ % Proceeds Note, limitations on mergers, consatidat

and sales of all or substantially all of the assé&uch entities.

The holders of the 18/ 4% Notes may force Level 3 Financing to immediatelyay the principal on the 13 4% Notes, includin
interest to the acceleration date, if certain diggaaxist under other indebtedness of Level 3 grrastricted subsidiary having an outstanding
principal amount of at least $25 million, which delts result in the acceleration of such otherlitei@ness or constitute a failure to pay
principal when due.

As of March 31, 2006, $500 million aggregate piatiamount of the 10/ 4% Notes was outstanding.
Floating Rate Senior Notes due 2011

On March 14, 2006, Level 3 Financing issued $150aniaggregate principal amount of Floating Ra&gmi®r Notes due 2011 (the
“Floating Rate Notes”) under an indenture betweemnel 3, as guarantor, Level 3 Financing, and ThekBd New York as trustee. The
Floating Rate Notes are senior unsecured unsulaietirobligations of Level 3 Financing. They rankaty in right of payment with all oth
existing and future senior unsecured unsubordinatkebtedness of Level 3 Financing. The FloatingeRéotes are unconditionally
guaranteed on an unsubordinated unsecured bakeviy 3. The Floating Rate Notes bear interestrateof LIBOR plus 6.375% per annt
reset semiannually, and payable semiannually #aasron March 15 and September 15 of each yeameaoring September 15, 2006.

Level 3 Financing may redeem the Floating Rate Jatewhole or in part, at any time on or after dtaf5, 2008. If a redemption
occurs before March 15, 2010, Level 3 Financindg paly a premium on the principal amount of the Bl@pRate Notes redeemed. This
premium decreases annually from approximately X@%a redemption during the twelve month periodibeigpg on March 15, 2008 to
approximately 1.0% for a redemption during the teeahonth period beginning on March 15, 2009. Initimld on or prior to March 15, 20C
Level 3 Financing may redeem up to 35% of the igaRate Notes with the proceeds of certain eqpfityrings of Level 3 that are
contributed to Level 3 Financing at a redemptidnepequal to 100.00% of the principal amount of Ff@ating Rate Notes so redeemed, plus
a premium equal to the interest rate per annunheirkboating Rate Notes applicable on the datertbtate of redemption is given.

If an event treated as a change in control of L8wahd/or Level 3 Financing occurs, Level 3 willdi#igated, subject to certain
conditions, to offer to purchase all of the outdiag Floating Rate Notes at a purchase price o%d.01.the principal amount, plus accrued
and unpaid interest, if any.

S-135



Table of Contents

The indenture relating to the Floating Rate Nomwsa&ins certain covenants, including, among otlergenants with respect to the
following matters: (i) limitation on consolidateelat; (ii) limitation on debt of Level 3 Financing@Level 3 Financing restricted subsidiari
(iii) limitation on restricted payments; (iv) linaition on dividend and other payment restrictioriscing restricted subsidiaries; (v) limitation
on liens; (vi) limitation on sale and leasebacksactions; (vii) limitation on asset dispositiofisii) limitation on issuance and sales of cag
stock of restricted subsidiaries; (ix) transactiwith affiliates; (x) reports; (xi) limitation onesignations of unrestricted subsidiaries; and
(xii) in the case of Level 3, Level 3 Financingiute guarantors of the notes and guarantors dflibeting Rate Proceeds Note, limitations on
mergers, consolidations and sales of all or subiathnall of the assets of such entities.

The holders of the Floating Rate Notes may forceelL8 Financing to immediately repay the principalthe Floating Rate Notes,
including interest to the acceleration date, itaierdefaults exist under other indebtedness oEL8wr any restricted subsidiary having an
outstanding principal amount of at least $25 millivhich defaults result in the acceleration oftsather indebtedness or constitute a failure
to pay principal when due.

As of March 31, 2006, $150 million aggregate pi@tiamount of the Floating Rate Notes was outstendi
12.25% Senior Notes due 2013

On March 14, 2006 and April 6, 2006 respectivelgyél 3 Financing issued $250 million and $300 wiillaggregate principal
amount of 12.25% Senior Notes due 2013 (the “12.RE¥es”) under an indenture between Level 3, asaguar, Level 3 Financing, and The
Bank of New York as trustee. The 12.25% Notes anéos unsecured unsubordinated obligations of L8uehancing. They rank equally in
right of payment with all other existing and futwenior unsecured unsubordinated indebtednessvel BeFinancing. The 12.25% Notes are
unconditionally guaranteed on an unsubordinateéaured basis by Level 3. The 12.25% Notes beareisttat a rate of 12.25% per annum,
payable semiannually in arrears on March 15 andeBaper 15 of each year, commencing September 0%, 20

Level 3 Financing may redeem the 12.25% Notes,Holgvor in part, at any time on or after March 2610. If a redemption occurs
before March 15, 2012, Level 3 Financing will pagramium on the principal amount of the 12.25% Notgleemed. This premium
decreases annually from approximately 6.125% feda@mption during the twelve month period beginrongMarch 15, 2010 to
approximately 3.063% for a redemption during thels® month period beginning on March 15, 2011.dditon, on or prior to March 15,
2009, Level 3 Financing may redeem up to 35% oflth@5% Notes with the proceeds of certain equigrimgs of Level 3 that are
contributed to Level 3 Financing at a redemptianeequal to 112.25% of the principal amount of1Be25% Notes so redeemed.

If an event treated as a change in control of L8wahd/or Level 3 Financing occurs, Level 3 willdi#igated, subject to certain
conditions, to offer to purchase all of the outdiag 12.25% Notes at a purchase price of 101%eptincipal amount, plus accrued and
unpaid interest, if any.

The indenture relating to the 12.25% Notes conte@miain covenants, including, among others, covesnaith respect to the
following matters: (i) limitation on consolidateelat; (ii) limitation on debt of Level 3 Financing@Level 3 Financing restricted subsidiari
(iii) limitation on restricted payments; (iv) lingition on dividend and other payment restrictiorisciing restricted subsidiaries; (v) limitation
on liens; (vi) limitation on sale and leasebacksactions; (vii) limitation on asset dispositiofisii) limitation on issuance and sales of cag
stock of restricted subsidiaries; (ix) transactiwith affiliates; (x) reports; (xi) limitation onesignations of unrestricted subsidiaries; and
(xii) in the case of Level 3, Level 3 Financingtute guarantors of the notes and guarantors aDffering Proceeds Note, limitations on
mergers, consolidations and sales of all or subiathnall of the assets of such entities.
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The holders of the 12.25% Notes may force Leveihaficing to immediately repay the principal on 12:25% Notes, including
interest to the acceleration date, if certain défsexist under other indebtedness of Level 3 grrestricted subsidiary having an outstanding

principal amount of at least $25 million, which delts result in the acceleration of such otherltei@ness or constitute a failure to pay
principal when due.

As of April 6, 2006, $550 million aggregate prinaimmount of the 12.25% Notes was outstanding.
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SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain informatiaith respect to the beneficial ownership of our ooon stock, as of May 25, 2006,
and as adjusted to reflect our concurrent offeahgommon stock (assuming no exercise of the undiems’ overallotment option) by our
directors, the executive officers, and directord arecutive officers as a group, and each persowikiby us to beneficially own more than
five percent of our outstanding common stock. Reempe ownership is based on 874,562,579 sharesodiisg on May 25, 2006 on a pro
forma basis after giving effect to the issuanc2®mB75,088 shares of common stock in connectiohn thie acquisition of ICG
Communications on May 31, 2006.

Percent of Common Stock

Number of Beneficially Owned

Shares
of Common Before After

Name Stockt the Offering the Offering
Directors and Executive Officers

James Q. Crowe(: 6,815,67. * *
Kevin J. CHara(2) 1,751,61! * *
Keith R. Coogan(3 76,64 * *
Thomas C. Stortz(¢ 834,31« * *
Charles C. Miller, 11I(5) 429,03¢ * *
Walter Scott, Jr.(6 38,258,09 4.2% 3.8%
James O. Ellis, . 132,57- * *
Richard R. Jaros(i 2,091,00: * *
Robert E. Julian(8 4,131,48 * *
Arun Netravali 155,67¢ * *
John T. Reed(¢ 279,207 * *
Michael B. Yanney(10 212,10 * *
Albert C. Yates 132,57: * *
Directors and Executive Officers as a Group (1&pes)(11 56,732,90 6.4% 5.7%
Stockholders owning 5% or more

Southeastern Asset Management, Inc. 156,063,29 17.8% 15.6%
AXA Financial, Inc.(13) 57,454,60 6.€% 5.7%
Legg Mason(14 75,194,70 8.€% 7.5%

Fairfax Financial Holdings Limited (1! 56,950,66 6.5% 5.7%

*  Lessthan 1%

t Included in this table the number of shares ofammmon stock issuable upon exercise of Outperfaouk3Options, if any, which are
exercisable within 60 days. The value of the Odtpar Stock Options is dependent upon the extentttich our common stock has
outperformed the results of the S&B00 Index. The number of shares of our common ggstkable upon exercise of an Outperform

Stock Option has been calculated based upon teeglprice of our common stock on May 25, 2006. imber of shares issuable
upon exercise of an Outperform Stock Option, howegesubject to change to the extent that theiozlship between the price of our

common stock and the results of the S®#D0 Index change.

(1) Includes 520,000 shares of our common stock hel@heyCherry Creek Trust, of which Mr. Crowe is fude beneficiary and 118,750
restricted stock units, the restrictions on whidh lapse within 60 days of May 25, 20C

(2) Includes 46,000 shares of our common stock helddwin J. OHara Family LTD Partnership. Includes 500,000 shafeour commo
stock subject to vested non-qualified stock optidnsludes 67,500 restricted stock units, the i&gins on which will lapse within
60 days of May 25, 200!

(footnotes continued on following pa
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®3)

(4)
®)

(6)

@)
8)
9)
(10)

(11)

(12)

(13)

Includes 23,907 shares of our common stock issugise exercise of vested OSOs and 23,907 restrsttett units, the restrictions
which will lapse within 60 days of May 25, 20(

Includes 38,750 restricted stock units, the retsbris on which will lapse within 60 days of May Z%06.

Includes 47,500 shares of our common stock issuglie exercise of vested OSOs and 183,461 restrittek units, the restrictions
on which will lapse within 60 days of May 25, 20!

Includes 99,700 shares of our common stock helthéysuzanne Scott Irrevocable Trust as to whichSdatt shares voting and
investment powers, 383,503 shares of our commark sésuable upon conversion of $25 million in pirad amount of our 6%
convertible subordinated notes that Mr. Scott hdidsctly, 53,690 shares issuable upon conversié3® million in principal amount
of our 6% convertible subordinated notes that MotSholds indirectly and 3,251,275 shares of ammon stock held indirectly by
Mr. Scott. In addition, this includes 1,514,840r&isa0f our common stock issuable upon the exedfigarrants held by Mr. Scot

Includes 500,000 shares of our common stock sutjeatsted non-qualified stock options held by B&ros. Also includes 214,000
shares held by a family foundatic

Includes 1,000,000 shares of our common stock Inelal Julian Properties, LP, of which Mr. Juliarthie sole general partne
Includes 61,000 shares of our common stock helRdgd Partners, LP, of which Mr. Reed and his spates¢he sole general partne

Includes 2,100 shares of our common stock heldrindnney’s IRA account and 40,000 shares of ourroon stock held by The
Burlington Capital Group, LLC, of which Mr. Yanneyd his spouse own approximately 47% of the ougtgrmembership interes!

Includes 1,250,000 shares of our common stock sutgjevested non-qualified stock options, 913, 78&rss of our common stock
issuable upon exercise of vested OSOs and 369IE32s0of our common stock issuable upon the lapsestrictions on restricted
stock units within 60 days of May 25, 2006. Alsclirdes 1,514,840 shares of our common stock issugdwn the exercise of warra
and 437,193 shares issuable upon conversion d%uConvertible Subordinated Notes due 2(

Address for Southeastern Asset Management, 16218 Poplar Avenue, Suite 900, Memphis, Tennes8&&38 The following
information is based solely on Southeastern Assatddement, Inc.’s Schedule 13G dated February0g. 26formation presented is
presented by Southeastern Asset Management, lacteggstered investment adviser. All of the sémgireported are owned legally
by Southeastern Asset Management, Inc.’s advid@gyts and none are owned directly or indirectlySnutheastern Asset
Management, Inc. Includes 81,029,000 shares of@mmon stock held by Longleaf Partners Fund, ottvi8outheastern Asset
Management, Inc. shares voting and dispositive poarel 28,902,862 shares of our common stock heldbhgleaf Partners Small-
Cap Fund, of which Southeastern Asset Managenmmntshares voting and dispositive power. Southeagteset Management, Inc.
exercises sole dispositive power with respect ta3B431 shares of our common stock held by digcraty managed accounts,
including 40,058,310 shares of our common stocH bgldiscretionary managed accounts for which Seagtern Asset
Management, Inc. has sole voting power and 6,013shares of our common stock held by discretionaapaged accounts for which
Southeastern Asset Management, Inc. has no votingip

Address for AXA Financial, Inc. and related ensitis 1290 Avenue of the Americas, New York, Newkr©®104. The following
information is based solely on AXA Financial IncSshedule 13G dated May 10, 2006. Includes 49,362%8ares of our common
stock for which Alliance Capital Management L.Pegises sole voting power and 55,469,970 sharearafommon stock for which
Alliance Capital Management L.P. exercises solpatigive power. Also includes 1,032,961 sharesunfommmon stock for which
AXA Equitable Life Insurance Company exercises saitng power and 1,290,227 shares of our commacksor which AXA
Equitable Life Insurance Company exercises solgodigive power

(footnotes continued on following pa
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(14) Address for Legg Mason, Inc. and related entiteB00 Light Street, Baltimore, Maryland 21202. Toléowing information is based
solely on Legg Mason, Inc.’s Schedule 13G datedwsely 14, 2006. Includes 35,000,000 shares of ommaon stock of which LLM,
LLC shares voting and dispositive power and 40,40@ shares of our common stock of which Legg Md3apital Management, Inc.
shares voting and dispositive power. Each of LLMCland Legg Mason Capital Management, Inc. arestment adviser

(15) Address for Fairfax Financial Holdings Limited rgld entities is 95 Wellington Street West, Suité,80oronto, Ontario Canada
M5J 2N7. The following information is based solely Fairfax Financial Holdings Limited’s ScheduleGl8ated February 7, 2006.
Includes shares of our common stock held by sudnsédi of Fairfax Financial Holdings Limited, whisbibsidiaries have the right to
receive or the power to direct the receipt of divids from, or the proceeds from the sale of, sucltommon stock. No such interest
of a subsidiary of Fairfax Financial Holdings Lieukrelates to more than 5% of our common stocko Asludes shares of our

common stock that are issuable upon the conveddionr convertible securities held by subsidiané&airfax Financial Holdings
Limited.
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DESCRIPTION OF CAPITAL STOCK

We have summarized some of the terms and provisibagr outstanding capital stock in this sectibhe summary is not comple
You should read our restated certificate of incoaion and our by-laws for additional informatioefbre you purchase any of our capital
stock. Our restated certificate of incorporatiod anr by-laws have been filed in their entiretyhtihe SEC. See “Where You Can Find More
Information.”

Our authorized capital stock consists of:

. 2,250,000,000 shares of common stock, par value#®0 share; and

. 10,000,000 shares of preferred stock, par valuk $e0 share.

As of May 25, 2006, there were 848,587,491 sharesrmmon stock and no shares of preferred stocktanding.
Common stock

Subject to the senior rights of preferred stockalthinay from time to time be outstanding, holdersahmon stock are entitled to
receive dividends declared by the board of directmt of funds legally available for their paymeudpon dissolution and liquidation of our
business, holders of common stock are entitledrédable share of our net assets remaining aftanpat to the holders of the preferred stock
of the full preferential amounts they are entitledAll outstanding shares of common stock arey/fplid and nonassessable.

The holders of common stock are entitled to one yper share for the election of directors and bather matters submitted to a
vote of stockholders. Holders of common stock arteemtitled to cumulative voting for the electiohdirectors. Holders of our common stock
are not entitled to preemptive rights.

The transfer agent and registrar for the commocks®Wells Fargo Shareowner Services.
Shares of our common stock are quoted on the Nasdtagnal Market under the symbol “LVLT.”
Preferred stock

The preferred stock has priority over the commalstvith respect to dividends and to other distidims, including the distributic
of assets upon liquidation. The board of direcitei@uthorized to fix and determine the terms, ltiins and relative rights and preferences of
the preferred stock, to establish series of prefestock and to fix and determine the variationarasng series. The board of directors witf
stockholder approval could issue preferred stotk woting and conversion rights which could advisrsdfect the voting power of the
holders of common stock. As of the date of thisspextus supplement, there are no outstanding sbipesferred stock.

Anti-takeover effects

We currently have provisions in our restated degte of incorporation and by-laws that could hameanti-takeover effect. The
provisions in the restated certificate of incorpimminclude:

. a prohibition on our stockholders taking actionvinytten consent;

. the requirement that special meetings of stockhsltde called only by the board of directors orc¢hairman of the board,;

¢ the requirement of the affirmative vote of at |e88#/ 3% of our outstanding shares of stock entitled tie\thereon to adopt,
repeal, alter, amend or rescind ou-laws; anc
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MATERIAL U.S. FEDERAL TAX CONSIDERATIONS

The following is a summary of certain material &iitStates federal income tax considerations rglatirthe purchase, ownership
and disposition of the notes and of the commorksittto which the notes may be converted. This surgma

does not purport to be a complete analysis ohallpotential tax considerations that may be reletholders in light of their
particular circumstances or discuss the effecngfapplicable state, local, foreign or other taxdg

is based on the provisions of the Internal ReveDode of 1986, as amended (the “Code”), TreasuryRégns promulgated
thereunder, published rulings and procedures ofrttegnal Revenue Service (the “IRS”) and judidatisions, all as in effect
on the date of this prospectus supplement and alhizh are subject to change at any time, possililly retroactive effeci

deals only with holders that will hold the noteslamommon stock as “capital assetgthin the meaning of Section 1221 of-
Code;

does not address tax considerations applicablevestors that may be subject to special tax rslaesh as partnerships and
other pass-through entities, banks, ¢gaempt organizations, insurance companies, dealdraders in securities or currenci
Foreign Holders (as defined below) that own, orehawned, actually or constructively, more than 5%w common stock or
more than 5% of the fair market value of the nobegersons that will hold the notes or commonlstxa position in a
hedging transaction, “straddle” or conversion teati®n for tax purposes or persons deemed totselidtes or common stock
under the constructive sale provisions of the Cadd

discusses only the tax considerations applicablleeadnitial purchasers of the notes who purchlheenbtes pursuant to, and at
the offering price on the cover of, this prospecugplement and does not discuss the tax consolesatpplicable to
subsequent purchasers of the nc

We have not sought, nor will seek, any ruling fritva IRS with respect to matters discussed belowr& ban be no assurance that
the IRS will not take a different position concemithe tax consequences of the purchase, owneassligposition of the notes or common
stock or that any such position would not be susthi

Investors considering the purchase of notes shmridult their own tax advisors with respect todpglication of the United States
federal income tax laws to their particular sitaai, as well as the application of any state, |doatign or other tax laws, including gift and
estate tax laws.

As used herein, the term “United States Holder” msembeneficial owner of a note or common stockithdor United States
federal income tax purposes:

an individual that is a citizen or resident of theited States;

a corporation or other entity taxable as a corpamatreated or organized in or under the laws eflihited States or any
political subdivision thereo

an estate, the income of which is subject to Un8tdes federal income tax regardless of its source

a trust, if a United States court can exercise @nnsupervision over the administration of thettared one or more United

States persons can control all substantial trussibas, or, if the trust was in existence on Aud®; 1996, and has elected to
continue to be treated as a United States pers(

a person whose worldwide income or gain is othexwsishject to United States federal income tax natancome basis.

A “Foreign Holder” is any beneficial owner of thetes or common stock that is not a United Statddefio
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United States Holders
Interest

A United States Holder generally will include irgst on a note as ordinary income at the time sutehdst is received or accrued
accordance with such holder’s regular method obacting for United States federal income tax puesos

Sale, Exchange or Redemption of the Notes

Upon the sale, exchange or redemption of a ndimited States Holder generally will recognize calpgiain or loss equal to the
difference between (1) the amount of cash procaadghe fair market value of any property receioadhe sale, exchange or redemption
(except to the extent such amount is attributadkectrued interest not previously included in inepmhich is taxable as ordinary income)
and (2) such United States Holder’s adjusted taxsha the note.

The deductibility of capital losses is subjectimifations. Any capital gain or loss recognizedabynited States Holder will be
long-term capital gain or loss if the notes werkl tier more than one year. Long term capital gdia aon-corporate United States Holder is
eligible for a reduced rate of tax. A United Statedder’s adjusted tax basis in a note generallyegual the cost of the note to such United
States Holder plus the amount, if any, includesh@ome on an adjustment to the conversion rateehbtes, as described in “—Adjustments
to Conversion Rate” below.

Adjustments to Conversion R

The conversion rate of the notes is subject tostjent under certain circumstances, as describeer UBescription of Notes—
Conversion Rights.” Section 305 of the Code andTteasury Regulations issued thereunder may tnedtdlders of the notes as having
received a deemed distribution, resulting in dinidi¢reatment (as described below) to the extentioturrent or accumulated earnings and
profits, if, and to the extent that, certain adjusits in the conversion rate (or certain other @@fe transactions) increase the proportionate
interest of a holder of the notes in the fully thldi common stock (particularly an adjustment ttemfa taxable dividend to holders of
common stock), whether or not such holder evercises its conversion privilege. Moreover, if thex@ot a full adjustment to the conversion
rate of the notes to reflect a stock dividend dieoevent increasing the proportionate interesth@holders of outstanding common stock in
our assets or earnings and profits, then suchaserenay be treated as a deemed distribution on oorstock of such holders, taxable as
described below under “—Distributions on Commoncg&to

Conversion of the Notes

A United States Holder generally will not recogn&ey gain or loss upon conversion of a note intommon stock except with
respect to cash or other property received either gortion of the consideration for the note dren of a fractional share of common stocl
United States Holder’s tax basis in the commonksteceived on conversion of a note will be the sasisuch United States Holder’s
adjusted tax basis in the note at the time of cmiwr, reduced by any basis allocable to a fraatishare interest, and the holding period for
the common stock received on conversion will gelhenaclude the holding period of the note convdrtelowever, to the extent that any
common stock received upon conversion is considatteithutable to accrued interest not previoustiuded in income by the United States
Holder, it will be taxable as ordinary income. Aitéadl States Holder’s tax basis in shares of comatock considered attributable to accrued
interest generally will equal the amount of sucbraed interest included in income, and the holgiegod for such shares will begin on the
date of conversion.

If a United States Holder receives a combinationwfcommon stock and cash or other property uporearsion (and such cash is
not merely received in lieu of a fractional shafe@mmon stock), the holder will
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generally be required to recognize gain in an armeqguoal to the lesser of (i) the cash payment@wtiue of such other property (less the
amount attributable to accrued and unpaid intered()) the excess of the fair market value of tteenmon stock over the cash payment or
such other property (excluding the amount attriblgtéo accrued and unpaid interest) received uporearsion over the holder’s adjusted tax
basis in the notes. The holder generally will n@able to recognize any loss. The holder’s taxshashe common stock received will be the
same as the holder’s tax basis in the note, inettlhg the amount of gain recognized, if any, amldiced by the amount of the cash payment
or the value of the other property received (lbgsamount attributable to accrued and unpaid istere

Cash received in lieu of a fractional share of camrstock upon conversion will be treated as a paynmeexchange for the
fractional share of common stock. Accordingly, teeeipt of cash in lieu of a fractional share afooon stock generally will result in capital
gain or loss, measured by the difference betweeicdsh received for the fractional share and theedistates Holder’s adjusted tax basis in
the fractional share, and will be taxable as dbsdribelow under “—Sale or Exchange of Common Stdidke holder’s tax basis in the
fractional share of common stock will be a propmréite part of the holder’s adjusted tax basis éncttmmon stock received upon conversion,
as described above.

Distributions on Common Sto

Distributions, if any, paid or deemed paid on tbenmon stock (or deemed distributions on the nadedeacribed above under “—
Adjustments to Conversion Rate”) generally willtheated as dividends and includable in the incofreeldnited States Holder as ordinary
income to the extent of the our current or accutedl@arnings and profits as determined for UnitedeS federal income tax purposes.
Dividends paid to United States Holders that adéviduals are currently taxed at the rates apple#édlong-term capital gains if the holder
meets certain holding period and other requirem@itddends paid to United States Holders thatldméed States corporations may qualify
for the dividends received deduction if the holaferets certain holding period and other requirem@itdributions on shares of common
stock that exceed our current and accumulatedreggrand profits will be treated first as a non-td&aeturn of capital, reducing the holder’'s
basis in the shares of common stock. Any suchibligions in excess of the holder’s basis in theehaf common stock generally will be
treated as capital gain from a sale or exchangedi stock.

Sale or Exchange of Common Stock

Upon the sale or exchange of common stock, a USitates Holder generally will recognize capitaingaii loss equal to the
difference between (1) the amount of cash anddinerfarket value of any property received uponstle or exchange and (2) such United
States Holder’s adjusted tax basis in the commaeksiThe holder’s adjusted tax basis in the comstook received upon conversion will be
determined in the manner described above under “rv&sion of the Notes.” The deductibility of capitasses is subject to limitations. Any
capital gain or loss recognized by a holder willdrgg-term capital gain or loss if the common staas held for more than one year. Long-
term capital gain of a non-corporate United Stateller is eligible for a reduced rate of tax.

Foreign Holders
Interest
Payments of interest on a note to a Foreign Haldiénot be subject to United States federal witldireg tax provided that:

(1) the Foreign Holder does not actually or corettmely own 10% or more of the total combined vgtipower of all of
our classes of stock entitled to vote (treating sfach purpose, notes held by a Foreign Holdeaagb been converted into our
common stock);
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(2) the Foreign Holder is not a controlled fore@mporation that is related to us through stock enship; and

(3) the Foreign Holder of the note, under penaltiggerjury, provides us or our agent with its naane address and
certifies (on IRS Form W8-BEN) that it is not a téu States person.

For purposes of this summary, we refer to this gxt@m of interest from United States federal witlthiog tax as the “Portfolio
Interest Exemption.” The certification describectiause (3) above may also be provided by a gadlifitermediary on behalf of one or more
Foreign Holders or other intermediaries, provideat such intermediary has entered into a withhgldigreement with the IRS and certain
other conditions are met. The gross amount of paysrte a Foreign Holder of interest that does nuatlify for the Portfolio Interest
Exemption and that is not effectively connected tdnited States trade or business of that Foremdet will be subject to United States
federal withholding tax at the rate of 30%, unladgnited States income tax treaty applies to ebgiror reduce such withholding.

A Foreign Holder generally will be subject to taxthe same manner as a United States Holder wafiect to payments of interes
such payments are effectively connected with threloot of a trade or business by the Foreign Hdld#te United States and, if an applice
tax treaty so provides, such payment is attribetédla permanent establishment maintained in theedStates by such Foreign Holder. Such
effectively connected income received by a Foréigider that is a corporation may in certain circtanses be subject to an additional
“branch profits” tax at a 30% rate or, if applicabh lower treaty rate. Foreign Holders should glirteeir own tax advisors regarding any
applicable income tax treaties. To claim the berdfa tax treaty or to claim exemption from witldiog because the interest income is
effectively connected with a United States tradbuminess, the Foreign Holder must provide a ptpmxecuted Form W-8BEN or W-8ECI,
as applicable, prior to the payment of interest.

Sale, Exchange or Redemption of the Notes or ounrBan Stock

A Foreign Holder generally will not be subject toitéd States federal income tax or withholdingaaxgain realized on the sale or
exchange of the notes or our common stock unless:

(1) the Foreign Holder is an individual who wasgenet in the United States for 183 days or morenduttie taxable year,
and certain other conditions are met;

(2) the gain is effectively connected with the coctcbf a trade or business of the Foreign Holdeh&United States and,
if an applicable tax treaty so provides, such gamitributable to an office or other permanenalglisthment maintained in the
United States by such Foreign Holder; or

(3) we are or have been a U.S. real property hgldarporation, as defined below, at any time withia five-year period
preceding the disposition or the non-U.S. holdkedkling period, whichever period is shorter, and@ammon stock has ceased to
be traded on an established securities market farithre beginning of the calendar year in whichgle or disposition occurs.

Generally, a corporation is a U.S. real propertigling corporation if the fair market value of its3J real property interests, as
defined in the Code and applicable regulationsalgor exceeds 50% of the aggregate fair markeevat its worldwide real property
interests and its other assets used or held foinusérade or business. We may be, or may priarrion-U.S. holder’s disposition of common
stock become, a U.S. real property holding corpamat

Conversion of the Notes

In general, no United States federal income taxititholding tax will be imposed upon the conversafra note into common stock
by a Foreign Holder except (1) to the extent thmmmn stock is considered
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attributable to accrued interest not previouslyuded in income, which may be taxable under theggkt forth in “—Interest,” or (2) with
respect to the receipt of cash by Foreign Holdpmnwconversion of a note where any of the conditdescribed in (1), (2) or (3) above under
“—Sale, Exchange or Redemption of the Notes” isBatl.

Distributions on Common Stock

Dividends, if any, paid or deemed paid on the comistock (or deemed dividends on the notes as thestebove under “—
Adjustments to Conversion Rate”) to a Foreign Hold&cluding dividends that are effectively conmelctvith the conduct of a trade or
business in the United States by such Foreign Hold# be subject to United States federal withing tax at a 30% rate, or lower rate
provided under any applicable income tax treatycepx to the extent that an applicable tax treatgtise provides, a Foreign Holder will be
subject to tax in the same manner as a UnitedsStétéder on dividends paid or deemed paid thae#estively connected with the conduct
of a trade or business in the United States byrtteign Holder. If such Foreign Holder is a foremmporation, it may in certain
circumstances also be subject to a United Statesith profits” tax on such effectively connectecoime at a 30% rate or such lower rate as
may be specified by an applicable income tax treagn though such effectively connected dividesmdssubject to income tax, and may be
subject to the branch profits tax, they will notsadbject to United States withholding tax if thedign Holder delivers IRS Form W-8ECI to
the payer.

A Foreign Holder of common stock who wishes toroléie benefit of an applicable treaty rate is regpito satisfy applicable
certification requirements, generally on IRS ForrBBEN. In addition, in the case of common stocldh®} a foreign partnership, or other
fiscally transparent entity, the certification ré@gment would generally be applied to the partéthe partnership and the partnership would
be required to provide certain information. Theal@ry Regulations also provide look-through rutegiered partnerships.

Contingent Payments

In certain circumstances, we may be obligated johmdders amounts in excess of stated interespéndipal payable on the notes.
Our obligation to make payments of the make-whoégrgum may implicate the provisions of Treasury &lations relating to contingent
payment debt instruments (“CPDIs”). We intend tetthe position that the notes are not treatedRBI€because of these payments.
Assuming such position is respected, a United Stdt#der would be required to include in incomedhsount of any such payments as
additional consideration for United States federabme tax purposes. If the IRS successfully chgkel this position, and the notes were
treated as CPDIs because of such payments, Unis¢elsSHolders might, among other things, be redumeaccrue interest income at higher
rates than the interest rates on the notes amdabany gain recognized on the sale or other digpo of a note as ordinary income rather 1
as capital gain. Purchasers of notes are urgednsudt their tax advisors regarding the possibj@iegtion of the CPDI rules to the notes.

Information Reporting and Backup Withholding

Information returns may be filed with the IRS aratkup withholding tax may be collected in connetiidth payments of
principal, premium, if any, and interest on a ndigjdends on common stock and payments of thegade of the sale of a note or common
stock by a holder. A United States Holder will betsubject to backup withholding tax if such Unigtdtes Holder provides its taxpayer
identification number to us or our paying agent aahplies with certain certification procedurestrerwise establishes an exemption from
backup withholding. Certain holders, including amngttions, are generally not subject to backup vatiimg.

In addition, a Foreign Holder may be subject totekhiStates backup withholding tax on these paymenéss such Foreign Holder
complies with certification procedures to estabtlsdit such Foreign Holder is not a
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United States person. The certification procedtegsired by a Foreign Holder to claim the exempfrom withholding tax on interest
(described above in “—Interest”) will generallyisét the certification requirements necessary toidthe backup withholding tax as well.

Backup withholding tax is not an additional taxtf®a, the United States federal income tax liabiit persons subject to backup
withholding tax will be offset by the amount of tasthheld. If backup withholding tax results in amerpayment of United States federal
income taxes, a refund or credit may be obtainewh fihe IRS, provided the required information msefy furnished.

The preceding discussion of certain United Stagdsrfal income tax considerations is for generalrmétion only and is not tax
advice. Accordingly, holders of the notes and commsimck should consult their own tax advisors gsatiticular tax consequences to them of
purchasing, holding and disposing of the notesthadcommon stock, including the applicability afiéet of any state, local or foreign tax
laws, and of any proposed changes in applicable law
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UNDERWRITING

We intend to offer the notes through the underwsijteepresented by Merrill Lynch, Pierce, Fenne8&ith Incorporated. Subject
the terms and conditions contained in a purchasseatent between us and the underwriters, we haeeddo sell to the underwriters and
underwriters have agreed severally and not jotatlpurchase from us the principal amount of theadisted opposite their names below.

Principal
Underwriter Amount

Merrill Lynch, Pierce, Fenner & Smith
Incorporatec $
Credit Suisse Securities (USA) LL
Morgan Stanley & Co. Incorporatt
Citigroup Global Markets Inc
J.P. Morgan Securities In

Total $ 150,000,00

The underwriters have agreed to purchase all ofithes being sold pursuant to the purchase agraéfi@ery of the notes are
purchased. If an underwriter defaults, the purcl@seement provides that the purchase commitménie mon-defaulting underwriters may
be increased or the purchase agreement may bentgeui

We have agreed to indemnify the underwriters agamgain liabilities, including liabilities undéne Securities Act, or to contribt
to payments the underwriters may be required toenrakespect of those liabilities.

The underwriters are offering the notes, subjegirior sale, when, as and if issued to and accdptetiem, subject to approval of
legal matters by their counsel, including the \i&fidf the notes, and other conditions containethenpurchase agreement, such as the receip
by the underwriters of officer’s certificates aegdl opinions. The underwriters reserve the rightithdraw, cancel or modify offers to
investors and to reject orders in whole or in part.

Commissions and Discounts

The underwriters have advised us that they projitsally to offer the notes to the public at thelgic offering price on the cover
page of this prospectus supplement, and to deal¢h® price less a concession not in excess of % of the principal amount of the notes.
The underwriters may allow, and the dealers majongaa discount not in excess of % of gnmcipal amount of the notes to the dea
After the public offering, the public offering pacconcession and discount may be changed.

The following table shows the public offering pricederwriting discount and proceeds before expettsas. The information
assumes either no exercise or full exercise byttterwriters of their overallotment option.

Per Note Without Option With Option
Public offering price $ $ $
Underwriting discoun $ $ $
Proceeds, before expenses, to Lev $ $ $

The expenses of the offering, not including theamdliters’ discount, are estimated to be approxaiye$750,000 and are payable
by us.

Overallotment Option

We have granted an option to the underwriters tolmse up to an additional $22,500,000 principadam of the notes at the put
offering price listed on the cover page of thisgmectus supplement, less the underwritgistount. The underwriters may exercise this o
for 30 days from the date of this prospectus supptd.
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No Sale of Similar Securities

We have agreed that, for a period of 90 days fitoendiate of this prospectus supplement, we will wahout the prior written
consent of Merrill Lynch, Pierce, Fenner & Smitlednporated offer, sell, contract to sell, pledgeotherwise dispose of (or enter into any
transaction which is designed to result in the as#fion (whether by actual disposition or effecte@nomic disposition due to cash settler
or otherwise) by us or any majority controlled l&fie of us or any person in privity with us or amgjority controlled affiliate of us), directly
or indirectly, including the filing (or participatn in the filing) of a registration statement wikle SEC in respect of, or establish or increase a
put equivalent position or liquidate or decreasalhequivalent position within the meaning of Sactl6 of the Exchange Act, any shares of
capital stock or securities convertible into, oclexngeable for, shares of capital stock (other thamotes) or publicly announce an intention
to effect any such transaction except for: (A) camrstock issued pursuant to any employee benefit, gtock ownership or stock option f
or dividend reinvestment plan in effect on the dutthis prospectus supplement or options grantedyant to any such plan in effect on the
date of this prospectus supplement, provided thett sptions cannot be exercised for any remainortign of such 90-day period, (B)
common stock issued in connection with the exerofssny warrants or convertible securities outstagan the date of this prospectus
supplement, (C) common stock issued to prospeetiveloyees in connection with such employees beiirggl by us or any of our
subsidiaries, (D) common stock to be issued inaquisition as direct consideration to the selensuant to any written acquisition
agreement entered into prior to the date of thisjpectus supplement, (E) common stock issuedthftend of such 90-day period as direct
consideration to the sellers in any acquisition),tiie common stock we are offering concurrenthhwitis offering of the notes including any
common stock issued in connection with the exeraigae underwriters’ over-allotment option and (@@ notes and the common stock
issuable upon conversion of the notes includingraotes issued in connection with the exercise efuhderwriters’ over-allotment option.

In addition, certain of our executive officers aticectors have agreed that, for a period of 90 diays the date of this prospectus
supplement, they will not, without the prior writteonsent of Merrill Lynch, Pierce, Fenner & Sniitlcorporated, offer, sell, contract to sell,
pledge or otherwise dispose of, or file (or papi@te in the filing of) a registration statementhittie SEC in respect of, or establish or incri
a put equivalent position or liquidate or decreasall equivalent position within the meaning ot 16 of the Exchange Act with respect
to, any shares of our capital stock or any seegritbnvertible or exercisable or exchangeableuion sapital stock, or publicly announce an
intention to effect any such transaction, othenttipshares of common stock disposed of as bateadifts, (ii) transfers incident to estate
planning matters, including transfers of sharesomimon stock to one or more trusts for the bewéftuch executive officer or director or
members of such person’s family and (iii) testarapntransfers and other transfers of shares of comstock made pursuant to the laws of
descent and distribution, provided, however, thahé case of any transfer, distribution or disf@sipursuant to clause (i), (i) or (iii) each
donee, distributee or disposition recipient shgika to be bound by the foregoing restrictions.rMérynch, Pierce, Fenner & Smith
Incorporated in its sole discretion may releasedrhe securities subject to these lock-up agredsnat any time without notice.

New Issue of Notes

The notes are a new issue of securities for whiehetis no public trading market. We do not intemdpply for listing of the notes
on any national securities exchange or for quataticthe notes on any automated dealer quotatistesy The underwriters have advised us
that they presently intend to make a market imittes after completion of this offering. Howevéie underwriters are under no obligation to
do so and may discontinue any market-making aigg/at any time without any notice. We cannot predhether an active trading market
for the notes will develop or, if such market deyas, how liquid it will be. If an active trading mkat for the notes does not develop, the
market price and liquidity of the notes may be adely affected. Even if an active trading marketedeps, the notes could trade at prices that
may be lower than the initial offering price of thetes, or the holders could experience difficoityan inability to resell the notes. Whether or
not the notes will trade at lower prices dependsany factors, including:

. prevailing interest rates and the market for sinskcurities;
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. general economic conditions; and

. our financial condition, historic financial perfoamce and future prospects.

Price Stabilization and Short Positions

Until the distribution of the notes is complete®,CSrules may limit underwriters from bidding fordapurchasing the notes and our
common stock. However, the underwriters may engagransactions that stabilize the market pricéhefnotes and our common stock. Such
transactions include bids or purchases to pegrfinaintain the price of the notes or our commaulstlf the underwriters create a short
position in the notes in connection with the offiggii.e ., if they sell more notes than are listed on thec page of this prospectus
supplement, the underwriters may reduce that sfusition by purchasing notes in the open market. tinderwriters may also elect to reduce
any short position by exercising all or part of ther-allotment option described above. Purchabassecurity to stabilize the price or to
reduce a short position may cause the price o$¢leerity to be higher than it might be in the alesenf such purchases.

Neither we nor the underwriters make any representar prediction to the direction or magnitudeaoiy effect that the
transactions described above may have on the gfitte notes. In addition, neither we nor the unditers make any representation that the
underwriters will engage in these transactiondat these transactions, once commenced, will ndidgm®ntinued without notice.

Relationships with Level 3

In the ordinary course of business, the underveriderd their affiliates have in the past and mahénfuture engage in investment
banking or other transactions of financial naturghws, including the provision of certain advis@ervices to us, for which they have
received, and may in the future receive, custornargpensation. J.P. Morgan Securities Inc. acteniafinancial advisor in connection with
the acquisition of WilTel and Morgan Stanley & Qucorporated acted as our financial advisor in emtion with the acquisition of TelCove.

Under our credit agreement, Merrill Lynch Capitalr@oration, an affiliate of Merrill Lynch, PiercEenner & Smith Incorporated,
is the administrative agent and collateral agerrNM Lynch, Pierce Fenner & Smith Incorporatedhs joint lead arranger and bookrunner
and Morgan Stanley & Co. Incorporated and Credis&uFirst Boston LLC, an affiliate of Credit SwisSecurities (USA) LLC, are co-
documentation agents.

Selling Restrictions

In relation to each Member State of the EuropeamBmic Area which has implemented the Prospectscive (each aRelevan
Member State”an offer to the public of any notes which are thijsct of the offering contemplated by this progpssupplement may not
made in that Relevant Member State except thaffanto the public in that Relevant Member Stateoy notes may be made at any time
under the following exemptions under the Prospebiusctive, if they have been implemented in thateRant Member State:

(a) to legal entities which are authorized or ratpd to operate in the financial markets or, if smauthorized or
regulated, whose corporate purpose is solely teshin securities;

(b) to any legal entity which has two or more df §h average or at least 250 employees duringatdihancial year;
(2) a total balance sheet of more than €43,000e0@0(3) an annual net turnover of more than €5Q00@) as shown in its last
annual or consolidated accounts;
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(c) by the underwriters to fewer than 100 naturdegal persons (other than qualified investordeffned in the
Prospectus Directive) subject to obtaining themeamsent of the representatives for any such ;offer

(d) in any other circumstances falling within Al&#(2) of the Prospectus Directive,

provided that no such offer of notes shall resuli requirement for the publication by Level 3 Comminations, Inc. or any underwriter of a
prospectus pursuant to Article 3 of the Prospebitective.

For the purposes of this provision, the expresaiofioffer to the public” in relation to any notesdany Relevant Member State
means the communication in any form and by any meésufficient information on the terms of theesfind any notes to be offered so as to
enable an investor to decide to purchase any na¢ebhe same may be varied in that Member Statéapyneasure implementing the
Prospectus Directive in that Member State and tipeession “Prospectus Directive” means DirectivO30@1/EC and includes any relevant
implementing measure in each Relevant Member State.

Each of the underwriters represents and warraats th

(a) it has not made or will not make an offer ofasoto the public in the United Kingdom within timeaning of section
102B of the Financial Services and Markets Act 2(@amended) (the “FSMA”) except to legal entitidsch are authorized or
regulated to operate in the financial marketsfarpt so authorized or regulated, whose corporatpgse is solely to invest in
securities or otherwise in circumstances which otorequire the publication by the company of a peasus pursuant to the
Prospectus Rules of the Financial Services Authdttite “FSA”);

(b) it has only communicated or caused to be conivated and will only communicate or cause to bemamicated an
invitation or inducement to engage in investmetitvag (within the meaning of section 21 of FSMA) persons who have
professional experience in matters relating to stwents falling within Article 19(5) of the FinaatiServices and Markets Act 2C
(Financial Promotion) Order 2005 or in circumstanicewhich section 21 of FSMA does not apply to¢benpany; and

(c) it has complied with, and will comply with @pplicable provisions of FSMA with respect to amythdone by it in
relation to the notes in, from or otherwise invalyithe United Kingdom.

Electronic Distribution

This prospectus supplement and the accompanyirgpectus may be made available in electronic foondhe websites
maintained by one or more of the underwriters pgditing in this offering and one or more of thelerwriters participating in this offering
may distribute such prospectus supplement and guaoying prospectus electronically. The represergatinay agree to allocate a numbe
notes to underwriters for sale to their online lamige account holders. Internet distributions kéllallocated by the underwriters that will
make internet distributions on the same basistzer @tllocations. Other than the prospectus suppieared accompanying prospectus in
electronic format, the information on the websitesintained by the underwriters is not intendede@art of this prospectus supplement.
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LEGAL MATTERS

Certain legal matters with respect to the legalftihe notes offered hereby will be passed upomgdoy Willkie Farr & Gallagher
LLP, New York, New York. The underwriters have beepresented in connection with this offering bya@ith, Swaine & Moore LLP.

EXPERTS

The consolidated financial statements for us andsobsidiaries as of December 31, 2005 and 20@4fareach of the years in the
three year period ended December 31, 2005, haveibeleded and incorporated by reference heremeliance upon the report of KPMG
LLP, independent registered public accounting fimsluded and incorporated by reference herein,igowh the authority of said firm as
experts in accounting and auditing. The audit repavering the December 31, 2005 financial stateémefers to a change in accounting for
asset retirement obligations in 2003. Managemeassessment of the effectiveness of internal cootret financial reporting as of
December 31, 2005 has been incorporated by refefggr@in in reliance upon the report of KPMG LLitlépendent registered public
accounting firm, included and incorporated by refime herein, and upon the authority of said firmrexggerts in accounting and auditing.

The audited historical consolidated financial staats of WilTel Communications Group, Inc. and sdibsies as of and for the
year ended December 31, 2004, included in our @uReport on Form-K/A, filed on March 3, 2006, have been so incogted in reliance
on the report of PricewaterhouseCoopers LLP, indéget accountants, given on the authority of sam &s experts in auditing and
accounting.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and current reports, pretatements and other information with the SEQ. 8k filings are available to
the public over the Internet at the SEC’s web aitettp://www.sec.gov or our website at http://wlewel3.com. You may also read and copy
any document we file at the SEC’s public referemmaen at 100 F Street, N.E., Washington, D.C. 20848ase call the SEC at 1-800-SEC-
0330 for further information on the public refererroom.

The SEC allows us to “incorporate by reference”ittiermation we file with them, which means that @an disclose important
information to you by referring you to those documse The information incorporated by referencenisnaportant part of this prospectus
supplement, and information that we file later whilk SEC will automatically update and superseteitifiormation. We incorporate by
reference our documents listed below and any futlings we make with the SEC under Sections 13(3f¢), 14, or 15(d) of the Exchange
Act until the termination of this offering:

. Annual Report on Form 10-K for the fiscal year eshddecember 31, 2005;
. Quarterly Report on Form 10-Q for the quarter endedch 31, 2006, as amended,;
. Definitive Proxy Statement filed April 10, 2006, sigpplemented;

. Current Reports on Forms 8-K, filed January 17,620@nuary 30, 2006, March 6, 2006, March 10, 2M#6ch 16, 2006,
March 21, 2006, April 6, 2006, April 19, 2006, May2006 and May 17, 2006 and Current Report on RBKIA filed March
3, 2006; an(

. The description of our common stock contained inregistration statements on Form 8-A/A (SEC Fite B00-15658) filed
on April 1, 1998, including any amendments or répéited for the purpose of updating such desaipi
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You may request a copy of these filings at no dmsiyriting or telephoning us at the following adss:

Senior Vice President, Investor Relations
Level 3 Communications, Inc.
1025 Eldorado Boulevard
Broomfield, CO 80021
720-888-1000

You should rely only on the information incorpoitey reference or provided in this prospectus stppht. Our website has been
provided for textual reference only.

Any statements made in a document incorporate@tgyaence in this prospectus supplement are deeorteel inodified or
superseded for purposes of this prospectus supptaméhe extent that a statement in this prospgestpplement or in any other subsequently
filed document, which is also incorporated by refere, modifies or supersedes the statement. Atsnséamt made in this prospectus
supplement is deemed to be modified or superseditbtextent a statement in any subsequently ditcediment, which is incorporated by
reference in this prospectus supplement, modifiesipersedes such statement. Any statement soigtbdif superseded will not be deemed,
except as so modified or superseded, to consttptat of this prospectus supplement.

The information relating to us contained in thiegpectus supplement should be read together vatmtbrmation in the documer
incorporated by reference. In addition, certaiminfation, including financial information, contathi this prospectus or incorporated by
reference in this prospectus should be read inuoatipn with documents we have filed with the SEC.
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access

access charges

backbone

CAP

capacity

carrier

central office

CLEC

co-carrier

common carrier

conduit
DS-3

dark fiber

dedicated telecommunications lir

GLOSSARY OF TERMS

Telecommunications services that permit long distecarriers to
use local exchange facilities to originate andéominate long
distance service

The fees paid by long distance carriers to LEC®fainating and
terminating long distance calls on the LF local networks

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

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

The information carrying ability of a telecommurtioas facility.

A provider of communications transmission serviogdiber, wire
or radio.

Telephone company facility where subscribers’ liagsjoined to
switching equipment for connecting other subsceliereach
other, locally and long distanc

Competitive Local Exchange Carrier. A company tiaanpetes
with LECs in the local services mark

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

A government-defined group of private companiesrifiy
telecommunications services or facilities to thaegal public on a
nor-discriminatory basis

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

A data communications circuit capable of transmiftilata at 45
Mbps.

Fiber optic strands that are not connected to tnégson
equipment

Telecommunications lines reserved for use by paeiccustomer:
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equal access

facilities based carriel

fiber optics

Gbps

ILEC

Interconnection

Internet

ISPs

IXC

LATA

leased line

LEC
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The basis upon which customers of interexchangéecamare able
to obtain access to their Primary Interexchangei€at (PIC)
long distance telephone network by dialing “1”,ghaliminating
the need to dial additional digits and an authdioracode to
obtain such acces

Carriers that own and operate their own networkemdpment

A technology in which light is used to transpoiffoimation from
one point to another. Fiber optic cables are titamients of glass
through which light beams are transmitted over Idisgances
carrying enormous amounts of data. Modulating lmyhthin
strands of glass produces major benefits inclutdigh bandwidth,
relatively low cost, low power consumption, smalase needs at
total insensitivity to electromagnetic interferen

Gigabits per second. A transmission rate. One dgigajuals
1.024 billion bits of informatior

Incumbent Local Exchange Carrier. A company histily
providing local telephone service. Often refersie of the
Regional Bell Operating Companies (RBOCSs). Oftdarred to a:
“LEC” (Local Exchange Carrier

Interconnection of facilities between or amongrikeévorks of
carriers, including potential physical colocatidrooe carrier’'s
equipment in the other carrier's premises to fet#i such
interconnection

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

Internet Service Providers. Companies formed teigemaccess to
the Internet to consumers and business custoneiscal
networks.

Interexchange Carrier. A telecommunications compghaay
provides telecommunications services between lexathanges on
an interstate or intrastate ba

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

An amount of telecommunications capacity dedicébeal
particular customer along predetermined rot

Local Exchange Carrier. A telecommunications conygaat
provides telecommunications services in a geogcagiga. LECs
include both ILECs and CLEC
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local exchange

local loop

long distance carriers

Mbps

MPLS

multiplexing

OC-3

0OC-12

0OC-48

peering

POP

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

A circuit that connects an end user to the LEC rediofffice within
a LATA.

Long distance carriers provide services betweeal lexchanges
on an interstate or intrastate basis. A long detararrier may
offer services over its own or another ca’s facilities.

Megabits per second. A transmission rate. One megabals
1.024 million bits of information

MultiProtocol Label Switching. A standards-approtedhnology
for speeding up network traffic flow and makingd#sier to
manage. MPLS involves setting up a specific pattafgiven
sequence of packets, identified by a label pubithgacket, thus
saving the time needed for a router or switch tklop the addres
to the next node to forward the packet

An electronic or optical process that combinesgdaumber of
lower speed transmission lines into one high spieedy splitting
the total available bandwidth into narrower barfdsguency
division), or by allotting a common channel to savelifferent
transmitting devices, one at a time in sequenaoge(tivision).

A data communications circuit capable of transmdftilata at
155 bps

A data communications circuit capable of transmiftilata at
622 Mbps.

A data communications circuit capable of transmiftilata at
approximately 2.45 Gbp

The commercial practice under which ISPs excharajéc with
each other. Although ISPs are free to make a grivammercial
arrangement, there are generally two types of pgewith a
settlement free peering arrangement the ISPs doewat to pay
each other for the exchange of traffic. With paggipng, the large
ISP receives payment from the smaller ISP to cetraffic of
that smaller ISP. Peering occurs at both publicandte
exchange point:

Point of Presence. Telecommunications facility vereer
communications provider locates network equipmeaetiuo
connect customers to its network backbc

A dedicated telecommunications connection betweehuser
locations.
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PSTN

public safety answering point

RBOCs

reciprocal compensation

resale

router

selective router

SONET

special access service
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Public Switched Telephone Network. That portioradécal
exchange company’s network available to all usersegally on a
shared basis (i.e., not dedicated to a particidar)uTraffic along
the public switched network is generally switchétha local
exchange compa’s central offices

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

Regional Bell Operating Companies. Originally, ewen local
telephone companies (formerly part of AT&T) estslbéid as a
result of the AT&T Divestiture. Currently consisifour local
telephone companies as a result of the mergerglbfABantic
with NYNEX and SBC with Pacific Telesis and Amecite

The compensation of a CLEC for termination of alamll by the
ILEC on the CLEC’s network, which is the same a&s th
compensation that the CLEC pays the ILEC for teatiom of
local calls on the ILE’s network.

Resale by a provider of telecommunications seryisesh as a
LEC) of such services to other providers or casrit a wholesale
or a retail basis

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

Telephone switch or functional equivalent, con&dlby the
relevant local exchange carrier (LEC), which defaas the PSAP
to which a 911 call should be delivered based erdbation of th:
911 caller.

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

The lease of private, dedicated telecommunicatioes or
“circuits” along the network of a local exchangemaany or a
CAP, which lines or circuits run to or from the ¢pdistance
carrier POPs. Examples of special access serviees a
telecommunications lines running between POPssiigle long
distance carrier, from one long distance carriePR®the POP of
another long distance carrier or from an end wuserlong distance
carrier POP
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switch

Tbps
unbundled

unbundled access

VolP
VPC

web

web site

wireless
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A device that selects the paths or circuits to sedifor
transmission of information and establishes a cotime
Switching is the process of interconnecting cirstit form a
transmission path between users and it also capitfiermation
for billing purposes

Terabits per second. A transmission rate. One itezghals
1.024 trillion bits of information

Services, programs, software and training soldrsggly from the
hardware

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

Voice over Internet Protoc:

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

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

A server connected to the Internet from which Imé¢users can
obtain information

A communications system that operates without wigsslular
service is an exampl
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LEVEL 3 COMMUNICATIONS INC. AND SUBSIDIARIES
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Financial Statements as of March 31, 2006 for tineet months ended March 31, 2006 and March 31,
Consolidated Statements of Operati F-2
Consolidated Balance She: F-3
Consolidated Statements of Cash Flc F-4
Consolidated Statement of Changes in Stockhc' Deficit F-5
Consolidated Statements of Comprehensive F-6
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the information called for is shown in the consat&tl financial statements or in the notes thereto.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(dollars in millions, except per share data)

Revenue
Communication:
Information service:
Coal mining

Total revenue

Costs and Expense
Cost of revenue
Communication:
Information service:
Coal mining

Total cost of revenu

Depreciation and amortizatic
Selling, general and administrati
Restructuring charge

Total costs and expens

Operating Income (Los!

Other Income (Expense
Interest incom
Interest expens
Other, ne

Total other income (expens

Loss from Continuing Operations Before Income Te
Income Tax Benefit (Expens

Loss from Continuing Operatiol
Loss from Discontinued Operatio

Net Loss

Basic Earnings (Loss) per Sha
Loss from continuing operatiol
Income (Loss) from discontinued operati

Net Loss

See accompanying notes to consolidated finanassients.

(unaudited)

F-2

Three Months Ended

March 31,

2006 2005
$ 804 $ 51C
44t 46€

18 17
1,267 993
39¢ 11€
40¢& 42¢

16 13

817 55¢
19C 16¢
31z 224

5 15
1,32¢ 96€
(58) 27

9 4
(150) (114)
31 6
(110) (104)
(16¢) (77
(16¢) (77)
$ (16¢) $ (77)
$ (0.20) $ (0.11)
$ (0.20 $ (0.11)
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(unaudited)

(dollars in millions)

Assets

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

Receivables, less allowances of $26 and $23, régphc

Other

Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

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

Total Assets

Liabilities and Stockholde’ Deficit

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

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu
Other Liabilities

Commitments and Contingenci
Stockholder Deficit:

Preferred stock, $.01 par value, authorized 10@shares: no shares outstanc
Common stock, $.01 par value, authorized 1,50000@shares: 844,059,226 outstanding in 2006

and 817,767,818 outstanding in 2(
Additional paic-in capital
Accumulated other comprehensive |
Accumulated defici

Total Stockholder Deficit

Total Liabilities and Stockholde’ Deficit

See accompanying notes to consolidated financassients.

March 31,

2006

$ 58C
41Z

35

717

157

1,901
5,58¢
87
567
141

$ 8,28¢

$ 62z

67
12C
232
14¢

1,18¢

6,357
734
551

7,851

(42)
(8,369

(546)

$ 8,28¢

December 31

2005

$ 452
17¢

34

82¢

18t

1,67C

5,63¢
234
75
53¢
127

$ 8,27

$ 787

96
10z
26¢€
172

1,42t

6,02
74€
55¢

7,75¢
(52)

(8,192)
(476€)

$ 8,27
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(unaudited)

(dollars in millions)

Cash Flows from Operating Activitie
Net Loss
(Income) Loss from discontinued operations

Loss from continuing operations

Adjustments to reconcile loss from continuing opierss to net cash used in operating activitiesasftimuing operations:

Depreciation and amortizatic
Gain on sale of property, plant and equipment ghdraassets
Non-cash compensation expense attributable to stevekds
Deferred revenu
Gain on extinguishment of debt, net
Non-cash impairment expenses
Amortization of debt issuance costs
Accreted interest on lorterm discount det
Accrued interest on long-term debt
Change in working capital items net of amounts aequ
Receivable:
Other current assets
Payables
Other current liabilitie:
Other

Net Cash Used in Operating Activities of Continuidgerations

Cash Flows from Investing Activitie
Capital expenditures
Proceeds from sales and maturities of marketaloierisies
Decrease (increase) in restricted cash and sexgjnite!
Proceeds from sale of property, plant and equipn@ert other
Progress Telecom acquisition

Net Cash Used in Investing Activitit

Cash Flows from Financing Activities:

Long-term debt borrowings, net of issuance costs

Payments and repurchases of -term debt, including current portic
Net Cash Provided by (Used in) Financing Activit

Discontinued Operations (Revise
Net Cash Used in Discontinued Operating Activities
Net Cash Used in Investing Activities

Net Cash Used in Discontinued Operati

Effect of Exchange Rates on Cash and Cash Equigalen

Net Change in Cash and Cash Equival:

Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period
Supplemental Disclosure of Cash Flow Information:
Cash interest pai

Noncash Investing and Financing Activiti
Common stock issued for acquisition
Long-Term debt issued in exchange transac
Long-Term debt retired in exchange transaction

See accompanying notes to consolidated finanassients.

F-4

Three Months Ended

March 31,
2006 2005
$ (169 $ 77
(16¥) 77)
19C 16¢
(1) (1)
15 11
(47) (174)
(27) —
3 —_
4 4
9 17
18 15
14C 101
25 21
(16¢) (11¢)
(50) (24)
() 3
(63) (59
(59) (60)
— 50
(12 @)
2
(70) —
(13¢) (10)
$ 37¢ $ =
(51) (25)
32¢ (25)
— (7)
— ()]
= ()]
2 (5)
12€ (107)
457 447
$ 58C $ 33€
$ 11¢ $ 78
66 —
61¢ —
692 —
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderBeficit
For the three months ended March 31, 2006

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 8 $ 7,75¢ $ (53 $ (8,199 $(47€)
Adjustment for EITF No. C-6 — — — 3 (©)]
Adjusted balance at December 31, 2 8 7,75¢ (52) (8,195 (479
Common Stock

Stock plan grant — 10 — — 10

Shareworks pla — 12 — — 12

401 (k) plan — 4 — — 4

Progress Telecom acquisiti — 66 — — 66
Net Loss — — — (16¢) (16¢)
Other Comprehensive Incor — — 9 — 9
Balances at March 31, 20! $ 8 $ 7,851 $ (42 $ (8,369 $(54¢€)

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

Consolidated Statements of Comprehensive Loss
(unaudited)

(dollars in millions)

Net Loss

Other Comprehensive Income (Loss) Before 1
Foreign currency translation income (loss
Unrealized holding gains (losses) on marketablaétygecurities and other arising during per
Reclassification adjustment for losses includedehloss

Other Comprehensive Income (Loss) Before
Income Tax Benefit Related to Items of Other Corhpresive Income (Los!

Other Comprehensive Income (Loss), Net of Te

Comprehensive Los

SUPPLEMENTARY STOCKHOLDERS' DEFICIT INFORMATION
(unaudited)

(dollars in millions)

Accumulated other comprehensive income (Ic

Balance at December 31, 2C
Change

Balance at March 31, 20(

See accompanying notes to consolidated finanassients.
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Three Months Ended

March 31,

2006 2005

$ (16¢) $ (77)

7 (29)

2 J—

— 4

9 (25)

9 (25)

$ (159 $ (102
Net Foreigr
Currency
Translation

Adjustment Other Total

$ (19 $(32) $(51)

7 2 9

$ (12 $(30) $(42)
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies

The consolidated financial statements include tu@ants of Level 3 Communications, Inc. and subsiés (the “Company” or
“Level 3”) in which it has control, which are engabin enterprises primarily related to communigagianformation services, and coal
mining. Fifty-percent-owned mining joint venture®g @onsolidated on a pro rata basis. All signiftaatercompany accounts and transactions
have been eliminated.

On March 20, 2006, the Company completed the aitigmf Progress Telecom, LLC. (“Progress TelechriPtogress Telecom'’s
results of operations, cash flows and financiaitmsare included in the consolidated financialtsinents from the date of acquisition (See
Note 2).

On December 23, 2005, Level 3 acquired WilTel Comitations Group, LLC and its operating subsidia(i&gilTel”). The
financial position, results of operations and ciahs attributable to WilTel are included in thensomlidated financial statements from the «
of acquisition (See Note 2).

On November 30, 2005, Level 3 sold)GStructure, LLC (“(i) Structure”), Level 3's wholly-owned IT infrastructumanagement
outsourcing subsidiary to Infocrossing, Inc. (“lafossing”). The results of operations and cashdléar this business have been classified as
discontinued operations in the consolidated finalrgtiatements for all periods presented (See Note 3

The consolidated balance sheet of Level 3 Commtioits Inc. and subsidiaries at December 31, 2@@5deen taken from the
Company’s audited balance sheet as of that datetl#dr financial statements contained herein asudited and, in the opinion of
management, contain all adjustments (consisting ohhormal recurring accruals) necessary for agegsentation of financial position,
results of operations and cash flows for the perjgeisented. The Company’s accounting policiescardin other disclosures are set forth in
the notes to the consolidated financial statememtsained in the Company’s Annual Report on ForaK1€r the year ended December 31,
2005. These financial statements should be readrijunction with the Company’s audited consoliddiedncial statements and notes
thereto. The preparation of the consolidated fir@rstatements in conformity with accounting prisles generally accepted in the United
States requires management to make estimates sunthptsons that affect the reported amount of assetdiabilities, disclosure of continge
assets and liabilities and the reported amoungwdmue and expenses during the reported periodalasults could differ from these
estimates.

The results of operations for the three months émdlarch 31, 2006 are not necessarily indicativehefresults expected for the full
year.

In December 2004, the FASB issued SFAS No. 123Raf&Based Payment” (“SFAS No. 123R"). SFAS No.R 2&quires that
compensation cost relating to share-based paymargections be recognized in the financial statésrasmsed on the fair value of equity or
liability instruments issued. The U.S. Securitiad &#xchange Commission extended the effective afa®-AS No. 123R such that the
Company was first required to adopt SFAS No. 128giitming January 1, 2006. The adoption of SFASI28R did not have a material
effect on the Company’s financial position or résaf operations.

Emerging Issues Task Force Issue No. 04-6, “Acdéogrior Stripping Costs Incurred during Productinrihe Mining
Industry” (“EITF No. 04-6") establishes appropriaecounting for stripping costs incurred during pneduction phase and is effective for
fiscal years beginning after December 15, 2005FEWD. 04-6 concludes that stripping costs incudhedng the production phase of a mine
are variable production costs that should be iregduid the costs of the inventory produced durireggglriod that the stripping costs are
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements—(Contired)

incurred. EITF No. 04-6 further defines inventorpguced as mineral that has been extracted. Asudtretripping costs related to exposed,
but not extracted mineral must be expensed asrettuather than deferred until the mineral is ested. The Compang’coal mining busine:
had previously deferred stripping costs and amedltihese costs over the period in which the unitgylgoal was mined. The Company’s
adoption of EITF No. 04-6 on January 1, 2006 rezglit to adjust beginning retained earnings (acdated deficit) for the amount of prepaid
stripping costs previously deferred. The Compargrelsed beginning equity by $3 million as a restithe adoption of EITF No. 04-6.

Reclassifications

Certain prior year amounts may have been reclasdsii conform to the current year presentation.

In 2005, the Company has separately disclosedpgleating, investing and financing portion of theltdlows attributable to its
discontinued operations, which in prior periodseveaported on a combined basis as a single amount.

2. Acquisitions
Progress Telecom

On March 20, 2006, Level 3 completed its acquisitd all of the membership interests of Progrededam, LLC from PT Holding
Company LLC (“PT Holding”) excluding certain speei assets and liabilities of Progress Telecomgiess Telecom was owned by PT
Holding, which is jointly owned by Progress Enerlng. and Odyssey Telecorp, Inc. Under the termb@furchase agreement dated
January 25, 2006, Level 3 purchased Progress Traelémoan aggregate purchase price consisting of5d8dlion in cash and 19.7 million
newly issued shares of Level 3 common stock, vaate®66 million. The purchase price is subjectdmstments based on working capital
other matters. The Company also incurred costpfasimately $1 million related to the transactibrvel 3 entered into certain transactions
with Progress Telecom prior to the acquisition nigPess Telecom by Level 3, whereby Level 3 reakash for communications services to
be provided in the future. As a result of the asifjioin, Level 3 can no longer amortize this defémevenue into earnings and accordingly,
reduced the purchase price applied to the netsaasqtiired in the Progress Telecom transactiordhyiion, the amount of the unamortized
deferred revenue balance on March 20, 2006.

Level 3 filed a registration statement covering 187 million newly issued shares of Level 3 commstatk, which became
effective on March 24, 2006. These shares are sutgjdransfer restrictions pursuant to the regtin rights agreement the Company entered
into with PT Holding and others.

Progress Telecom is a regional wholesale netwarkices company based in St. Petersburg, Floridagrieéss Telecom’s network
spans 9,000 miles, includes 29 metro networks andects to international cable landings in Soutri& and 31 mobile switching centers
the southeastern region of the United States. PssgFelecom serves approximately 200 customersangtgnificant concentration of
international and wireless carrier customers.

WilTel

On December 23, 2005, the Company acquired Wiff@i Leucadia National Corporation and its subsid&(together
“Leucadia”). The consideration paid consisted giragimately $390 million in cash and 115 millioresas of newly issued Level 3 common
stock (“Shares”), valued at $313 million. The Compalso incurred approximately $7 million of costtated to this transaction. The cash
purchase price was subject to
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post-closing adjustments based on actual workipgalaand other contractual items as of the closiatg. In March, 2006, Leucadia and
Level 3 agreed that the purchase price for Wilheldd decrease by approximately $27 million assalteof working capital and other
contractual post closing adjustments. As of Marth2Z®06, the purchase price adjustment due to L&wals still outstanding and included in
Accounts Receivable on the consolidated balancetshevel 3 received payment of the $27 millionuastiinent in the April 2006.

The preliminary valuation indicated that the faatue of the WilTel assets acquired exceeded tla adthe purchase price paid and
the liabilities assumed in the transaction. Assaltethe excess value was applied against thevddiie of the property, plant and equipment
obtained in the transaction. The $27 million pdssing adjustment resulted in an additional de@@ashe fair value of property, plant and
equipment in the first quarter of 2006.

In accordance with the terms of a registrationtsgigreement between Level 3 and Leucadia datedritser 23, 2005, Level 3
filed a registration statement covering the Shaxbéch became effective on December 27, 2005. OrcMa0, 2006, Leucadia sold all of the
Shares under the registration statement.

Pro Forma Financial Information

The following is unaudited pro-forma financial infieation of the Company assuming the WilTel and Rrsg Telecom transactions
occurred at the beginning of the period presented:

Pro-Forma Pro-Forma
Three Three
months months
ended ended
March 31, March 31,
(dollars in millions, except per share data) 2006 2005
Revenue $ 1,28( $ 1,42¢
Loss from Continuing Operatiol (167) (49
Income from Discontinued Operatio — —
Net Loss (167) (49
Net Loss per Shai $ (0.20 $ (0.0¢)
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The fair value of the assets acquired and theliligsiassumed in the Progress Telecom transaigtibased upon a preliminary
valuation and is subject to change based on postag) purchase price adjustments and changes totdggation plan of the combined
business. The fair value of assets acquired abditias assumed in the WilTel transaction is baspdn a preliminary valuation as of the
acquisition date after reflecting other contracfuaichase price adjustments and is subject to &hdug to integration plans. The Company
will continue to evaluate assets acquired andlitas assumed based on the valuation analysisrdaegration efforts for the WilTel and
Progress Telecom transactions. The estimateddhievof assets acquired and liabilities assumeth#BProgress Telecom and WilTel
transactions are as follows.

Progres:
Telecomr
(dollars in millions) WilTel
Assets:
Cash and cash equivalel $ — $ 12¢
Accounts receivabl 3 257
Other current asse 2 20
Property, plant and equipment, | 88 62¢
Goodwill 30 —
Identifiable intangible asse 25 152
Other asset — 26
Total Asset: 14¢ 1,212
Liabilities:
Accounts payabl 1 204
Accrued payrol 1 29
Other current liabilitie: 3 67
Current portion of capital leas 1 —
Capital lease 8 —
Deferred reveni—Progress/WilTe 2 41
Deferred reveni—Level 3 4 2
Other liabilities — 90
Total Liabilities 12 42¢
Purchase Pric $ 13€ $ 78%

3. Discontinued Operations

On November 30, 2005, Level 3 sold)Structure to Infocrossing, Inc. for proceeds o $&llion which consisted of $82 million
cash and $3 million of Infocrossing common stodke Tash purchase price is subject to post-clogipgtnents based on actual working
capital as of the closing date. Level 3 recogna&d9 million gain on the transaction in the fougtlarter of 2005.
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The following is the summarized results of operatiof the ( )Structure business for the three months ended iMat¢ 2005.

Three

Months

Ended
March 31,

(dollars in millions, except per share data) 2005
Revenue: $ 17

Costs and Expense

Cost of revenu 13
Depreciation and amortizatic 2
Selling, general and administrati 2
Total costs and expens 17
Loss from Discontinued Operatio $ —
I

4. Restructuring Charges

In the first quarter of 2006, the Company initiatearkforce reductions that are expected to affppreximately 850 employees in
its North American communications business relédetthe integration of WilTel into Level 3's operatis. The accounting treatment for the
severance costs is dependent on whether thoseduodis affected are former WilTel employees or Uesemployees. The estimated
severance costs earned by former WilTel employsed the acquisition date are included as a lighiti the balance sheet as of the
acquisition date. Severance costs attributableet@L3 employees are recorded as a restructuriagehn the statement of operations once
the employees are notified that their position Wéleliminated and of their severance arrangements.

As of March 31, 2006, the Company had notifiedeominated approximately 384 employees (133 for L8wand 251 for WilTel)
pursuant to these activities. The Company had decbapproximately $1 million in restructuring chesdor effected Level 3 employees and
recognized approximately $7 million of costs formfier WilTel employees. As of March 31, 2006, ther(pany had obligations of less than
$1 million for those Level 3 employees terminateaatified. The workforce reduction attributablethe WilTel integration activities is
expected to be substantially complete by the er2D06.

In the first quarter of 2006, Software Spectrunt, [fiSoftware Spectrum”) announced a workforce i that will affect
approximately 95 people in its North American besmdue to a strategic decision to enter into abss solutions partner arrangement for
certain business processes such as credit andttmiie, accounts payable and other administratiebeck-office positions. These positions
will be transitioned in phases through the endQff&?in accordance with Software Spectrum’s impletat@m plan. The Company will record
the expenses attributable to the incentive stayibotme severance package and the outplacemerfofessaployees who are required to
provide more than 60 days of additional servicbdeligible to receive the stay bonus, placemanices and severance, over the increme
service period. As of March 31, 2006, the Compaeny recognized $1 million of restructuring chargéwbich less than $1 million of the
obligation associated with the business processoauting remained outstanding.

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 emplksy@ its North American and
European communications business. As a resulteofatiuction, Level 3 incurred severance and releltedges of approximately $15 million
in the first quarter of 2005. As of September 3%, the Company had satisfied its obligations @ased with the first quarter of 2005
workforce reduction.
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A summary of the restructuring charges and relattiyity follows:

Facilities

Severance and Related Related

Amount Amount
Number of (in millions) (in millions)

Employees

Balance December 31, 20 — $ — $ 19
2005 Charge 472 15 (@D}
2005 Payment (472 (15) (5)
Balance December 31, 20 — — 13
2006 Charge 22¢ 2 —
2006 Payment (98) D 2
Balance March 31, 20C 13C $ 1 $ 11

Level 3 continues to periodically conduct comprediemreviews of the long-lived assets of its busses, specifically
communication assets deployed along its intercityvork and in its gateway facilities. It is possilhat assets may be identified as impaired
and impairment charges may be recorded to rethectdalizable value of these assets in future ggrio

The Company recognized $3 million of non-cash impant charges in the first quarter of 2006 thatlted from the decision to
terminate projects for certain voice services agrtiain information technology projects in the conmications business. These projects have
identifiable costs which Level 3 can separatelyiwate for impairment. The costs incurred for thesgects, including capitalized labor, were
impaired as the carrying value of these projecteeded their estimated fair value.

5. Termination Revenue

Termination revenue is recognized when a custonsepdnects service prior to the end of the confpaciod, for which Level 3 he
previously received consideration and for whicheraye recognition was deferred. Termination revésagso recognized when customers
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts thatctistomer no longer expects to meet
or when a customer and Level 3 renegotiate a contrader which Level 3 is no longer obligated toyide services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is regpantthe same manner as the original
service provided, and amounted to less than $lomiind $129 million during the three months enliiedch 31, 2006 and 2005, respectiv
The termination revenue in 2005 is primarily attitéble to the following two transactions.

In February, 2005, France Telecom Long Distance USA (“France Telecom”) and Level 3 finalized agreement to terminate a
dark fiber agreement signed in 2000. Under the ¢esfrihe agreement France Telecom returned thetfideevel 3. Cash received for the
fiber under the original agreement was deferredveaws being amortized to revenue over the 20-year ¢é the agreement. Level 3 has no
further service obligations with respect to theefiind therefore recognized approximately $40 onilof unamortized deferred revenue as
non-cash termination revenue in the first quarf&095.

In March, 2005, Level 3 entered into an agreemettit 860networks (USA) Inc. (“360networks”) in whidloth parties agreed to
terminate a 20-year IRU agreement. Under the neeeagent 360networks returned the dark fiber orifyirmmovided by Level 3. Under the
original IRU agreement, signed in 2000, the
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cash received by Level 3 was deferred and was lzragtized to revenue over the 20-year term obtireement. As a result of this
transaction, Level 3 recognized the unamortize@refl revenue of approximately $86 million as naskctermination revenue in the first
quarter of 2005.

6. Loss Per Share

The Company had a loss from continuing operationgtfe three months ended March 31, 2006 and Zltérefore, the dilutive
effect of the approximately 418 million and 172 Inoit shares issuable pursuant to convertible deturities at March 31, 2006 and 2005,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusiould have been anti-dilutive to the
computation. In addition, the dilutive effect oktapproximately 56 million and 50 million optiomajtperform stock options, restricted stock
units and warrants outstanding at March 31, 20@62905, respectively, have not been included irctimputation of diluted loss per share
because their inclusion would have been anti-di#uto the computation.

The following details the loss per share calcutaitor the three months ended March 31, 2006 af8 @adbllars in millions, except
per share data):

Three Three
Months Months
Ended Ended
March 31, March 31,
2006 2005
Loss from Continuing Operatiol $ (169 $ (77)
Income (Loss) from Discontinued Operatic — —
Net Loss $ (169 $ (77
Total Number of Weighted Average Shares Outstandgggl to Compute
Basic and Dilutive Earnings Per Share (in tlanoats) 821,91 690,21
Earnings (Loss) Per Share of Common Stock (Bagsidluted):
Loss from Continuing Operatiol $ (0.20 $ (0.1))
Income (Loss) from Discontinued Operatic — —
Net Loss $ (0.20 $ (0.1))
7. Receivables
Receivables at March 31, 2006 and December 31, 2@0& as follows (dollars in millions):
Communications Information Coal
Services Total
March 31, 200€
Accounts Receivab—Trade:
Services and Software Sa $ 412 $ 32z $9 $743
Allowance for Doubtful Account (19 @) — (26)
$ 392 $ 31t $9 $717
December 31, 200
Accounts Receivab—Trade:
Services and Software Sa $ 40C $ 437 $9 $84¢
Allowance for Doubtful Account a7 (6) — (23)
$ 382 $ 431 $9 $828
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The Company recognized bad debt expense in sefjantgral and administrative expenses of less thaniion in each of the thre
month periods ended March 31, 2006 and 2005. L&veteived less than $1 million of proceeds for ante previously deemed uncollectil
in each of the three month periods ended Marct2826 and 2005. The Company increased accountyvaddeiand allowance for doubtful
accounts by approximately $5 million in the threemt period ended March 31, 2006 primarily duehv¢hange in business mix as a result
of the completion of the WilTel acquisition. Ther@pany decreased accounts receivable and allowande@btful accounts by
approximately $1 million for the three month perentled March 31, 2005 for previously reserved artsoilie Company deemed as
uncollectible.

The $27 million payment for the purchase price siient that decreased the net purchase price §¥ifiel acquisition was
outstanding at March 31, 2006 and is included @m@oemmunications accounts receivable balance. Lmteived the $27 million payment
from Leucadia in April 2006.

8. Property, Plant and Equipment, net

Costs associated directly with expansions and irgreents to the network and customer installatiomduding employee related
costs, have been capitalized. The Company genaragtijalizes costs associated with network constmicprovisioning of services and
software development. Capitalized labor and relatedds associated with employees and contract labking on capital projects were
approximately $10 million and $12 million for thHerée months ended March 31, 2006 and 2005, resphctincluded in capitalized labor
and related costs were less than $1 million anchifiion of capitalized non-cash compensation coslated to outperform stock options,
restricted stock and warrants for the three moettted March 31, 2006 and 2005, respectively.

The Company continues to develop business supystdras required for its business. The externattivests of software,
materials and services, payroll and payroll rel&eoenses for employees directly associated wélpthject incurred when developing the
business support systems are capitalized and iedlirdthe capitalized costs above. Upon completfaa project, the total cost of the busir
support system is amortized over a useful lifehoé¢ years.

Depreciation expense was $168 million and $15lienilfor the three months ended March 31, 2006 &b 2respectively.
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9. Goodwill and Other Intangibles, net
Goodwill and Other Intangibles, net at March 310@@nd December 31, 2005 were as follows (doltarsillions):

Other

Goodwill Intangibles
March 31, 200¢€
360networks $ — $ 3
Sprint — 14
ICG — —
Telverse — 14
Genuity — 24
WilTel — 147
Progress Telecol 30 25
Software Spectrur 194 46
McLeod 40 —
XCOM 30 —

$ 294 $ 27¢
December 31, 200
360networks $ — $ 4
Sprint — 16
ICG — 4
Telverse — 16
Genuity — 30
WilTel — 151
Software Spectrur 194 48
McLeod 40 —
XCOM 30 —

$ 264 $ 26¢

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. A preliminary valuationted fissets acquired indicated
a value of $25 million for intangible assets witliGyear life. The intangible assets primarily ut# customer lists.

Goodwill has been or will be assessed at leastallyfior impairment in accordance with SFAS No. 1B2ginning with the first
anniversary of the acquisition and December 3lacheyear thereafter. As of March 31, 2006, the Camgfhas not recorded impairment
expenses for the goodwill or intangible assetstifled in the previous table.

Amortization expense was $22 million and $18 millfor the three months ended March 31, 2006 an8,2@3pectively.

The amortization expense related to intangibletasserently recorded on the Company’s books fehed the five succeeding
years is estimated to be the following for the gemmded December 31: 2(-$73 million; 2007-$45 million; 2008-$31 million0P9-$27
million and 2010 and thereafter-$87 million.
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10. Long-Term Debt
At March 31, 2006 and December 31, 2005, long-téetnt was as follows:

March 31, December 31

(dollars in millions) 2006 2005
Senior Secured Term Loan (11.82% due 2( $ 73C $ 73C
Senior Notes (9.125% due 20( 39¢ 954
Senior Notes (11.0% due 20(C 78 132
Senior Discount Notes (10.5% due 20 62 144
Senior Euro Notes (10.75% due 20 60 59
Convertible Senior Notes (2.875% due 20 374 374
Senior Discount Notes (12.875% due 20 48¢ 48¢
Senior Euro Notes (11.25% due 20 12t 12z
Senior Notes (11.25% due 20! 96 96
Senior Notes (11.5% due 201 692 —
Fair value adjustment on Senior No (70 —
Senior Notes (10.75% due 20! 50C 50C
Floating Rate Senior Notes (11.42% due 2( 15C —
Issue discount on Floating Rate Senior N (5) —
Senior Notes (12.25% due 20! 25C —
Issue discount on Senior Nof (8 —
Convertible Senior Notes (5.25% due 20 34t 34k
Convertible Senior Notes (10.0% due 20 88C 88C
Convertible Senior Discount Notes (9.0% due 2( 257 252
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
CBRE Commercial Mortgage (6.86% due 20 70 70
Capital Lease 9 —
Other 1 —
6,35¢ 6,02
Less current portio (D) —
$ 6,357 $ 6,02t

The debt instruments above contain certain findmeid non-financial covenants with which the Comphalieves it is in full
compliance as of March 31, 2006.

No interest expense or amortized debt issuance v@se capitalized to property, plant and equipn@nthe three months ended
March 31, 2006 and March 31, 2005.

Debt Exchange

On January 13, 2006, the Company completed prastbange offers to exchange a portion of its ontbtey 9.125% Senior Notes
due 2008, 11% Senior Notes due 2008 and 10.5% SBisocount Notes due 2008 (together the “2008 Npthsit were held by eligible
holders in a private placement for cash and ne&%i1Senior Notes due 2010. The Company issued $@8@maggregate principal amount
of 11.5% Senior Notes as well as paid $46 millibaash consideration in exchange for the 2008 Niztiedered in the transactions. The
Company also paid approximately $13 million in césttotal accrued interest to the closing datéhen2008 Notes that were accepted for
exchange.
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Pursuant to the guidance in EITF No. 96-19, “Débtéiccounting for a Modification or Exchange of Débstruments” (“EITF
No. 9€-19"), the Company accounted for the exchange of the %12&nior Notes and the 11% Senior Notes as angexsinment of debt ar
recognized a gain of approximately $27 million ith€ Income in the first quarter of 2006. The gaas determined using the fair value of
the new 11.5% Senior Notes at the time of issuahge fair value of the 11.5% Senior Notes was agprately $73 million less than the fa
amount of the debt. The accretion of the $73 mmillisscount will be reflected as interest expense T1.5% Senior Notes were recorded at
their fair value on the transaction date and wgtirate to their face value at maturity. Premiumid paholders of the 9.125% Senior Notes
the 11% Senior Notes of $41 million were appliedingt the gain on extinguishment of debt.

In accordance with EITF No. 96-19, the exchangihefl0.5% Senior Discount Notes was accountedsfar modification of the
existing debt. The premiums paid to the holderthefl0.5% Senior Discount Notes of $5 million wadeled to the existing debt issuance
costs and will be amortized over the term of thé&&%d Senior Notes.

The Company incurred approximately $5 million dfdiparty costs associated with the exchange tcdiase The costs were
allocated to each tranche of debt based on the mnendered for exchange. The $4 million of fedscalted to the 9.125% Senior Notes due
2008 and the 11% Senior Notes due 2008 were capitizind will be amortized to interest expense tlveiterm of the respective notes. The
$1 million of costs allocated to the 10.5% Senigddunt Notes due 2008 were expensed in the firattgr of 2006.

The principal amount of 2008 Notes tendered isaét in the table below (dollars in millions).

Aggregate
Principal Aggregate
Amount Principal Amount
Outstanding Aggregate Total Cash
Before Principal Amount of Old Notes that
Exchange Remained Premium
2008 Notes Exchanged Offers Tendered Outstanding Payment
9.125% Senior Notes due 20 $ 954 $ 55€ $ 39¢ $ 36
11% Senior Notes due 20! 132 54 78 5
10.5% Senior Discount Notes due 2( 144 82 62 5

The exchange offers were made only to qualifietitintgonal buyers and institutional accredited istees inside the United States
and to certain non-U.S. investors located outdideLinited States.

The 11.5% Senior Notes are senior unsecured olgigabf the Company, ranking equal in right of paytnwith the old notes not
tendered in the exchange offers as well as allratberior unsecured obligations of the Company. Th&% Senior Notes mature on March 1,
2010, and bear interest at a rate per annum egddl.5%. Interest on the notes is payable on Marahd September 1 of each year,
beginning on September 1, 2006. The Company maeracsome or all of the 11.5% Senior Notes at ang tin or after March 1, 2009, at
100% of their principal amount plus accrued interes

The 11.5% Senior Notes have not been registereeruhd Securities Act of 1933, as amended, andmogabe offered or sold in tl
United States absent registration or an applicakéenption from registration requirements. Leveh8eed into a registration rights agreen
pursuant to which it will file an exchange offegigtration statement with the Securities and Exgea@ommission with respect to the new
notes.
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New Debt

On March 14, 2006, Level 3 Communications, Incguaarantor and Level 3 Financing, Inc. (“Level 8a&icing”), a wholly-owned
subsidiary of the Company, as borrower, enteremltind indentures with the Bank of New York, as tees and issued $400 million in
aggregate principal amount of senior notes—$150anibggregate principal amount of floating rataisenotes due 2011 (“Floating Rate
Senior Notes due 2011") and $250 million aggregaitgcipal amount of 12.25% senior notes due 2012.¢5% Senior Notes due 2013"),
each in a private offering.

Floating Rate Senior Notes due 2011

The Floating Rate Senior Notes due 2011 rank equéaiht of payment with all other senior unsecuoédigations of Level 3
Financing and have an initial interest rate eqoidhé six month London Interbank Offered Rate (“OIB”), plus 6.375%, which will be reset
semiannually. Interest on the notes is payable on Mafchnd September 15 of each year, beginning ote®der 15, 2006. The interest 1
was 11.42% at March 31, 2006 and was determintteatommencement of the interest period beginninthe issuance date. The Floating
Rate Senior Notes due 2011 were priced at 96.7&238roThe discount is reflected as a reductiolomg-term debt and is being amortized as
interest expense over the term of the Floating Batgor Notes due 2011.

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

Redemption Price

Year

2008 102.(%
2009 101.(%
2010 100.(%

On March 14, 2006, Level 3, Level 3 Financing amalinitial purchasers of the Floating Rate Senioteld due 2011 entered into a
registration rights agreement relating to the FhgaRate Senior Notes due 2011 pursuant to whickelL® and Level 3 Financing agreed to
file an exchange offer registration statement whth Securities and Exchange Commission.

These senior notes have not been registered umel&etcurities Act of 1933 or any state securia@sland, unless so registered,
may not be offered or sold except pursuant to gticgble exemption from the registration requiretsesf the Securities Act of 1933 and
applicable state securities laws.

Debt issuance costs of $3 million were capitaliaad are being amortized over the term of the Figd#ate Senior Notes due 20
12.25% Senior Notes due 2013

The 12.25% Senior Notes due 2013 are senior ursgalnligations of Level 3 Financing, ranking equalight of payment with all
other senior unsecured obligations of Level 3 Firay Interest on the notes accrues at 12.25%¢gyarand is payable on March 15 and
September 15 of each year, beginning on Septenth@0D6. The 12.25% Senior Notes due 2013 weregat 96.618% of par. The disco
is reflected as a reduction in long-term debt @nloking amortized as interest expense over thedethe 12.25% Senior Notes due 2013.
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The 12.25% Senior Notes due 2013 are subject mption at the option of Level 3 Financing in whotdn part, at any time or
from time to time, on or after March 15, 2010 a& tedemption prices (expressed as a percentagaoigal amount) set forth below, plus

accrued and unpaid interest thereon to the redempste, if redeemed during the twelve months eggnMarch 15, of the years indicated
below:

Redemption Price

Year

2010 106.12'%
2011 103.06%
2012 100.00(%

On March 14, 2006, Level 3 and Level 3 Financingd tre initial purchasers of the 12.25% Senior Noigs 2013 entered into a
registration rights agreement regarding the 12.8&ior Notes due 2013 pursuant to which Level 3laawél 3 Financing agreed to file an
exchange offer registration statement with the 8tes and Exchange Commission.

These senior notes have not been registered umel&etcurities Act of 1933 or any state securia@sland, unless so registered,
may not be offered or sold except pursuant to aticgble exemption from the registration requiretsesf the Securities Act of 1933 and
applicable state securities laws.

Debt issuance costs of approximately $5 millioneveapitalized and are being amortized over the térthe 12.25% Senior Notes
due 2013.

The debt represented by the 12.25% Senior Note2@l@ together with the Floating Rate Notes duel2@hstitutes purchase
money indebtedness under the indentures of Levai@®the net proceeds from the offering was usddance the cash purchase price of
Level 3's acquisition of WilTel, which was consumiehon December 23, 2005.

Capitalized Leases

As part of the Progress Telecom transaction on Mafg 2006, the Company assumed certain capitsd lebligations of Progress
Telecom for Indefeasible Right of Use (“IRU”) ddiker facilities of $9 million. The capital leasemture at various dates through 2021.

Future Debt Maturities

The Company’s contractual obligations at MarchZIQ6 related to debt, including capital leasesexuuding issue discounts and
fair value adjustments, will require estimated cpahiments during each of the five succeeding yasafsllows: 2006-$1 million; 2007-$2
million; 2008-$600 million; 2009-$363 million and@20-$2,357 million and thereafter-$3,155 million.

11. Stock-Based Awards

Beginning January 1, 2006 the Company adopted S¥AI23R, “Share-Based Payment.” The adoption &f$SRNo. 123R on
January 1, 2006 did not have a significant effecthee Company’s financial position or results oémiions as the Company adopted the
expense recognition provisions of SFAS No. 123,céunting for Stock-Based Compensation” in 1998. SF¥0. 123R requires that
estimated forfeitures be included in the amourexgfense recognized for instruments that are niyt fested. The Company has historically
recorded the effect of forfeitures of equity instents as they occur. The effect of applying thengkedrom the original provisions of SFAS
No. 123 on the Compa’s results of operations and basic and dilutediagenper share for the three months ended MarcR@®16 was
insignificant.
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As part of the SFAS No. 123R implementation, then@any did not make modifications to grants maderga January 1, 2006
which would have resulted in a change in the coragion costs.

The Level 3 compensation committee (“Compensatiomfittee”) of the Level 3 board of directors (“Bddrhas administered the
Level 3 Communications, Inc. 1995 Stock Plan (Anezhdnd Restated as of April 1, 1998) (“Plan”) uritierbelief that the action of the
Company’s Board to amend and restate the Plantieiegpril 1, 1998 had the effect of extending tr@inal term of the Plan to April 1,
2008. After a further review of the terms of thaRlhowever, the Company’s Compensation Commitsalletermined that an ambiguity
may exist as to the date of expiration of the Plamremove any ambiguity, the Level 3 CompensaBommittee and the Board have
requested the Level 3 stockholders approve an amemdof the Plan that has the purpose of extentlieagerm of the Plan by five years to
September 25, 2010. This extension is subjectaadbuisite affirmative stockholder vote at the @Mmnual Meeting of Stockholders to be
held on May 15, 2006.

The Company recognized in the consolidated stateofeperations a total of $15 million and $11 ioitl of non-cash
compensation for the three months ended March@16 and 2005, respectively. Included in discontihaperations is non-cash
compensation expense of less than $1 million ferttihee months ended March 31, 2005. In addittenQompany capitalized less than $1
million and $1 million of non-cash compensation ioose employees and contractors directly involmetie construction of the network,
installation of customers or development of theifess support systems for the three months endedhivgd., 2006 and 2005, respectively.

SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash
in flow if the tax benefits are expected to beimdille. As the Company is currently in a net opegalioss position, Level 3's management
does not expect to realize tax benefits from shassed compensation.

The following table summarizes non-cash compensatipense and capitalized non-cash compensatighddhree months ended
March 31, 2006 and 2005.

Three Months Ended

March 31,

(dollars in millions) 2006 2005
0SsO $ 4 $ 5
Restricted Stoc 6 1
Shareworks Match Ple — 1
401(k) Match Expens 4 4
401 (k) Discretionary Grant Ple 1 1
15 12
Capitalized No-cash Compensatic — (€N}
15 11
Discontinued Operatio— (i) Structure — —
$ 15 $ 1
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Non-qualified Stock Options and Warrants

At March 31, 2006, there were approximately 14.Biom warrants outstanding ranging in exercise ggifrom $4.00 to $60.06. Of
these warrants, all were exercisable at March Q6 2with a weighted average exercise price of 3ps¥ warrant.

The Company has not granted NQSOs since 2000. Maoth 31, 2006, all NQSOs previously granted wellg vested and
expensed. At March 31, 2006, there were approximétenillion NQSOs outstanding with exercise pricaaging from $1.76 to $8.00. The
weighted average exercise price of the NQSOs astg was $5.71 at March 31, 2006.

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforotisioption (“OSO”) program that was designed s¢ the Company’s
stockholders would receive a market return on tineiestment before OSO holders receive any retartheir options. The Company believes
that the OSO program aligns directly managememitsstockholders’ interests by basing stock optialue on the Company’s ability to
outperform the market in general, as measureddédwtandard & Poor’s (“S&P”) 500 Index. Participaimshe OSO program do not realize
any value from awards unless the Company’s comrtank price outperforms the S&P 500 Index duringlifeeof the grant. When the stock
price gain is greater than the corresponding gaithe S&P 500 Index (or less than the corresponidisg on the S&P Index), the value
received for awards under the OSO plan is baseadformula involving a multiplier related to the &h\by which the Company’s common
stock outperforms the S&P 500 Index. To the extieat Level 3's common stock outperforms the S&P Bflex, the value of OSOs to a
holder may exceed the value of nonqualified stquions.

In August 2002, the Company modified the OSO progra target that no more than 25% of Level 3’s erfrmance was
delivered to employee-owners, and that the exedfipast and future OSO grants does not exceeeéshaserved for issuance under the
Company’s 1995 Stock Plan, as amended. The follpwindifications, affecting August 19, 2002 anddaeants, were made to the Plan:

. OSO targets will be defined in terms of number &3 rather than a target theoretical dollar value.
. The success multiplier was reduced from eight tw.fo

. Awards will continue to vest over 2 years and havkeyear life. However, 50% of the award will vasthe end of the first
year after grant, with the remaining 50% vestingrahe second year (12.5% per quart
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The mechanics for determining the fair value ofratividual OSO is described below:

The initial strike price, as determined on the gagr to the OSO grant date, is adjusted over {ihe “Adjusted Strike Price”ntil
the exercise date. The adjustment is an amount &mttee percentage appreciation or depreciatidhénvalue of the S&P 500 Index from the
date of grant to the date of exercise. The valub®fOSO increases for increasing levels of outperdnce. OSOs granted prior to August 19,
2002 have a multiplier range from zero to eightetefing upon the performance of Level 3 common steltive to the S&P 500 Index as
shown in the following table. OSOs granted Augugst2002 and later have a multiplier range from zerfour depending upon the
performance of Level 3 common stock relative to38d> 500 Index as shown in the following table.

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

August 19, 2002 and Later

If Level 3 Stock Outperforms the S&P 500 Index by: Pre August 19, 2002 Grants Grants

0% or Les: 0.00 0.00

More than 0% but Less than 11% Outperformance percentage Outperformance percentage
multiplied by 8/11 multiplied by 4/11

11% or More 8.00 4.00

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

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

OSO awards are granted quarterly to eligible paditts.

Awards granted prior to August 19, 2002 vest inatquarterly installments over two years and hafauayear life. OSOs granted
between March 1, 2001 and August 18, 2002 are esednle immediately upon vesting and have a four-litsa

The Company utilizes a modified Black-Scholes madelalue outperform stock options granted to eiygds. The Company
believes that the relative short life of the opti@mnd the other variables used in the model pravidsmsonable estimate of the fair value of the
option at the time of grant.

The fair value under SFAS No. 123R for the appratety 1.9 million outperform stock options (“OSGiyarded to participants
during the quarter ended March 31, 2006 was apprately $11 million using a modified Blackeholes valuation model with the assumpt
outlined in the table below. The resulting theaativalue per option granted in 2006 is 153% ofdfoek price on the date the grant is
communicated to participants. The theoretical valueptions granted in 2005 was 116% of the sta@epIn accordance with SFAS
No. 123R, the Company used an estimated forferateeof 10.19% in determining expense recognithkmof March 31, 2006, the Compa
had not reflected $13 million of unamortized congsgion expense in its financial statements for ipresly granted OSOs. The weighted
average period over which this cost will be recagdiis 1.6 years.
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The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 ¢oon stock price on the day

prior to the date the grant is communicated toigipents.

Three Months Ended

March 31,
2006 2005

S&P 500 Expected Dividend Yield Re 1.7¢% 1.9%%

Expected Life 3.4 year 2 year
S&P 500 Expected Volatility Ra 12% 13%
Level 3 Common Stock Expected Volatility Ri 55% 55%
Expected S&P 500 Correlation Fac .28 .3C
Calculated Theoretical Valu 15%% 11€%

The assumptions used for 2006 were based on gradtactual exercises of OSOs previously grantednployees. The data was
further stratified based on levels of responsipiliithin the Company. The theoretical value useddf6 was determined using the weighted
average exercise behavior for these groups of grapto Pursuant to SFAS No. 123R, the Expectedihi#®06 includes options that expired
unexercised at the end of the four year term. TtpeEted Life used in 2005 only considered thos®optthat were actually exercised.
Volatility assumptions were derived using historidata as well as current market data.

As part of a comprehensive review of its long-t@@mpensation program, the Company temporarily swudgzkawards of
Outperform Stock Options in April 2005. During thecond quarter of 2005, the Company granted paatits in the plan restricted stock
units, discussed below.

Beginning in the third quarter of 2005, the Compasyed both restricted stock units and OSOs dopis long-term
compensation program. The Company plans to makeadugnants of restricted stock units that vesthigtaver four years and plans to make
guarterly OSO grants to employees that have sir@lans as those OSOs granted in the first quafte0@b.

A summary of OSO activity for the three months ehiarch 31, 2006 follows:

Weighted Weighted
Aggregate Average
Average Intrinsic Remaining
Exercise Value Contractual
Number Price (in millions) Term
Outstanding at January 1, 20 14,245,97 $ 3.34
Options grante: 1,923,95 3.5¢
Options exercise (431,22() 2.9¢
Options forfeitec (236,507 2.7¢
Options expire( (2,255,39)) 3.24
Outstanding at March 31, 201 13,246,81 $ 341 $ 85 2.63 year
Outstanding, exercisabl“veste() 6,587,69: $ 4.07 $ 21 1.91 year

In the table above, the intrinsic value represdmssalue of OSOs that have outperformed the SRr&f¥Xx as of March 31, 2006.

The total realized value of OSOs exercised for edi¢he three month periods ended March 31, 20862805 was approximately
$1 million.
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Restricted Stock and Units

During the first quarter of 2006, approximately thillion shares of restricted stock or restrictéatk units were granted to
employees and noemployee members of the Board of Directors. Thiriotsd stock units and shares were granted toebipients at no co:
Restrictions on transfer lapse over one to four pesiods. The fair value of restricted units atatk granted in 2006 was $1.6 million as
calculated using the value of the Level 3 commaoglsbn the day prior to the grant. As of March 3006, the total compensation cost rele
to nonvested restricted stock or restricted stagisunot yet recognized was $22 million and thegh&ed average period over which this cost
will be recognized is 2.8 years.

For the three months ended March 31, 2006, thegdsaim restricted stock and restricted stock warigsshown in the following

table:

Weighted Average
Grant Date Fair
Number Value

Nonvested at January 1, 20 23,376,84 $ 2.0¢
Stock and units grante 442,07: 3.71
Lapse of restriction (4,119,85)) 2.1¢
Stock and units forfeite (628,45 2.1:
Nonvested at March 31, 201 19,070,60. $ 2.07

The fair value of restricted stock and restrictextlk units is based on the market value of the Gomis stock as of the date of the
grant. The Weighed Average Grant Date Fair Valueestricted stock and restricted stock units gidudigring the three months ended
March 31, 2006 and 2005 were $3.71 and $3.67, céisply. The total fair value of restricted stoakdarestricted stock units vested during
three month periods ended March 31, 2006 and 2@GE538 million and $2 million, respectively.

401(k) Plan

The Company and its subsidiaries offer their giealiemployees the opportunity to participate irefiréd contribution retirement
plan qualifying under the provisions of Section @) bf the Internal Revenue Code. Each employedigible to contribute, on a tax deferred
basis, a portion of annual earnings generally meixceed $15,000 in 2006. The Company matches Hi@¥tiployee contributions up to 7%
of eligible earnings or applicable regulatory ligfibr employees of the communications businessapldyees of Software Spectrum are
eligible to receive matching contributions of $f60 every dollar contributed up to 6% of eligiblereings or applicable regulatory limits. The
Company’s matching contributions are made with L&w@ommon stock based on the closing stock pricearh pay date. Employees are
able to diversify the Company’s matching contribatas soon as it is made, even if they are not fulsted. The Company’s matching
contributions will be fully vested upon completiohthree years of service. The Company made majatontributions of $4 million in each
of the three month periods ended March 31, 20062808, respectively, which were recorded as selljegeral and administrative expenses.

The Company made a discretionary contribution €4®1(k) Plan in Level 3 common stock as of Decarthte 2005, equal to thr
percent of eligible employees’ 2005 eligible eagsinThe deposit was made into the employees’ 4@dgdunts during the first quarter of
2006.

Employees of WilTel Communications that participatehe WilTel 401(k) Plan receive an employer rhaig cash contribution of
100% of employee contributions up to 6% of eligienings or regulatory limits which is investedhe same investment funds selected by
participants for employee contributions. The Conyparade matching cash contributions of $2 milliorthia first quarter of 2006.
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12. Industry and Segment Data

SFAS No. 131 “Disclosures about Segments of anrgrise and Related Informatiofefines operating segments as componer
an enterprise for which separate financial infoiorats available and which is evaluated regulaghtiie Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate strategic business unitsftbadifferent products and serve different nesk The Company’s reportable segments
include: communications; information services aadlenining (See Note 1). Other primarily includelsey corporate assets and overhead not
attributable to a specific segment.

Adjusted OIBDA, as defined by the Company, consi$tsperating income (loss) before (1) depreciatiod amortization expense,
(2) stock-based compensation expense includedmsiliing, general and administrative expensefierconsolidated statements of
operations and (3) any non-cash impairment costaded within restructuring and impairment experakas reported on the consolidated
statements of operations. The Company excludek-staeed compensation due to the recording of neh-campensation expense under the
provisions of SFAS No. 123R. Adjusted OIBDA is amportant part of the Company’s internal reporting & an indicator of profitability
and operating performance used by the chief opgyalkecision maker or decision making group to eatglperformance and allocate
resources. It is a commonly used indicator in #ygital-intensive communications industry to analgampanies on the basis of operating
performance over time. Adjusted OIBDA is not inteddo represent net income or cash flow for thépsrpresented, is not calculated
consistently with the commonly used metric “EBITDAIN is not recognized under generally accepteduanting principles (“GAAP put is
used by management to assess segment resultd@ateatesources.

The data presented in the tables following includé&smation for the three months ended March 306&and 2005 for all
statement of operations and cash flow informati@sented, and as of March 31, 2006 and Decemb@0B5, for all balance sheet
information presented. Information related to apeghibusinesses is included from their respectigeiattion dates. Revenue and the related
expenses are attributed to countries based on vgeeviees are provided. Information for the prieripds has been revised due to
discontinued operations (See Note 3).
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Industry and geographic segment financial infororafollows. Certain prior year information has beedlassified to conform to t

2006 presentation.

(dollars in millions)

Three Months ended March 31, 20(
Revenue

North America

Europe

Other

Adjusted OIBDA:
North America
Europe
Other

Net Capital Expenditure:
North America
Europe
Other

Depreciation and Amortizatiol
North America
Europe
Other

Three Months ended March 31, 2005
Revenue

North America

Europe

Other

Adjusted OIBDA:
North America
Europe
Other

Net Capital Expenditure:
North America
Europe
Other

Depreciation and Amortizatiol

Communications

$ 762
42

$ 804
$ 131
16

$ 147
$ 50
8

$ 58
$ 16€
20

$ 18€
$ 47¢
35

$ 51C
$ 202
)

$ 201
$ 51
8

$ 59

Coa
Information Mining Other
Services Total
o ke $ 18 $— $1,06¢
1472 — — 18¢
L - — 17
. — $ 18 $— $1,267
$ 3 $ 1 $ (1)
3 1 $ — $ — $ 51
- - — 8
$ 1 $— $— $ 5
$ 3 $ 1 $ — $ 17C
o - — 20
$ 3 51 $— $ 19C
$ 286 $ 17 $— $ 77¢
16€ — — 201
0 - — 14
$ 46€ $ 17 $ — $ 992
$ 2 $ 3 $ (2
3 — _
$ 5 $ 3 $ (2)
3 1 $ — $ — $ 52
- - — 8
$ 1 $—  $— $ &



North America
Europe
Other

$ 144
21
$ 16t
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Communications Revenue and Adjusted OIBDA for thetiree months ended March 31, 2006 and 2005
include less than $1 million and $129 million, resgctively, of termination revenue.

. Coal
Communications Information Mining
(dollars in millions) Services Other Total
Identifiable Assets
March 31, 2006
North America $ 5,81¢ $ 50€ $ 98 $ 97C $7,38¢
Europe 724 127 — 29 88(
Other — 13 — 2 15

$ 6,53¢ $ 64¢€ $ 98 $1,001 $8,28¢

December 31, 200!

North America $ 5,782 $ 584 $ 90 $ 857 $7,31¢
Europe 71€ 19C — 34 94C
Other — 20 — 4 24

$ 6,49¢ $ 794 $ 90 $ 89t $8,271

Long-Lived Assets (excluding Goodwill)
March 31, 2006

North America $ 5,237 $ 71 $ 86 $ — $5,39¢4
Europe 693 1 — — 694
Other — 1 — — 1
$ 5,93( $ 73 $ 86 $ — $6,08¢
December 31, 200!
North America $ 5,507 $ 67 $ 75 $ — $5,64¢
Europe 69¢€ 1 — — 697
Other — 1 — — 1
$ 6,19¢ $ 69 $ 75 $ — $6,34:
Goodwill
March 31, 2006
North America $ 10C $ 194 $ — $ — $ 294
Europe — — — — —
$ 10C $ 194 $ — $ — $ 294
December 31, 200!
North America $ 70 $ 194 $ — $ — $ 264
Europe — — — — —
$ 70 $ 194 $ — $ — $ 264

Communications revenue is grouped into three caitegdl) Core Services (including transport andastiructure services, IP & di
services, voice services and Vyvx services) 2) Ofeevices (including managed modem and relategneal compensation, DSL
aggregation, and Internet access services), aB83)Contract Services. This revenue reporting ireaepresents a change from prior year
presentations to reflect how the Company’s managemi invest and manage cash flows in the comroatidns business going forward.
Management believes this product grouping providese meaningful information to the reader of thficial statements because each o
revenue categories has different expectations mithect to future revenue performance.
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(dollars in millions)

Communications Revenu

Three Months Ended March 31, 2006
North America
Europe
Other

Three Months Ended March 31, 200¢
North America
Europe
Other

Services
Other SBC Contract

Core Services Total
$34¢ $122 $ 292 $762
41 1 — 42
$38¢ $122 $ 292 $804
$281 $194 $ — $47¢E
34 1 — 35
$31E $19t $ — $51C

Core Services for the three months ended Marc2@16 and 2005 includes less than $1 million and$hlion, respectively, of

termination revenue.

The majority of North American revenue consistsefvices delivered within the United States. Théonity of European revenue
consists of services delivered within the Uniteddgdom but also includes France and Germany. Traasic revenue is allocated to Europe.

The following information provides a reconciliatiohNet Income (Loss) to Adjusted OIBDA by opergtisegment, as defined by
the Company, for the three months ended March @26 2nd 2005:

Three months ended March 31, 2006

(dollars in millions)

Net Income (Loss
Income Tax Expens
Total Other (Income) Expen:

Operating Income (Los!

Non-Cash Impairment Char
Depreciation and Amortization Exper
Non-Cash Compensation Exper

Adjusted OIBDA

Communications Information
Services

$ (16€) $ ©)

1) 1

111 _

(56) )

3 _

18¢€ 3

14 1

$ 147 $ 3
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Three months ended March 31, 2005

Communications Information Coal Mining Other
(dollars in millions) Services
Net Income (Loss $ (79 $ 1 $ 2 $ (1)
(Income) Loss from Discontinued Operatic — — — —
Income Tax Expens — — — —
Total Other (Income) Expen: 10t — — (@D}
Operating Income (Los! 26 1 2 2
Depreciation and Amortization Exper 165 3 1 —
Non-Cash Compensation Exper 10 1 — —
Adjusted OIBDA $ 201 $ 5 $ 3 $ 2

13. Other Matters

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as a defendaBairer, et. al. v. Level 3
Communications, LLC, et gla purported class action covering 22 statesq fih state court in Madison County, lllinois. uyJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed inth8. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatiob€, and Williams Communications, LLC were namediafendants irsmith et. al. v.
Sprint Communications Company, L.P., et @.purported nationwide class action filed intheted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 208%el 3 Communication
LLC and Williams Communications, LLC were namedatendants ilfMcDaniel, et. al., v. Qwest Communications Corpioratet al., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingtamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfr@ilroads, utilities, and others, and have itetiaiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over wthieltompanies’ fiber optic cable networks
pass, and that the railroads, utilities, and otldrs granted the companies the right to constmdtraaintain their networks did not have the
legal authority to do so. The complaints seek dawag theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receanelimay in the future receive, claims and demagldsed to rights-ofvay issues simile
to the issues in these cases that may be baseanhitar ©r different legal theories. To date, otligan as noted above, all adjudicated attempts
to have class action status granted on compldlatsdgainst the companies or any of their subs&ianvolving claims and demands related
to rights-of-way issues have been denied.

It is still too early for the Company to reach aclaision as to the ultimate outcome of these astiblowever, management belie'
that the Company and its subsidiaries have sulistaiefenses to the claims asserted in all of tlesiens (and any similar claims which
may be named in the future), and intends to defleanh vigorously if a satisfactory form of settlerh&nnot approved.

The Company and its subsidiaries are parties toyrottrer legal proceedings. Management believesatmatesulting liabilities for
these legal proceedings, beyond amounts reseniaotvmaterially affect the Company’s financiamition or future results of operations,
but could impact future cash flows.
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It is customary in Level 3's industries to use wvas financial instruments in the normal courseusihess. These instruments
include items such as letters of credit. Lettersreflit are conditional commitments issued on Hedfdlevel 3 in accordance with specified
terms and conditions. As of March 31, 2006, Levbeh#8 outstanding letters of credit of approxima&dy million which are collateralized by
cash that is reflected on the consolidated balaheet as restricted cash and securities.

14. Condensed Consolidating Financial Information

In October 2003, Level 3 Financing, Inc., a whalyned subsidiary of Level 3 Communications, Inte{’el 3 Financing”), issued
$500 million 10.75% Senior Notes due 2011. Thedeqare unsecured obligations of Level 3 Finandiogyever, they are jointly, severally,
fully and unconditionally guaranteed on an unsedwsenior basis by Level 3 Communications, Inc. lagekl 3 Communications, LLC (a
wholly-owned subsidiary). The 10.75% Senior Notesevegistered with the Securities and Exchangerfission in 2005.

In March 2006, Level 3 Financing, issued $150 willFloating Rate Senior Notes due 2011 and $25®dmil2.25% Senior Notes
due 2013. In addition, on April 6, 2006, Level 3id&ncing issued an additional $300 million of 12.25étior Notes due 2013. These note:
unsecured obligations of Level 3 Financing, howetray are fully and unconditionally guaranteedaorunsecured senior basis by Level 3
Communications, Inc. The Floating Rate Senior Ndtes 2011 and the 12.25% Senior Notes due 2013rw@veeen registered under the
Securities Act of 1933 or any state securities land, unless so registered, may not be offeredldrexcept pursuant to an applicable
exemption from the registration requirements of$leeurities Act of 1933 and applicable state sdeariaws.

In conjunction with the registration of the 10.73¥nior Notes, the accompanying condensed condalidithancial information
has been prepared and presented pursuant to SECaReag S-X Rule 3-10 “Financial statements of gueors and affiliates whose securities
collateralize an issue registered or being regstéiThis information is not intended to presem timancial position, results of operations and
cash flows of the individual companies or groupsahpanies in accordance with generally acceptedusnting principles.

Condensed Consolidating Statements of Operatiarthéathree months ended March 31, 2006 and 2d@wfolevel 3
Communications, LLC leases equipment and certaitiitfas from other wholly-owned subsidiaries ofued 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.
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(dollars in millions)

Revenue
Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charge

Total Costs and
Expense!

Operating Income (Los!

Other Income (Loss), ne

Interest Incomt

Interest Expens

Interest Income (Expense
Affiliates, net

Equity in Net Earnings
(Losses) of Subsidiarie

Other Income (Expens

Other Income (Loss
Income (Loss) from Operations
Before Income Taxe

Income Tax (Expense) Bene

Net Income (Loss

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
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Condensed Consolidating Statements of Operations

For the three months ended March 31, 2006

Level 3

Communications

$

Inc.

(111)
20¢
(29¢)

28
(16¢)

(168)

(16€)

(unaudited)
Filr_12\r/1ilir?g, Comrlm_ni\:m?lcstions Sut?stir(]j(ie;ries
Inc. LLC
$ — $ 32C $ 99:¢
— 132 72¢
— 10¢ 81
— 18€ 13C
— 4 1
— 431 94(
— (111) 53
— 3 2
(37) — @)
15¢ (379) 11
(419) 42 —
— — 3
(299 (333 14
(29¢) (444) 67
$ (29§ $ (4449 $ 67
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(dollars in millions)

Revenue
Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charge

Total Costs and
Expense!

Operating Income (Los!

Other Income (Loss), ne

Interest Incomt

Interest Expens

Interest Income (Expense)
Affiliates, net

Equity in Net Earnings
(Losses) of Subsidiarie

Other Income (Expens

Other Income (Loss

Income (Loss) from Continuing
Operations Before Income
Taxes

Income Tax (Expense) Bene

Income (Loss) from Continuing
Operations

Income (Loss) from Discontinued
Operations

Net Income (Loss

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements—(Contired)

Condensed Consolidating Statements of Operations

For the three months ended March 31, 2005
(unaudited)

Level 3
Communications

Inc.

2

(81)
20C

(195)
1

(79)
(77)
(77)

$ (77)

Level 3
Financing,

Inc.

(32
12¢€

(291)

(195)

(195)

(195)

$ (195
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Level 3

S Other
Communications Subsidiaries Eliminations
LLC Total
$ 477 $ 55¢ $ (39 $ 992
14¢& 44¢ (35 55¢
11¢€ 51 — 16¢
161 65 (4) 224
11 4 — 15
43E 56€ (39) 96¢€
42 (13) — 27
3 1 — 4
— ) — (114
(339 5 — —
(1) — 487 —
2 3 — 6
(329) 8 487 (104
(287) (5) 487 (77)
(287) (5) 487 (77)
$ (287) $ (5) $ 487 $ (77)
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements—(Contired)

Condensed Consolidating Balance Sheets as of Mdrch006 and December 31, 2005 follow:

(dollars in millions)

Assets

Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Other

Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

Restricted Cash and Securit
Goodwill and Intangibles, n
Investment in Subsidiarie

Other Assets, ne¢

Total Assets

Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Other

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu

Other Liabilities

Stockholder' Equity (Deficit)

Total Liabilities and Stockholders’ Equity
(Deficit)

March 31, 2006

Condensed Consolidating Balance Sheets

(unaudited)
Level 3 Level 3 Level 3 Other

Communications Financing, Communications Subsidiaries Eliminations
Inc. Inc. LLC Total
$ 15 $ 7 $ 482 $ 76 $ = $ 58C
407 4 — 1 — 412
— 3 20 12 — 35
— — 11z 60t — 717
10,21z 5,12¢ (15,54) 19¢ — —
15 6 34 10z — 157
10,65( 5,14¢ (14,899 99t — 1,901
— — 3,33¢ 2,25( — 5,58¢
16 — — 71 — 87
— — 71 49¢€ — 567
(6,459 (9,98)) 952 — 15,48 —
46 27 13 55 — 141
$ 425 $(4,809) $ (10519 $ 3,861 $ 15487  $8,28¢
$ — $ 1 3 157 $ 464 $ — $ 622
— — — 1 — 1
- - 33 34 - 67
85 34 — 1 — 12C
— — 1232 11C — 23¢
1 1 46 97 — 14¢
86 36 35¢ 707 — 1,18¢
4,662 1,61 — 78 — 6,357
— — 631 10z — 734
51 1 194 30t — 551
(54€) (6,459 (11,709 2,67¢ 15,48 (54€)
$ 425 $(4,809 $ (10519 $ 3,861 $ 15487  $8,28/

F-33




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements—(Contired)

Condensed Consolidating Balance Sheets

December 31, 2005

(dollars in millions)

Assets

Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Other

Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

Restricted Cash and Securit
Goodwill and Intangibles, n
Investment in Subsidiarie

Other Assets, ne¢

Total Assets

Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Other

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu

Other Liabilities

Stockholder' Equity (Deficit)

Total Liabilities and Stockholders’ Equity
(Deficit)

(unaudited)
Level 3 Level 3 Other
Communications Level 3 Communications Subsidiaries Eliminations
Financing,

Inc. Inc. LLC Total
$ 37 $ 8 $ 27¢ $ 132 $ — $ 452
17z 3 — — — 17¢€
— 3 20 11 — 34
— — 84 73¢ — 822
10,117 4,615 (14,857 12: — —
16 4 29 13€ — 18t
10,34: 4,631 (14,445 1,141 — 1,67(
— — 3,40¢ 2,22¢ — 5,63¢
234 — — — — 234
16 — — 59 — 75
_ — 85 44¢ — 53&
(6,257) (9,657 802 — 15,10( —
44 21 14 48 — 127
$ 438¢ $(4,999 $ (10,139) $ 3,92t $ 15100 $8,277
$ — 3 1 3 141  $ 645 $ — $ 787
— — 46 50 — 96
83 18 — 1 — 102
- - 13¢€ 12¢ - 26€
1 2 50 11¢ — 172
84 21 37t 942 — 1,42
4,72z 1,23( — 71 — 6,02
— — 633 11& — 74¢€
56 1 19¢€ 30€ — 55¢
(476) (6,25)) (11,339 2,49( 15,10( (47€)
438¢ $(4,999 $ (10,139) $ 3,92t $ 15100 $8,277
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(dollars in millions)

Net Cash Provided by (Used in) Operat
Activities

Cash Flows from Investing Activities:

Proceeds from sale and maturity
marketable securities

Purchases of marketable securities

Decrease (increase) in restricted
cash and securities

Capital expenditures

Investments and acquisitions

Proceeds from sale of property,
plant and equipment and other
assets

Net Cash Used in Investing Activitit

Cash Flows from Financing Activities:

Long-term debt borrowings, net @
issuance costs

Purchases and payments on long-
term debt, including current
portion (net of restricted cas

Increase (decrease) due from
affiliates, net

Net Cash Provided by (Used in) Financ
Activities

Effect of Exchange Rates on Cash and (
Equivalents

Net Change in Cash and Cash Equival:

Cash and Cash Equivalents at Beginning of

Period

Cash and Cash Equivalents at End of Pe

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements—(Contired)

Level 3
Communications

Inc.

$ (94)

(59)

123

72

(22)

37

(unaudited)

Level 3
Financing,
Inc.

$ (22

37¢

(35)

21

@

F-35

Condensed Consolidating Statements of Cash Flows fihe three
months ended March 31, 2006 and 2005 follow:

Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2006

c Levgl 3. Other
ommunications Subsidiaries Eliminations Total
LLC
$ 5 $ 48 $ — $ (63
— 12 — (12)
@7 (32) — 69)
(70) — — (70)
2 — — 2
(95) (44) = (139
— — — 37¢
— — — &)
296 1) — _
296 61) — 32¢
1 1 — 2
207 (56) — 12¢
275 132 — 452
$ 482 $ 76 $ = $ 58C
I
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements—(Contired)

Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2005

(unaudited)
Level 3 Level 3 Other
Communications Level 3 Communications Subsidiaries Eliminations Total
Financing, h
(dollars in millions) Inc. Inc. LLC
Net Cash Provided by (Used in) Operat
Activities $ (56) $ (20) $ 34 $ 17) $ — $ (59)
Cash Flows from Investing Activities:
Proceeds from sale and maturity
marketable securitie — — 50 — — 50
Purchases of marketable securities — — — — — —
Decrease (increase) in restricted
cash and securitie — 2 ) Q) — 1)
Capital expenditures — — 23) (37) — 60)
Proceeds from sale of property,
plant and equipment and othe
assets — — 1 — — 1
Net Cash Provided by (Used in) Invest
Activities — 2 26 (39) — (10)
Cash Flows from Financing Activities:
Long-term debt borrowings, net @
issuance cos! — — — — — —
Purchases and payments on long-
term debt, including current
portion — — (24) 1) — (25)
Increase (decrease) due from
affiliates, net 57 11 (81) 13 — —
Net Cash Provided by (Used in) Financ

Activities 57 11 (105) 12 — (25)
Net Cash Used in Discontinued Operati — — — ®) — 8)
Effect of Exchange Rates on Cash and (

Equivalents — — 4) Q) — 5)
Net Change in Cash and Cash Equival: 1 @) (49) (52) — (207)
Cash and Cash Equivalents at Beginning of

Period 3 17 24t 17¢ — 443
Cash and Cash Equivalents at End of Pe¢ $ 4 $ 10 $ 19€ $ 12€ $ — $ 33€

I | I I I L |
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements—(Contired)

15. Subsequent Events
Debt Offering

On April 6, 2006, the Company issued $300 milliggieegate principal amount of 12.25% Senior Notes2{1 3. These notes were
issued at a premium of 102% to the principal amaofitihe notes. These notes together with the $28®maggregate principal amount of
12.25% Senior Notes due 2013 issued on March 186 20l be treated under the same indenture asgesseries of notes. The notes are
senior unsecured obligations of Level 3 Financiagking equal in right of payment with all othene# unsecured obligations of Level 3
Financing. Level 3 has guaranteed the 12.25% Sé&ttes due 2013. The notes will mature on Marchi2D3 3. Interest on the notes is
payable on March 15 and September 15 of each pegmning on September 15, 2006.

These notes have not been registered under theitBecAct of 1933 or any state securities laws,amdess so registered, may not
be offered or sold except pursuant to an applicakéamption from the registration requirements ef8ecurities Act of 1933 and applicable
state securities laws.

ICG Communications Acquisition

On April 14, 2006, Level 3 signed a definitive agreent to acquire all of the stock of ICG Communaa, Inc. (“ICG
Communications”), a privately held Colorado-basdddommunications company, from MCCC ICG HoldingsC (“MCCC"). Under the
terms of the agreement, Level 3 expects to pay totssideration of $163 million, consisting of $1@fllion in unregistered shares of Level 3
common stock and $36 million in cash, subject fjostchents based on working capital and other matldre number of shares of Level 3
common stock to be delivered will be determined ediately prior to closing. Level 3 has the righstdstitute cash in lieu of delivering
shares of its common stock. The transaction doegaide ICG Communications’ investments in Nevol&l Telecom or Mpower Holding
Corporation. Closing is expected to occur mid-y&206 and is subject to customary closing conditior@uding receipt of applicable state
and federal regulatory approvals.

The shares of Level 3 common stock issued, if ail/be sold to MCCC pursuant to the exemption froegistration contained in
Section 4(2) of the Securities Act of 1933, as ateehn

Level 3 intends to enter into a registration righgseement on the closing of the transaction vagipect to the Level 3 common
stock issued to MCCC as part of the purchase ceretidn. Pursuant to the registration rights agergin_evel 3 will be required to file a
registration statement covering the shares of L&x@mmmon stock issued to MCCC under the Purchgseeinent within five business days
following the consummation of the transaction. Tieeel 3 common stock will also be subject to certaansfer restrictions that limits the
number of shares MCCC can sell on any given day.

TelCove Acquisition

On April 30, 2006 Level 3 signed a definitive agremt to acquire all of the stock of TelCove, If@elCove”), a privately held
Pennsylvania-based telecommunications company. iiades of the agreement, Level 3 will pay totaisideration of $1.238 billion,
consisting of $637 million in shares of Level 3 coon stock, $445 million in cash and $156 milliortlie assumption of debt.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements—(Contired)

TelCove is a leading facilities-based provider @tropolitan and regional communications servicetutling transport, Internet
access and voice services. TelCove’s network has2®,000 local and long haul route miles servi@griarkets across the eastern United
States, with approximately 4,000 buildings on net.

After integration, TelCove’s metropolitan and ragabnetworks will connect Level 3's national backbaetwork directly to traffic
aggregation points. These aggregation points ircattler carriers’ points of presence, local telemomications companies’ central offices,
wireless providers’ switch centers, colocation dath centers, cable company head ends, and higiwizith enterprise locations. Before the
pending acquisitions of TelCove and ICG Communds®iand the completed acquisition of Progress datetevel 3 already had extensive
metro infrastructure in 36 markets, connectinggpraximately 900 traffic aggregation points, andiéle3 believes that these facilities have
been a competitive advantage. The acquisition ofifeiss and, after close, of TelCove and ICG Comaatioins is expected to increase the
number of traffic aggregation points to approxinhate000 in the U.S. and approximately 5,200 glgbal

The number of shares of Level 3's common stocletdddivered at closing will be determined prioctosing, but in no case will
the number of shares that Level 3 is required tiveleat closing be greater than approximately tBion shares or less than approximately
111 million shares. Closing is subject to custorm@mditions, including receipt of applicable statel federal regulatory approvals, and is
subject to a vote to approve an increase in thebeumf authorized shares of Level 3's common sfoclany adjournment thereof), which is
scheduled to occur at Level 3's 2006 Annual Meeti§tockholders on May 15, 2006. The holders ofertban a majority of TelCove’s
common stock have irrevocably approved the traimaeind therefore, the transaction is not subjeetnty additional approvals by TelCove's
securityholders. Closing is expected to occur énttiird quarter of 2006.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the consolidated balance sheéisvel 3 Communications, Inc. (a Delaware corporgtend subsidiaries as of
December 31, 2005 and 2004, and the related cdasedl statements of operations, cash flows, changteckholders’ equity (deficit) and
comprehensive loss for each of the years in theetlyear period ended December 31, 2005. Theselatated financial statements are the
responsibility of the Company’s management. Oupaasibility is to express an opinion on these ctidated financial statements based on
our audits.

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

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of
Level 3 Communications, Inc. and subsidiaries a@afember 31, 2005 and 2004, and the results ofaperations and their cash flows for
each of the years in the three-year period endegi@ber 31, 2005, in conformity with U.S. generaltgepted accounting principles.

As discussed in note 1 to the consolidated findistaements, Level 3 Communications, Inc. and igiigoses adopted the
provisions of Statement of Financial Accountingri8i@rds No. 143, “Accounting for Asset Retirementigations,” effective January 1, 20C

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the
effectiveness of Level 3 Communications, Iedriternal control over financial reporting as afd@mber 31, 2005, based on criteria establ
in Internal Control—Integrated Framework issuedtry Committee of Sponsoring Organizations of thea@lvay Commission (COSO), and
our report dated March 1, 2006 expressed an urigagbtipinion on management’s assessment of, andftbetive operation of, internal
control over financial reporting.

/sl KPMG LLP

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

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

We have audited management’s assessment, inclndddriagement’s Report on Internal Control Over Raia Reporting in
Level 3 Communications, Inc.’s Annual Report onrRdr0-K, that Level 3 Communications, Inc. maintaiméfective internal control over
financial reporting as of December 31, 2005, basedriteria established in Internal Control—IntegchFramework issued by the Committee
of Sponsoring Organizations of the Treadway Comimis@COSO). Level 3 Communications, Inc.’s managenneresponsible for
maintaining effective internal control over finaalkieporting and for its assessment of the effeciss of internal control over financial
reporting. Our responsibility is to express an @piron management’s assessment and an opiniorecgfféctiveness of the Company’s
internal control over financial reporting basedoam audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting OversightriBq@nited States). Tho:
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahdaéiag the design and operating effectivenessateirnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesaaonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesamssuregarding the reliability
of financial reporting and the preparation of fingh statements for external purposes in accordaittegenerally accepted accounting
principles. A company'’s internal control over firgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and (8jige reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@izé statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also,
projections of any evaluation of effectivenessutufe periods are subject to the risk that contmdy become inadequate because of changes
in conditions, or that the degree of compliancélite policies or procedures may deteriorate.

In our opinion, management’s assessment that l3@@mmunications, Inc. maintained effective intémtrol over financial
reporting as of December 31, 2005, is fairly state@ll material respects, based on criteria distadd in Internal Control—integrated
Framework issued by the Committee of Sponsoringa@mgtions of the Treadway Commission (COSO). Als@ur opinion, Level 3
Communications, Inc. maintained, in all materiapects, effective internal control over financiegporting as of December 31, 2005, base
criteria established in Internal Control—Integrakgdmework issued by the Committee of Sponsorirgafizations of the Treadway
Commission (COSOQ).

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
consolidated balance sheets of Level 3 Communigsitimc. and subsidiaries as of December 31, 20032804, and the related consolidated
statements of operations, cash flows, change®akisblders’ equity (deficit) and comprehensive lfsseach of the years in the three-year
period ended December 31,2005, and our report ddéedh 1, 2006 expressed an unqualified opiniothose consolidated financial
statements.

/sl KPMG LLP

Denver, Colorado
March 1, 2006

F-40



Table of Contents

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

Revenue
Communication:
Information service:
Coal mining

Total revenue
Costs and Expenses (exclusive of depreciation eradtezation shown separately belo
Cost of revenue
Communication:
Information service:
Coal mining

Total cost of revenu
Depreciation and amortizatic
Selling, general and administrati
Restructuring and impairment char

Total costs and expens

Operating Los:

Other Income (Expense
Interest incom
Interest expens
Gains on early extinguishment of d¢
Other, ne

Total other income (expens

Loss from Continuing Operations Before Income Taxed Change in Accounting Princig
Income Tax Benefit (Expens

Loss from Continuing Operatiol
Income (Loss) from Discontinued Operatic

Net Loss Before Change in Accounting Princi
Cumulative Effect of Change in Accounting Princi

Net Loss

Earnings (Loss) Per Share of Common Stock (Basidluted):
Loss from Continuing Operatiol
Income (Loss) from Discontinued Operatic
Cumulative Effect of Change in Accounting Princi

Net Loss

See accompanying notes to consolidated financgdsients.
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2005 2004 2003

(dollars in millions, except
per share data)

$1,64¢ $1,68¢ $1,947
1,89¢ 1,861 1,92(

74 91 80
3,61 3,631 3,94
462 43€ 37C
1,715 1,70¢ 1,77¢
53 67 58
2,23 2,20¢ 2,20¢
657 682 81<
912 947 1,027
23 16 40

3,82¢ 3,85¢ 4,08¢

(212) (216€) (139)

35 13 18
(530) (48E) (567)
— 197 41
28 39 (107)

(467) (236) (615)

(679) (452) (754)
8) (6) 50

(687) (458) (704)
49 — (12)

(63€) (45¢) (716€)
— — 5

$ (63 $ (458 $ (71))

$(0.99 $(0.67)  $(1.29)
0.07 — (0.02)
— — 0.01

(0.91)  (0.67  (1.26)
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Assets

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

CONSOLIDATED BALANCE SHEETS
December 31, 2005 and 2004

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

Other

Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

Restricted Cash and Securit
Goodwill and Intangibles, n
Other Assets, n¢

Liabilities and Stockholde’ Deficit

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

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu
Other Liabilities

Commitments and Contingenci
Stockholder Deficit:

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

Common stock, $.01 par value, authorized 1,5000@@shares: 817,767,818 outstanding in 2005 and

686,496,721 outstanding in 20
Additional paic-in capital

Accumulated other comprehensive income (li

Accumulated defici

Total Stockholder Deficit

See accompanying notes to consolidated financgdsients.
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2005

2004

(dollars in millions,
except per share data)

$ 452 $ 44z
17€ 22t

33 48

83C 541
18€ 14E
1,677 1,40%
5,63¢ 5,37¢
234 114

72 67

532 457
122 12¢

$ 8,271 $ 7,544
$ 794 $  60C
— 14z

96 78

10z 73
26€ 252
177 15E
1,43¢ 1,30z
6,021 5,067
74¢ 84C
547 492

8 7

7,75¢ 7,371
(51) 19
(8,197) (7,559
(476) (157)

$ 8,271 $ 7,544
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For each of the three years ended December 31, 2005

2005 2004 2003

(dollars in millions)
Cash Flows from Operating Activitie

Net Loss $(63€)  $(45¢)  $(71])
(Income) loss from discontinued operati (49 — 12
Cumulative effect of change in accounting princi — — (5)
Loss from continuing operatiol (687) (45¢) (709

Adjustments to reconcile loss from continuing ofieres to net cash provided by (used in)
continuing operation:

Equity earnings — — 3
Depreciation and amortizatic 657 682 813
Induced conversion expense on convertible — — 20C
Gain on debt extinguishmer — (197) (47)
Loss on impairments and asset si 9 — —
Gain on sale of property, plant and equipment, Comaealth Telephone shares and other a: 9) (39 (74)
Non-cash compensation expense attributable to stockda 55 44 82
Deferred revenu (109 (67) (267)
Deferred income taxe — — (57
Amortization of debt issuance co: 16 16 42
Accreted interest on discount d« 33 75 10€
Accrued interest on loi-term debt 30 (27 25
Change in working capital items net of amounts aequ
Receivable! (47) 26 (28)
Other current asse (36) 8 48
Payable: 11 (28) (56)
Other liabilities (26) (207) (48)
Other (23) (5) (171)
Net Cash Provided by (Used in) Continuing Operat (220) 77 27
Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketalolersies 584 70 —
Purchases of marketable securi (64¢) (410 —
Decrease (increase) in restricted cash and sex3 4 21 9
Capital expenditure (305) (273) (159
Investment: (20 — (2
WilTel acquisition, net of cash acquired of $ (369) — —
Sprint acquisition, excluding g-assignment or assumption inco — (34) —
ICG acquisitior — (35 —
Genuity acquisitior — — (209
Proceeds from sale of Commonwealth sh — 41 —
Proceeds from sale of toll road operati — — 46
Proceeds from sale of property, plant and equipnzem other investmen 11 29 57
Net Cash Used in Investing Activiti $(741)  $(591)  $(152)

See accompanying notes to consolidated financassients.

F-43



Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS—(Continued)

For each of the three years ended December 31, 2005

Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c
Payments and repurchases of -term debt, including current portic
Stock options exercise

Net Cash Provided by (Used in) Financing Activil

Discontinued Operations (Revi——See Note 1)
Net Cash Provided by (Used in) Discontinued Opega#fictivities
Net Cash Provided by (Used in) Investing Activil
Net Cash Provided by (Used in) Financing Activil

Net Cash Provided by Discontinued Operati
Effect of Exchange Rates on Cash and Cash Equi

Net Change in Cash and Cash Equival:
Cash and Cash Equivalents at Beginning of ®

Cash and Cash Equivalents at End of Y

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

Noncash Investing and Financing Activitir
Common stock issued in exchange for long term
Long-term debt principal retired by issuing common st
Accrued interest paid with common stc
Common stock issued for acquisitic
Long-term debt extinguished due to sale of toll roadrapens.
Settlement of debt obligation and current liakgktiwith restricted securitit
Capital leases assumed in Genuity transac
Decrease in deferred revenue related to acquisi
Warrants cancelled in exchange for constructionices

See accompanying notes to consolidated finanassients.
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2005 2004 2003
(dollars in millions)

$ 94z $ 98t $ 84¢
(130) (1,027 (772)
— — 3
812 (42) 79
3 13 14

78 (6) 11
) @ —

74 6 25
17) 18 8
9 (68€) (13)
445 1,12¢ 1,142
$ 452 $ 44z $1,12¢
$ 451 $ 421 $ 394
1 13 —

$ — $ — % 958
— — 1,00%
— — 10
313 — 29
— — 13¢
13 — 41C
— — 30¢

2 — 76
— — @
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’

For each of the three years ended December 31, 2005

Balances at December 31, 2(

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

Net Loss

Other Comprehensive Incor

Balances at December 31, 2(C

Common Stock

Stock plan grant

Shareworks pla

401(k) plan

Convertible Note Hedge and Warrant (See Note
Net Loss
Other Comprehensive Incor

Balances at December 31, 2(C

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

Net Loss

Other Comprehensive Lo

Balances at December 31, 2(C

Common

Stock

Additional

Paid-in
Capital

$ 4

$ 6,27

95(
3
57
36
14

2
29

7,36(

22
34
17

(62)

7,371

31z
37
24
15

$ 8

$ 7,75¢

Accumulated
Other
Comprehensive

Income (Loss)

(dollars in millions)

$ (132)

(70)

$ (51)

See accompanying notes to consolidated financgdsients.
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EQUITY (DEFICIT)

Accumulated

Deficit

Total

$ (6,389

$(240)

952
3
57
36
14

(2
29

(712)
42

181

22
34
17
(62)
(45¢)
10¢

(63¢)

(157)

31z
37
24
15
(63€)
(70)

$ (8192

$(476)
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
For each of the three years ended December 31, 2005

2005 2004 2003

(dollars in millions)

Net Loss $(63€)  $(45¢)  $(71)
Other Comprehensive Income (Loss) Before 1

Foreign currency translation adjustme (72 29 31

Unrealized holding gains (losses) on marketablaétggecurities and other arising during peri 1) 2 14

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

SUPPLEMENTARY STOCKHOLDERS’ DEFICIT INFORMATION

Net Foreign

Currency
Translation

Adjustment Other
Total

(dollars in millions)
Accumulated other comprehensive income (Ic

Balance at January 1, 20 $ (119 $(19) $(132)
Change 29 13 42
Balance at December 31, 2C (84) (6) (90
Change 134 (25) 10¢
Balance at December 31, 2C 50 (32 19
Change (69 D (70
Balance at December 31, 2C $ (19 $(32) $ (5))

See accompanying notes to consolidated finanassients.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include te®ants of Level 3 Communications, Inc. and subsids (the “Company” or
“Level 3”) in which it has control, which are engabin enterprises primarily related to communiaagianformation services, and coal
mining. Fifty-percent-owned mining joint venture® @onsolidated on a pro rata basis. Investmerdthier companies in which the Company
exercises significant influence over operating finaincial policies or has significant equity owrtgpsare accounted for by the equity mett
All significant intercompany accounts and transattihave been eliminated.

On December 23, 2005, Level 3 acquired WilTel Comitations Group, LLC and its operating subsidia(i&gilTel”). The
financial position, results of operations and ciahs attributable to WilTel are included in thensomlidated financial statements from the «
of acquisition. (See Note 2).

On November 30, 2005, Level 3 sold)Structure, LLC (“(i )Structure”), Level 3's wholly-owned IT infrastruoce management
outsourcing subsidiary to Infocrossing, Inc. (“lofossing”). In 2003, Level 3 sold Software Spectrima.’s contact service business and the
Midwest Fiber Optic Network (“MFON") business acrpd in the Genuity, Inc. (“Genuity”) transactiorhdresults of operations and cash
flows for these businesses have been classifigisasntinued operations in the consolidated finalnstatements for all periods presented
Note 3).

Communications

The Company’s communications business providesaddorange of integrated communications servicesarily in the United
States and Europe as a facilitlessed provider (that is, a provider that owns asés a substantial portion of the property, pladtequipmer
necessary to provide its services). The Companyiesged, through a combination of constructiomcpase and leasing of facilities and o
assets, an advanced international, end-to-enditifzssbased communications network. The Comparsythdlt and continues to upgrade the
network based on optical and Internet Protocolrietisgies in order to leverage the efficiencieshafse technologies to provide lower cost
communications services.

Revenue for communications services, includinggigvine, wavelengths, colocation, Internet acaessiaged modem, voice,
video and dark fiber, is recognized monthly assbevices are provided based on contractual amexptscted to be collected. If, at the time
services are rendered, collection is not reasoredsyred either due to credit risk, the potentiabflling disputes or other reasons, revenue is
not recognized until such contingencies are resblReciprocal compensation revenue is recognizgdvaimen an interconnection agreement
is in place with another carrier.

Certain sale and longerm IRU agreements of dark fiber and capacityrageired to be accounted for in the same mannsalas o
real estate with property improvements or integrplipment. This accounting treatment results irdéferral of the cash that has been
received and the recognition of revenue ratably tve term of the agreement (currently up to 20gkea

Termination revenue is recognized when a custorisepdtinues service prior to the end of the contpaciod, for which Level 3
had previously received consideration and for whalenue recognition was deferred. Terminationmeeds also recognized when custor
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts thatctistomer no longer expects to meet
or when a customer and
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Level 3 renegotiate a contract under which Levisl 30 longer obligated to provide services for édasation previously received and for
which revenue recognition has been deferred. Teatioin revenue is reported in the same manner agrifjieal service provided, and
amounted to $133 million, $113 million and $346lioi in 2005, 2004 and 2003, respectively (See Mjte

The Company is obligated under dark fiber IRUs ai@r capacity agreements to maintain its netwomficient working order
and in accordance with industry standards. Custeimer obligated for the term of the agreement yofpatheir allocable share of the costs
for operating and maintaining the network. The Camyprecognizes this revenue monthly as serviceprasgded.

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

Cost of revenue for the communications businedsdies leased capacity, right-of-way costs, acceasges and other third party
circuit costs directly attributable to the netwosls, well as costs of assets sold pursuant to sgledeases, but excludes depreciation and
amortization and related impairment expenses. Tdrapgany also includes in communications cost of meeehe satellite transponder lease
costs, the package delivery costs and the blarkn@galia costs attributable to the video business.

The Company recognizes the cost of network senasdbey are incurred in accordance with contracaguirements. The
Company disputes incorrect billings from its supgdiof network services. The most prevalent typesputes include disputes for circuits
that are not disconnected by its supplier on altirhasis and usage bills with incorrect or inadegquaformation. Depending on the type and
complexity of the issues involved, it may take salquarters to resolve the disputes.

In determining the amount of these expenses aaterehccrued liabilities to reflect in its finaricéatements, the Company
considers the adequacy of documentation of disadmuices, compliance with prevailing contracttegjuirements for submitting these
disconnect notices and disputes to the providéhehetwork services, and compliance with its tienection agreements with these carr
Significant judgment is required in estimating th&émate outcome of the dispute resolution procassyell as any other amounts that may be
incurred to conclude the negotiations or settlelaigation. Actual results could vary from the iesated amounts accrued for disputes.

The Company may periodically enter into agreemtngquire network assets from other telecommuioicatservice carriers.
These carriers may in turn acquire network assets f evel 3. Transactions in which Level 3 transfeetwork assets to and acquires net\
assets from the same third party at or about theegame are referred to as “contemporaneous tréinsac’ These transactions would
generally be recorded as non-monetary exchangamdér assets at book value, as these transadmm®t represent the culmination of an
earnings process. Contemporaneous transactionstaesult in the recognition of revenue. Net cashtber monetary assets paid or received
in contemporaneous transactions are recorded adjastment to the book value of the transferre¢@rty. The adjusted book value becomes
the carrying value of the transferred propertynpnd equipment. The Company did not enter ingéseahtypes of agreements during the three
years ended December 31, 2005. Beginning Janu&@08, the Company will measure -monetary assets exchanges at fair value in
accordance with SFAS No. 153, “Exchanges of Non-dary Assets”, (“SFAS No. 153").
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Competition

The communications industry is highly competitiMany of the Company’s existing and potential conipet in the
communications industry have financial, personmarketing and other resources significantly gretten those of the Company, as well as
other competitive advantages including larger austobases. Increased consolidation and stratd@oeés in the industry resulting from the
Telecommunications Act of 1996, the opening ofth8. market to foreign carriers, technological athes and further deregulation could
give rise to significant new competitors to the Quamy.

Concentration of Credit Risk

The Company provides communications services tala vange of customers, ranging from well capitdinational carriers to
smaller, early stage companies. The Company hple@e policies and procedures to review the fir@remndition of potential and existing
customers and concludes that collectibility of rawe and other out-of-pocket expenses is probaide forthe commencement of services. If
the financial condition of an existing customeredigrates to a point where payment for servicés @goubt, the Company will not recognize
revenue attributable to that customer until cagkdgived. As a result of the WilTel acquisition2i@05, the total number of customers
increased to approximately 5,000 at December 305 2A significant portion of WilTel's revenue igributable to SBC Services, Inc., a
wholly-owned subsidiary of AT&T Inc. (“SBC") and asresult, due to the credit worthiness of SBC,Gbenpany does not believe its overall
credit risk has increased significantly. The pasand procedures for reviewing the financial cowliand recognizing revenues of these
additional customers related to the WilTel acqigairemained consistent with those described abbive.Company has from time to time
entered into agreements with valagded resellers and other channel partners to maumer and enterprise markets for voice servides
Company has policies and procedures in place tuaathe financial condition of these reselleiisipto initiating service to the final
customer. The Company is not immune from the effe€the downturn in the communications industigyvbver, management believes the
concentration of credit risk with respect to reabies is mitigated due to the dispersion of the gamy’s customer base among different
industries and geographic areas and remedies @ublg the terms of contracts and statutes.

A significant portion of Level 3's communicationsrsgice revenue is concentrated among a limited murobcustomers. Revenue
attributable to Time Warner Inc. and subsidianesluding America Online, amounted, on an aggrebatgs, to $288 million, $374 million
and $450 million for the years ended December 80522004 and 2003, respectively, representingepately 8 percent, 10 percent and
11 percent of consolidated revenue for the respegears and is included within the Communicatisggment on the consolidated statements
of operations. If Level 3 would lose one or morganaustomers, or if one or more major customegsificantly decreased its orders for
Level 3 services, the Company’s communicationsrass would be materially and adversely affected.

The Company’s DSL aggregation services were prignprovided to a single customer on an exclusivesmm certain markets,
which exclusivity expired at the end of the firstagter of 2005. The customer completed the mignadfats existing DSL customers to its
own network during the third quarter of 2005.

As part of the WilTel transaction, the Company aesgicertain contracts with SBC that representga@pmately 66% percent of
WilTel’s 2005 revenue. The Company expects SBCeta Bignificant customer in 2006.
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Information Services

The Company’s information services business refldat results of Software Spectrum, Inc. (“Softw@apectrum”)a global reselle
of business software. During 2005, the Company swdther operating unit included in its infornoatiservices businessi, JStructure,
primarily a provider of computer outsourcing seedacThe financial position, results of operationd eash flows for {)Structure have been
classified as discontinued operations in the codatdd financial statements for all periods presgriSee Note 3).

Software Spectrum is a global reseller of busise$svare, primarily to large and medium sized besses. Revenue is recognized
as either an agency fee, whereby sales underméidansing programs permit Software Spectrum togeize only a service fee paid by the
software publisher as revenue, or on a “gross"shasivhich case the Company recognizes the fullevaf the software sold as revenue.
Accounting literature provides guidance to enableganies to determine whether revenues from thedlires of goods and services should
recorded on a “gross” or “net” basis. The Compagljelves that the facts and circumstances, partigutaose involving pricing and credit
risk indicate that the majority of Software Spenttsi sales should be recorded on a “gross” basis.|atitude and ability of Software
Spectrum to establish the selling price to theaust is an important indication of “gross” revemaporting. The assumption of credit risk is
another important factor in determining “gross”sues “net” reporting. Software Spectrum has theaesipility to pay suppliers for all
products ordered, regardless of when, or if, itect$ from its customers. Software Spectrum is stdely responsible for determining the
creditworthiness of its customers.

Microsoft Corporation, a significant supplier offtseare to Software Spectrum, changed certain licgngrograms in 2001 whereby
new enterprise-wide licensing arrangements aregyioilled and collected directly by Microsoft.2003, several other suppliers, for whom
Software Spectrum resells products and servicegrbadopting this type of program. Software Spectwill continue to provide sales and
support services related to these transactionsvdhelarn a service fee directly from the softwartelishers for these activities. Under this
licensing program, Software Spectrum only recoghthe service fee paid by the software publisheeasnue and not the entire value of the
software. The Company continues to sell productieumarious licensing programs, but beginning i820as experienced an increase in the
level of sales under these new programs and maregempects further adoption of agency licensirggams in the future. If Microsoft and
other software publishers are able to successfuifjement and sell a significant amount of softwameer this program, or it is determined
that the accounting for reselling of the softwareidd be recorded on a “net” basis, the Company exggrience a significant decline in
information services revenue, but will also expecea comparable decline in cost of revenue.

Microsoft is the primary provider of business safte/to the Company’s Software Spectrum businedgiciosoft should
successfully implement programs for the direct séigoftware through volume purchase agreementther arrangements intended to
exclude the distribution or resale channel, Sofeng&pectrum’s results of operations would be mdigidgad adversely affected.

In 2005, Microsoft notified Software Spectrum obposed changes to Microsoft's sales agency prograich, once finalized by
Microsoft, will take effect for customer contraetstered into after July 1, 2006. All contracts ctetgxd prior to July 1, 2006, will be
grandfathered under the existing sales agency anogdnder the proposed revised program for agenmy dales as currently drafted, the
number of performance metrics against which So#v&pectrum is measured and the standard of penficeman those metrics are expected
to increase. Based on a preliminary evaluation mfd4oft's proposed program changes, Software Sp@oexpects that the amount of
agency fees it earns from Microsoft will be reduosdr the thregrear period in which it is implemented. Due to gnendfathering of existir
sales agency program sales,
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however, Software Spectrum anticipates that thgrara changes will not have a significant effecSmftware Spectrurs’results of operatic
or financial position in 2006. Microsoft has yeffiimalize the proposed changes, and thus SoftwaeetBim is not able to definitively
determine the effects of Microsoft’s proposed cleangn its results of operations and financial pmsiafter July 1, 2006.

Revenue is recognized from software sales at the ¢f product shipment, or in accordance with gt of licensing contracts,
when the price to the customer is fixed, and ctbédity is reasonably assured. Revenue from maiatee contracts is recognized when
invoiced, the license period has commenced, wheptice to the customer is fixed, and collectipilg reasonably assured, as Software
Spectrum has no future obligations associated fuitire performance under these maintenance costradvzance billings are recorded as
deferred revenue until services are provided.

Cost of revenue for Software Spectrum includesctlicests of the licensing activity and costs tocpase and distribute software.
The costs directly attributable to advance billiags deferred and included in other current anadtawant assets in the consolidated balance
sheet. Rebate income received from software pudsiisis recognized as a reduction of cost of revémtiee period in which the rebate is
earned based on a systematic allocation of thereftate income considered probable of being redliz

Competition

The information services industry is highly comped. Many of the Company’s competitors in the istiy have financial,
marketing and other resources significantly gretiten those of the Company. In addition, the Comgjmsoftware reselling business coulc
adversely affected if major software publisherscegsfully implement or expand programs for thedfisale of software through volume
purchase agreements or other arrangements intéo@xdlude the distribution or resale channel.

Concentration of Credit Risk

The Company’s customer base consists of severasémal accounts including corporations, governmgeneies, educational
institutions, non-profit organizations and othesibess entities. For the year ended December 35, 2@ single customer represented more
than 10 percent of information services revenue diistomer base is represented by a large numis@rine 500 and Fortune Global 500
companies and the Company does not believe thddvskef any single customer would have a matadakrse effect on its revenues.

Coal Mining

Historically, coal sold by Level 3's coal miningenations has been sold primarily under long-termtrats with public utilities,
which burn coal in order to generate steam to predlectricity. A substantial portion of Level ®sal revenue was earned from long-term
contracts during 2005, 2004, and 2003. The remaiofdeevel 3’s sales are made on the spot markest<of revenue related to coal sales
include costs of mining and processing, estimagethmation costs, royalties and production taxes.

The long-term contracts for the delivery of coabefish the price, volume, and quality requiremafitthe coal to be delivered. The
contracts also contain provisions for periodic @rajustments through the use of indices for iteuth as materials, supplies and labor. Other
portions of the price are adjusted for changegadyrction taxes, royalties and changes in costaumew legislation or regulation. These
contractual adjustments are recognized in reveaudkeachanges occur and become billable to themess.
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The terms and conditions of the long-term contrgetserally require the customer to meet annuakraotutal commitments. Thus,

the customer has the ability to defer or accelerast shipments during the year to meet its requérgs. Revenue under these contracts is
recognized when coal is actually shipped to théorner.

Competition

The coal industry is highly competitive. Level Shmoetes with other domestic and foreign coal supglimost of whom are larger
and have greater capital resources devoted tooddenining business than Level 3, and with altemeamethods of generating electricity and
alternative energy sources. Many of Level 3's cotib@es are served by two railroads and, due tactirapetition, often benefit from lower
transportation costs than Level 3, which at eadtsahines is served by a single railroad. Addisittyy many competitors have more favora
geological conditions than Level 3, often resultindower comparative costs of production.

Level 3 is also required to comply with variousdeal, state and local laws concerning protectiothefenvironment. Level 3
believes its compliance with environmental protttind land restoration laws will not affect itsmqetitive position since its competitors .
similarly affected by these laws.

Concentration of Credit Risk

Level 3's coal sales contracts are concentratel s@veral electric utility and industrial companiksthe event that these customers
do not fulfill contractual responsibilities, Lev@lcould pursue the available legal remedies.

Selling, General and Administrative Expenses

Selling, general and administrative expenses irckalaries, wages and related benefits (includirgges for stock based
compensation), property taxes, travel, insurarar, contract maintenance, advertising and othemirgdtrative expenses.

Advertising Costs

Level 3 expenses the cost of advertising as indu#kedvertising expense is included as a componeselting, general and
administrative expenses in the accompanying catestglil statements of operations. Advertising experse$2 million, $12 million and
$26 million for the years ended December 31, 2Q@084 and 2003, respectively.

Rent Expense

The Company recognizes rent expense on a straighbasis over the term of the lease based oruthesfminimum rental
payments during the lease term.

Stock-Based Employee Compensation

The Company has accounted for stock-based emptmmpensation using a fair value based method potrsa&FAS No. 123
“Accounting for Stock-Based Compensation” (“SFAS.N@3") since 1998. The Company recognizes expasisg the accelerated vesting
methodology of FASB Interpretation No. 28 “Accoungtifor Stock Appreciation Rights and Other VariaBteck Option or Award
Plans” (“FIN 28") (See Note 15). Beginning Janu&n2006, Level 3 will adopt the provisions of SFANS. 123R, “Share-Based Payment.”
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Depreciation and Amortization

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

Facility and Leasehold Improvemei 10- 40 year
Network Infrastructure (including fiber and condt 7 - 25 year
Operating Equipmer 3-7 year
Furniture, Fixtures and Office Equipme 2-7year

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

Depletion on mineral properties is provided on #sdof-extraction basis determined in relation é@lccommitted under sales
contracts. The Company’s coal mining business doesise its coal reserve estimates for purposdsttion but, rather, depletes the
properties over the estimated recoverable tongalftbat are required to be delivered under exjstival contracts.

Earnings (Loss) Per Share

Basic earnings (loss) per share have been compsied the weighted average number of shares dednb period. Diluted
earnings (loss) per share is computed by incluthedlilutive effect of common stock that would bsued assuming conversion or exercis
outstanding convertible notes, stock options, stiaded compensation awards and other dilutive giesuNo such items were included in
computation of diluted loss per share in 2005, 2602003 due to the losses from continuing openatiacurred by the Company.

Trade Accounts Receivable

Trade accounts receivable are recorded at thedad@mount and can bear interest. The allowanogofaotful accounts is the
Company’s best estimate of the amount of probatalditlosses in the Company’s existing accountsivable. The Company determines the
allowance based on an analysis of the aging ofiticeunts receivable balance. The Company revienadldwance for doubtful accounts
quarterly. Past due balances over 90 days andaoseecified amount are reviewed individually folectibility. Account balances are
charged off against the allowance after all medrtollection have been exhausted and the potéfiotiabcovery is considered remote. The
Company does not have any off-balance sheet arpdsure related to its customers.

Restricted Cash

The Company classifies any cash or other secuthggtscollateralize outstanding letters of creldihg-term debt, or certain
operating or performance obligations of the Compasyestricted cash. The Company also classifi&s @aother securities restricted to fund
certain reclamation liabilities as restricted cale classification of restricted cash on the cbdated balance sheet as current or noncurrent
is dependent on the duration of the restriction tiiedpurpose for which the restriction exists.
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Gooduwill and Intangible Assets

The Company segregates identifiable intangibletass®uired in an acquisition from goodwill. In amtance with SFAS No. 142,
“Goodwill and Other Intangible Assets” (“SFAS Nal2I'), goodwill is no longer amortized, and is eathd for impairment at least annually
based on the fair value of the reporting unit taaokitthe goodwill relates.

Intangible assets primarily include customer castiacustomer relationships and technology acquirddisiness combinations.
These assets are amortized on a straight-line basisthe expected period of benefit which rangesf2 to 11 years. Certain intangibles
acquired in the WilTel transaction have an indeditife.

Long-Lived Assets

The Company reviews the carrying amount of longdiassets or groups of assets, at the lowestlassktvhere cash flow is
separately measurable, for impairment wheneverte\@rchanges in circumstances indicate that thging amount may not be recoverable.
The determination of any impairment includes a cangopn of the estimated future undiscounted opegatash flows anticipated to be
generated during the remaining life of the ass#témet carrying value of the asset.

Accounting for Asset Retirement Obligations

The Company follows the policy of providing an acrfor reclamation of mined properties in accomawith SFAS No. 143,
“Accounting for Asset Retirement Obligations” (“SBANo0. 143"), based on the estimated total cos¢stioration of such properties to meet
compliance with laws governing surface mining. Thestimated costs are calculated based on thetexd@iture risk adjusted cash flows to
remediate such properties discounted at a riskrfrie The Company also provides an accrual fagatibns related to certain colocation
leases and right-of-way agreements in accordantteSHAS No. 143, based on the estimated totalafagtstoration of such properties to
their original condition. These estimated obligai@re calculated based on the expected futureutised cash flows using the Company’s
estimated weighted average cost of capital atithe the obligation is incurred and applying a piuligy factor for conditional restoration
obligations. Changes in expected future cash flamesdiscounted at interest rates that were in eéfiethe time of the original estimate for
downward revision to such cash flows, and at irster&tes in effect at the time of the change favangl revisions in the expected future cash
flows.

Income Taxes

Deferred income taxes are provided for the tempadidferences between the financial reporting andtasis of the Company’s
assets and liabilities using enacted tax ratefféttefor the year in which the differences areeotpd to reverse. Net operating losses not
utilized can be carried forward for 20 years tasefffuture taxable income. A valuation allowancs heen recorded against deferred tax
assets, as the Company is unable to conclude ueldeant accounting standards that it is moreyikiedn not that deferred tax assets will be
realizable.

Comprehensive Income (Loss)

Comprehensive income (loss) includes income (lasd)other non-owner related changes in equitynatided in income (loss),
such as unrealized gains and losses on marketatileities classified as available for sale, foraigrrency translation adjustments related to
foreign subsidiaries, and other adjustments.
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Foreign Currencies

Generally, local currencies of foreign subsidiaaes the functional currencies for financial repartpurposes. Assets and liabilities
are translated into U.S. dollars at year-end exgbaates. Revenue, expenses and cash flows astatexhusing average exchange rates
prevailing during the year. Gains or losses resglffom currency translation are recorded as a corapt of accumulated other
comprehensive income (loss) in stockholders’ defind in the statements of comprehensive lossghifsiant portion of the Company’s
foreign subsidiaries have the Euro as its functionerency, which experienced significant fluctoas against the U.S. dollar during 2005,
2004 and 2003. As a result, the Company has expekesignificant foreign currency translation atjusnts which are recognized as a
component of accumulated other comprehensive ingtoas) in stockholders’ deficit and in the statetaf comprehensive loss.

Use of Estimates

The preparation of financial statements in confeymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosuir@atingent assets and liabilities at the date
of the financial statements and the reported ansoofitevenues and expenses during the reportingdoérhe most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, whetheaiimment charges are necessary, useful
lives of fixed assets, accruals for estimated lidos that are probable and estimatable, cosewémue disputes for the communications
services, rebates for Software Spectrum, unfaveradhtract liabilities set up in purchase accounéind asset retirement obligations. Actual
results could differ from those estimates and agsioms.

Recently Issued Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123Raf&Based Payment” (“SFAS No. 123R”). SFAS No.R 28quires that
compensation cost relating to share-based paymargections be recognized in the financial statésnegmsed on the fair value of equity or
liability instruments issued. The U.S. Securitiad #xchange Commission extended the effective @fa®-AS No. 123R such that the
Company is first required to adopt SFAS No. 123Rit@ng January 1, 2006. The adoption of SFAS N@RLon January 1, 2006 is not
expected to have a significant effect on the Comisdimancial position or results of operationstias Company adopted the expense
recognition provisions of SFAS No. 123, “Accountifog Stock-Based Compensation” in 1998.

After adopting SFAS No. 123R, the Company expeztgitize a modified Black-Scholes model to valuy autperform stock
options granted to employees. The Company belighatshe relative short life of the options and tieer variables used in the model proy
a reasonable estimate of the fair value of theoapdt the time of grant.

The FASB issued SFAS No. 153, “Exchanges of Non-®ary Assets”, which is effective for Level 3 sitagtJanuary 1, 2006.
Under SFAS No. 153, the Company will measure assetisanged at fair value, as long as the transabtis commercial substance and the
fair value of the assets exchanged is determinaitken reasonable limits. A non-monetary exchangs tommercial substance if the future
cash flows of the entity are expected to changeifsigntly as a result of the exchange. The adoptioSFAS No. 153 is not anticipated to
have a material effect on the Company’s financtedifion or results of operations as Level 3 is dyp@ a limited number of non-monetary
transactions and those transactions have not baterial.
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Emerging Issues Task Force (“EITF”) Issue No. 04A&counting for Stripping Costs Incurred duringoBuction in the Mining
Industry” (“EITF No. 04-6") establishes appropriaecounting for stripping costs incurred during pneduction phase and is effective for
fiscal years beginning after December 15, 2005, witrly adoption permitted. EITF No. 04-6 concluthes stripping costs incurred during
the production phase of a mine are variable pradiciosts that should be included in the costsiefitventory produced during the period
that the stripping costs are incurred. EITF No60ther defines inventory produced as mineral lizs been extracted. As a result, stripping
costs related to exposed, but not extracted minghdbe expensed as incurred rather than defeurgi the mineral is extracted. The
Company'’s coal mining business currently defelipiing costs and amortizes these costs over thedogr which the underlying coal is
mined. The Company expects the adoption of EITFOMe6 beginning January 1, 2006 will not have aisicant effect on the Company’s
financial position or results of operations.

In March 2005, the FASB issued FASB Interpretatitm 47 “Accounting for Conditional Asset Retiremétiligations,” (“FIN
47"). FIN 47 provides additional clarification aswhen companies should recognize asset retirealdigations pursuant to SFAS No. 143,
“Accounting for Asset Retirement Obligations.” TBempany’s adoption of FIN 47, effective on Decem®kr2005, did not have a material
effect on the Compang’results of operations or financial position agdle recognized the discounted value of its cooétl asset retireme
obligations when it adopted SFAS No. 143 at thdrbegg of 2003.

In May 2005, the FASB issued Statement No. 154 ctdmting Changes and Error Corrections—a replacenfedPB Opinion
No. 20 and FASB Statement N¢’, (“SFAS No. 154").This Statement requires retroactive applicatioprior period financial statements ¢
voluntary change in accounting principle unless impracticable and is effective for fiscal yebegjinning after December 15, 2005.
Previously, most voluntary changes in accountingaiple were recognized by including the cumulagffect of changing to the new
accounting principle in net income of the periodta change. The adoption of SFAS No. 154 is npeeted to have a significant effect on
the Company’s financial position or results of @iEms.

Reclassifications
Certain prior year amounts may have been recladsifi conform to the current year presentation.

In 2005 the Company has separately disclosed tbetipg, investing and financing portion of thetcllews attributable to its
discontinued operations, which in prior periodseveaported on a combined basis as a single amount.

(2) Acquisitions

WilTel:  On December 23, 2005, the Company completeddbeisition of WilTel Communications Group, LLONITel"),
from Leucadia National Corporation and its subsidm(together “Leucadia”). The consideration pabdsisted of approximately
$390 million in cash (which included a $16 milliadjustment for estimated excess working capitélls 200 million in cash to reflect
Leucadia’s having complied with its obligation &al/e that amount of cash in WilTel, and 115 milli@wly issued unregistered shares of
Level 3 common stock, valued at $313 million. The®any also incurred costs of approximately $7iomlfelated to the transaction. The
cash purchase price is subject to post-closingsttents based on actual working capital and othetractual items as of the closing date.
Level 3 entered into certain transactions with Wilprior to the acquisition of WilTel by Level 3hereby it received cash for
communications services to be provided in the Butds a result of the acquisition, Level 3 canarger amortize this deferred revenue into
earnings and accordingly, reduced the purchase ppplied to the net assets acquired in the Wifelsaction by $2 million, the amount of
the unamortized deferred revenue balance on Deaed3p@005. The results of operations attributable/ilTel are included in the
consolidated financial statements from the datecoisition.
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The acquisition includes all of WilTel's communiicats business and WilTel's Vyvx video transmissiusiness. The acquisition
also includes a multi-year contract between SB@iSeyInc. and WilTel (“SBC Master Services Agreeanie Recently, SBC Services Inc.
became a subsidiary of AT&T, Inc. (“AT&T") (togeth&SBC”) and announced its intention to migrate sleevices provided by WilTel to the
merged SBC Services, Inc. and AT&T network. Wil&ad SBC amended the SBC Master Services Agreemenn through 2009 and it
provides a gross margin purchase commitment of $38®n from December 2005 through the end of 20&Td $75 million from
January 2008 through the end of 2009. Only purchaten-net services count toward satisfactiornsf purchase commitment. Originating
and terminating access charges paid to local pbomgpanies are passed through to SBC in accordaititefiormula that approximates cost.
Additionally, the SBC Master Services Agreementvpes for the payment of $50 million from SBC ifrtzén performance criteria are met
Level 3 in 2006 and 2007. If Level 3 meets the genfance criteria it is eligible to earn $25 millian2006 and $25 million in 2007.

As specified in the purchase agreement with LeacadfilTel transferred certain excluded assets tachdia and Leucadia assumed
certain excluded liabilities. The excluded assettude all cash and cash equivalents in exces$@ #illion at closing, all marketable
securities, WilTel's headquarters building located ulsa, Oklahoma and certain other miscellanemsets. In addition, WilTel assigned to
Leucadia all of its right to receive cash paymérim SBC totaling $236 million, pursuant to the Mémation, Mutual Release and Settlement
Agreement, dated June 15, 2005, among Leucadid,ehdhd SBC. The excluded liabilities include dIMgilTel's long-term debt obligation
WilTel's obligations under its defined benefit pemsplan, certain other employee related liab#itsd other claims. The agreement required
Leucadia to pay in full all of WilTel's obligationsnder its credit agreement and for Leucadia teasd WilTel from any obligation under the
outstanding mortgage note secured by its headgedmtilding. Level 3 entered into an agreement Wwéhcadia to lease a portion of the
former WilTel headquarters building in Tulsa.

Preliminary Purchase Price Allocatic

Under business combination accounting, the to&limimary purchase price was allocated to WilTeks tangible and identifiable
intangible assets based on their estimated fairegahs of December 23, 2005 as set forth belowpfdianinary allocation of the purchase
price was based upon a preliminary valuation arddbmpany’s estimates and assumptions are subjebange upon the receipt and
management’s review of the final valuation andfthal determination of restructuring costs as dieect below. The primary areas of the
purchase price allocation that are not yet finalizgate to tangible and identifiable intangiblsets, the fair value of deferred revenue, the
value of certain assumed long-term lease and estieiment obligations and restructuring costs.

Tangible and Intangible Long-Lived Assets

In performing the preliminary purchase price allima the Company considered, among other factbesintention for future use
acquired assets, analyses of historical finan@édiopmance and estimates of future performance ibfF&\s products. The fair value of assets
was based, in part, on a preliminary valuation gisirtost and income approach and estimates anchpissns provided by management. The
tangible assets primarily include the real and geaibproperty used to provide communications adéwiservices. In addition, tangible assets
include the fair value of software purchased orefigyed by WilTel. The intangible assets have deabée lives ranging from 2 to 11 years.
Intangible assets primarily include customer relahips and the Vyvx trademark. Management hagglan indefinite life on the Vyvx
trademark and lives ranging from 6 to 11 yearsHercustomer relationships.
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Deferred Revenu

The estimated fair value of deferred revenue inetlith the preliminary purchase price allocation determined based on monthly
amounts billed in advance for which services wdlgrovided to customers in the next month. Levaid3not record deferred revenue for
long-term contracts in which WilTel had alreadya®ed consideration from the customer as Level&dwmt expect to incur any direct and
incremental costs associated with the contracts.

Current and Noncurrent Obligations

The fair value of WilTel's current liabilities watketermined based on the expected cash flows fargketwelve months. Level 3
did not present value the cash flows as it doe®xpéct the present values to be significantlyedéht than the gross cash flows.

The noncurrent obligations assumed in the WilTahsaction have been recorded at their present ualag an appropriate interest
rate. The Company has identified certain WilTellfaes that it does not expect to utilize for tbembined business. The Company has not
completed this analysis and may identify additiomadess facilities for which restructuring liabds may be necessary. The Company has
revalued WilTel's asset retirement obligations gdirvel 3's weighted cost of capital rather thaTf's weighted cost of capital.

Sprint:  On October 1, 2004, the Company acquired theleglale dial Internet access business of Sprintr@amications
Company, L.P. (“Sprint”). Level 3 paid $34 milliam cash to acquire the business, which providesugidnternet access to leading Internet
service providers (“ISPs”) throughout the Unitedt8$ and agreed to provide discounted serviceprint$hat were valued at $5 million,
which was accounted for as part of the purchase ptievel 3 and Sprint entered into a transitianises agreement for the migration of
customers onto the Level 3 network, which LevebBipleted in the third quarter of 2005. During thignation period, until such time as a
customer contract was assumed or assigned, am@aeised for services provided by Sprint were aoted for as a reduction in purchase
price as opposed to revenue. The net amount retpiver to the assumption or assignment of thesdracts totaled $5 million through
December 31, 2005 and therefore reduced the peghas to $29 million. With the completion of tirégration activities, Level 3 recogni:
as revenue, amounts received from all customeractstacquired in this transaction. The resultsparations attributable to the Sprint assets
acquired and liabilities assumed are included éndbinsolidated financial statements from the datssumption or assignment of contracts.

ICG: On April 1, 2004, the Company acquired the wbale dial access customer contracts of ICG Conuations, Inc.
(“ICG"). The Company agreed to pay approximatel$ $3llion in cash to acquire the contracts andtezlaaquipment, which provide dial-up
Internet access to various large customers and lethding ISPs. The terms of the agreement requiexel 3 to pay $25 million at closing
and additional payments of $5 million on both Ju)\2004 and October 1, 2004. The purchase pricesulgigct to post-closing adjustments,
but those adjustments were not material. Level@atéd the traffic from the customer contracts &egufrom ICG onto its own network
infrastructure and the migration was substantiedisnplete by the end of 2004. The results of openatattributable to the ICG assets acqt
and liabilities assumed are included in the codstdid financial statements from the date of actjoiisi

Telverse: Level 3 completed the acquisition of Telversernunications, Inc. (“Telverse”), a provider of bexs IP-based voice
services for enterprises, in July 2003 for appratety $29 million in Level 3 common stock (approzimly 4.2 million shares) and $2 milli
in cash consideration. Telverse’s revenues and
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results of operations are included in the const#diatatements of operations from the date of adopn. The financial results of Telverse
prior to acquisition were immaterial to Level 3. Mayement’s preliminary allocation of the purchasegresulted in the consideration,
including transaction costs, plus assumed liabdittxceeding the fair value of the identifiablegthle assets acquired by approximately

$32 million, which was initially recorded as gootlwrhe Company completed its assessment of tretassquired and liabilities assumed in
the Telverse transaction in the fourth quarter@¥2, which resulted in allocating the purchaseegpciansideration primarily to developed
technology acquired with an insignificant amoumb@dted to customer contracts.

Genuity:  In 2003, Level 3 completed the acquisitionubstantially all of the assets and operations afuiig, a Tier 1 Internet
Protocol (IP) communications company. The totahcamsideration, including transaction costs, wagaximately $144 million including
approximately $60 million in cash consideratiorite Genuity Bankruptcy Estate plus approximately 8illion in cash to reimburse the
estate for payments on assumed capital lease tibligaelated to network operating equipment. Idigah, Level 3 assumed certain of
Genuity’s long term operating agreements. Levaitgémd into certain transactions with Genuity ptaothe acquisition of the assets and
operations of Genuity by Level 3, whereby it reegivash for communications services to be providdide future. As a result of the
acquisition, Level 3 could no longer amortize tthégerred revenue into earnings and accordinglyjaed the purchase price applied to the net
assets acquired in the Genuity transaction by $ildm the amount of the unamortized deferred rexebalance on February 4, 2003. The
preliminary fair value of the assets acquired aaldilities assumed was subsequently adjusted d@2@@ based upon actual settlements
between the Genuity Bankruptcy Estate and Level pést closing adjustments, which reduced thehasge price paid by Level 3 by
$35 million, as well as increased the liabilitissamed by $4 million. This resulted primarily idecrease in the value assigned to property,
plant and equipment and identifiable intangibleetssThe results of operations attributable toGkauity assets acquired and liabilities
assumed are included in the consolidated finasté#éments from the date of acquisition.

The unaudited financial information in the tabléowesummarizes the combined results of operatidriewel 3 and the acquired
businesses, on a pro forma basis, as though thpasuas acquired in 2004 and 2005 have been combimetithe beginning of each of the
periods presented. The pro forma financial inforamais presented for informational purposes onlgt ot indicative of the results of
operations that would have been achieved if thaiaitipns had taken place at the beginning of eddhe periods presented. The pro forma
financial information for all periods presentedaailscludes the preliminary business combinatioroanting effect on historical revenues of
the acquired companies, adjustments to depreciatiacquired property, amortization charges frogquaed intangible assets, restructuring
costs, acquisition and tender offer costs reflegtdtie historical statements of operations foiqus prior to Level 3's acquisition.

Unaudited
Pro Forma
Years ended
December 31,

2005 2004

(dollars in
millions, except
per share data)

Revenue $5,32¢ $5,25¢
Loss from Continuing Operatiol (5449 (36€)
Income from Discontinued Operatio 49 —
Net Loss (495) (36€)
Net Loss per Shai (0.67) (0.4¢)
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Included in the actual results and pro forma finalnaformation for the year ended December 31,228 certain amounts which
affect the comparability of the results, includiiegmination revenue of $133 million, a gain on $laée of (i )Structure of $49 million, a
workforce reduction charge of $15 million, non-casipairment charges of $9 million that primarilsutted from the decision to terminate
projects for certain voice products in the Commatians business.

Included in the actual results and pro forma finalnaformation for the year ended December 31,428 certain amounts which
affect the comparability of the results, includigjns of $197 million as a result of the early egtiishments of certain long-term debt,
$113 million of termination revenue, a gain of appmately $23 million from the sale of Commonwealtlephone Enterprises, Inc.
common stock and lease impairment charges of $libmi

The fair value of the assets acquired and theliligisiassumed in the WilTel transaction are bagssh a preliminary valuation and
are subject to change based on post-closing peghase adjustments and changes to the integrptaonof the combined business. The
estimated fair value of assets acquired and lisdslassumed in the Sprint, ICG, Telverse and Ggmainsactions as of their respective
acquisition dates after reflecting post-closingghaise price adjustments are as follows.

Sprint ICG Telverse Genuity
wilTel
(dollars in millions)
Assets:
Cash and cash equivalel $ 12¢ $ — $— $ — $ —
Accounts receivabl 257 — — — —
Other current asse 18 3 2 — 50
Property, plant and equipment, | 66C — — 1 24€
Identifiable intangible asse 152 31 37 32 107
Other asset 26 — — — 22
Total Asset 1,241 34 39 33 42k
Liabilities:
Accounts payabl 204 — — 2 —
Accrued payrol 29 — — — —
Other current liabilitie: 69 — 4 — 56
Current portion of lon-term debt — — — — 121
Long-term debi — — — — 18¢
Deferred reveni—WilTel/Genuity 41 — — — 6
Deferred reveni—Level 3 2 5 — — (76)
Other liabilities 90 — — — 21
Total Liabilities 431 5 4 2 31€
Purchase Pric $ 81C $ 29 $35 $ 31 $ 10¢

The fair value of the assets acquired and liaeditissumed in the Genuity transaction were detethfinsed on a valuation
completed in May 2003. Subsequently in 2003, L8vethanged the purchase price allocation by inangatsie preliminary fair value of the
MFON assets to be sold to CenturyTel, Inc. (“CeyiTet”) (See Note 3) to $16 million to reflect thetaal proceeds received from
CenturyTel. A corresponding decrease in propetgntand equipment and identifiable intangibles vea®rded in conjunction with this
adjustment.
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During the second quarter of 2003, the Companyedxtie managed hosting portion of the businessyitieed through the Genuity
transaction. The Company sold the hosting custoareisoperations to Computer Sciences CorporatiG8C”). Due to the decision to exit
the managed hosting portion of the business, widchbeen contemplated at the time of acquisittomnet operating results of the business
have not been consolidated in the consolidatedrattt of operations. Level 3 did not realize argcpeds from the sale of the hosting
business to CSC.

The following is the summarized results of operadiof the managed hosting business for the periddé&May 24, 2003 (since
acquisition on February 4, 2003) (dollars in miik).

Revenue $14
Operating Los: QD

(3) Discontinued Operations

On November 30, 2005, Level 3 sold)Structure to Infocrossing, Inc. (“Infocrossingdrfproceeds of $85 million which consisted
of $82 million in cash and $3 million of Infocroaegi, Inc. common stock. The cash purchase pricetigst to post-closing adjustments based
on actual working capital as of the closing davel 3 recognized a $49 million gain on the tratieadn the fourth quarter of 2005.

The following is the summarized results of operagiof the ( )Structure business for the eleven months endeaiber 30, 2005
and the years ended December 31, 2004 and 2003.

2005 2004 2003

(dollars in millions,
except per share data)

Revenue: $64 $75 $ 79
Costs and Expense
Cost of revenu 47 53 58
Depreciation and amortizatic 8 13 14
Selling, general and administrati 9 9 19

Restructuring and impairment char — 5
Total costs and expens 64 75 96

Loss from Operation — — ()]
Gain on Sale of Discontinued Operatic 49 — —
Income (Loss) from Discontinued Operatic $49 $— $ (17
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The following is summarized financial informatiaor the discontinuedi()Structure business as of December 31, 2004:
December 31, 200

(dollars in millions)

Assets
Current Assets
Receivable: $ 4
Other 9
Total Current Asset 13
Property, Plant and Equipment, | 33
Total Assets $ 46

Current Liabilities:
Accounts payabl $ 1
Current portion of lon-term debt
Accrued payroll and employee bene
Deferred revenu
Other

PNAERDN

Total Current Liabilities 22
Deferred Revenu —

Net Assets $ 24

These amounts are reflected in other for the reisgegsset and liability accounts on the consodiddialance sheet as of
December 31, 2004.

On December 31, 2003, Level 3 sold MFON to Centehfdr approximately $16 million. MFON is a regidm@ammunications
system located in the midwestern United Statesrasdacquired by Level 3 as part of the Genuitysaation in February 2003. Level 3
adjusted the value of MFON assets from its origesimated value, pursuant to the one-year “aliongieriod” provisions of SFAS No. 141,
to match the proceeds from this transaction. Aesalt, the Company did not recognize a gain or dosthe disposition of MFON.

The following is the summarized results of operatiof the MFON business for the period ended Deeerdb, 2003 (since
acquisition on February 4, 2003) (dollars in mii&):

200:

Revenue $16
Costs and Expense
Cost of revenus 2
Selling, general and administrati 2
Total costs and expens 4
Income from Operation 12
Loss from Sale of Discontinued Operatic —
Income from Discontinued Operatio $12
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In June 2003, Software Spectrum announced thastexiting the contact services business in omeohcentrate on the software
reseller business. In conjunction with this decisiBoftware Spectrum sold substantially all of¢batact services business to H.I.G. Capital
for approximately $4 million in cash. Software Sjpem recorded a loss within discontinued operatimirspproximately $9 million on the
sale.

The following is the summarized results of operagiof the contact services business for the péni@®03 through June 18, 2003
(dollars in millions):

2007
Revenue $38
Costs and Expense
Cost of revenu 25
Depreciation and amortizatic 1
Selling, general and administrati 10
Total costs and expens 36
Income from Operation 2
Loss from Sale of Discontinued Operatic 9)
Income (Loss) from Discontinued Operatic $(7)

Level 3's management continues to review the Coryigaxisting lines of business and service offesitmg determine how those
lines of business and service offerings assist thighCompany’s focus on delivery of communicatiand information services and meeting
its financial objectives. To the extent that cert@es of business or service offerings are nosatered to be compatible with the delivery of
communications and information services or withagihg financial objectives, Level 3 may exit thdises of business or stop offering those
services.

(4) Termination Revenue

On March 1, 2005, Level 3 entered into an agreemi@ht360networks (USA), Inc. (“360networkst) which both parties agreed
terminate a 20-year IRU agreement. Under the neeeagent, 360networks returned the dark fiber ocafyrprovided by Level 3. Under the
original IRU agreement, signed in 2000, the caskiwed by Level 3 was deferred and amortized temae over the 20-year term of the
agreement. As a result of this transaction, Lewelc®gnized the unamortized deferred revenue afoappately $86 million as non-cash
termination revenue in the first quarter of 2005.

On February 22, 2005, France Telecom Long Dist&its&, LLC (“France Telecom”) and Level 3 finalized agreement to
terminate a dark fiber agreement signed in 200@ddthe terms of the agreement, France Telecormeadithe fiber to Level 3. Under the
original IRU agreement, the cash received by L8wshs deferred and amortized to revenue over theeabterm of the agreement. As a
result of this transaction, Level 3 recognizeduhamortized deferred revenue of approximately $#om as non-cash termination revenue
in the first quarter of 2005.

Level 3 and McLeodUSA Incorporated (“McLeod”) ergtdrinto an agreement on November 1, 2004, wheredyebt returned
certain intercity dark fiber provided by Level 3dar a 1999 agreement and provides discounted reseovices to Level 3 in exchange for
cash and other consideration. Cash received uhder399 agreement was deferred and amortized émuevover the 20-year term of the
agreement. Level 3 had no further service obligatieith respect to the fiber and therefore recagphine $98 million of remaining
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unamortized deferred revenue for the fiber returedon-cash termination revenue in 2004. The Cagnglocated the amounts paid to
McLeod to fiber and prepaid network expenses. Tdiaesof the fiber returned was determined baseth@capital costs that would be
avoided in pulling additional fiber in certain segmis of the Company’s intercity network where fibmrentory would need to be replenished
in the next three years. The prepaid network experas valued based on the amount of discountedonieexpense services the Company
expects to realize through purchases of thesecgmrain McLeod’s network.

In February 2003, Level 3 and XO Communications@Xamended their 1998 IRU agreement. As part of tf88 Ereement, X(
purchased 24 fibers and one empty conduit alonglL&g North American intercity network. The ameddgreement, among other things,
required XO to return six fibers and the empty agntb Level 3. In return, Level 3, 1) reduced #rmual operations and maintenance che
that XO was required to pay under the original agrent, 2) provided XO an option, expiring July 20@7acquire a 20 year IRU for a single
conduit within or along Level 3's intercity netwoakd 3) provided XO an option to purchase up to 25%e fiber installed in the next
conduit within or along each segment of the intgroetwork.

As individual segments were delivered to XO, Le¥eleferred and amortized the revenue attributabled conduit over the term
the original agreement. As a result of the ameradgdement, Level 3 had no further service obligatiith respect to the original conduit,
thus recognized $294 million of communications rewe which was the remaining unamortized defereedmue from the original sale of the
conduit, less the fair values of the operationsraathtenance services, and options to purchasedimeconduit provided by Level 3 under
the amended agreement. The values of the serwicksmions to purchase fiber and conduit were detexd based on the fair value of sim
services and assets.

(5) Restructuring and Impairment Charges

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 empksyé its North American and
European communications business and as a resafinized severance and related charges of appr®tin®&l5 million. As of
December 31, 2005, the Company has satisfiedrtaireng obligations associated with the workforeduction.

During 2005, the Company identified additional conmications facilities that it no longer requireddamould not provide any
future economic benefit to the Company. Also dutimgyear, the Company revised its lease impairraealysis to reflect improvements in
sublease income for communications facilities imggin prior periods. In total, the Company reduite@xpected lease impairment
obligations by $1 million in 2005.

In 2004, the information services business recaghapproximately $2 million of restructuring chasgelated to the ongoing
integration and restructuring of Software Spectammounced in 2003. In total, the information se¥gibusiness paid approximately
$5 million of costs during 2004, including $3 nolti for employee related matters and $2 millioraicilfties related costs associated with the
2003 and 2004 integration and restructuring actiéssof December 31, 2004, the Company had conpléie workforce reductions and paid
the remaining severance and employee related dibligaassociated with the actions announced and.200

The communications business recorded lease impairoharges of $14 million for real property leageblorth America and
Europe in the fourth quarter of 2004. The chargelted from ceasing use of certain leased spaesesigiming of subleases for existing vacant
space at lower than estimated rates, and extemligéngstimated sublease dates for other vacant phiegpdue to current market conditions.
The Company paid approximately $3 million of faods related costs in 2004 for restructuring chamgeorded in 2001.
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In the first quarter of 2003, Level 3 announcedkfarce reductions that affected approximately 1,86{ployees in the
communications business. These actions were ptingresult of the integration of acquired openasidrom the Genuity transaction into
Level 3's operations and the Company matching itofean costs with expected revenues. The Compaayded restructuring charges of
approximately $26 million related to these actidnsng the year ended December 31, 2003. The réngadbligation of $4 million with
respect to this action was paid during 2004.

The information services business recognized ferytar ended December 31, 2003, approximately $llidmrof restructuring
charges related to the ongoing integration anduetsiring of Software Spectrum. These actions &fftapproximately 500 employees and
resulted in the closure of certain facilities. d#d in the $14 million of restructuring chargesrev$4 million of accrued lease termination
costs for facilities it has ceased using.

A summary of the restructuring charges and relatgigity follows:

Severance and Related

Amount .

Number of (in miIIiL:Jns) Facu/l-{ﬁzuRn?late(

Employees (in millions)
Balance December 31, 20 55 $ 3 $ 10
2003 Charge 1,61¢ 36 4
2003 Payment (1,569 (33 4)
Balance December 31, 20 10¢ 6 10
2004 Charge 80 1 15
2004 Payment (18¢9) (7) (6)
Balance December 31, 20 — — 19
2005 Charges(Benefi 472 15 (@D}
2005 Payment 472) (15) (5)
Balance December 31, 20 — $ — $ 13

Lease termination obligations of $13 million argested to be paid over the terms of the impairadds, which extend to 2015, if
the Company is unable to negotiate a buyout ofahses.

Impairments

The Company at least annually, or as events onrtistances change that could affect the recovesabflithe carrying value of its
communications and information services assetgjwts a comprehensive review of the carrying valués communications assets to
determine if the carrying amount of the communa@atissets are recoverable in accordance with SFAIMNI, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (“SFAB. 144"). For purposes of this review, Level pamtely evaluates for impairment its
colocation facilities, certain excess conduits am@ommunications network (including optronicefi, conduits and customer premise
equipment) as these are the lowest levels withraggig identifiable cash flows for grouping of assd he impairment analysis of these assets
are based on long-term revenue growth, gross meaaggid cash flow forecasts of operating results,sates of assets over their estimated
useful lives. The Company concluded that the assets not impaired as of December 31, 2005. Managémill continue to assess the
Company’s assets for impairment as events occas éndustry conditions warrant.
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The Company recognized $9 million of non-cash impant charges in 2005 that primarily resulted fithe decision to terminate
projects for certain voice services and certainrmiation technology projects in the communicatibusiness. These projects have identifii
costs which Level 3 can separately evaluate fomimpent. The costs incurred for these projectduiting capitalized labor, were impaired as
the carrying value of these projects exceeded #stimated fair value. The Company did not inciseagnpairment expenses in 2004 or 2!

(6) Sale of Toll Road Operations

On January 3, 2003, California Private Transpata@€ompany (“CPTC"), a majority-owned subsidiantled Company, sold the
“91 Express Lanes” toll road assets in Orange Goualifornia to the Orange County Transportatiantifority. The Company received net
proceeds from the sale of $46 million and recor@egin of approximately $70 million in Other, netthe consolidated statement of
operations. The Company’s total long-term debt reasiced by approximately $139 million as a restithe sale as the debt incurred to
finance the construction of the toll road had beemsolidated due to the Company’s 65% equity istareCPTC.

(7) Loss Per Share

The Company had a loss from continuing operationsgtfe three years ended December 31, 2005. Ther¢fe dilutive effect of
the approximately 418 million, 171 million and 83lan shares issuable pursuant to the five, fautt three series of convertible notes
outstanding at December 31, 2005, 2004 and 206fectively, have not been included in the compantadif diluted loss per share because
their inclusion would have been axilutive to the computation. In addition, the dilt effect of the approximately 59 million, 49 nolh and
52 million options and warrants outstanding at Delcer 31, 2005, 2004 and 2003, respectively, havéeen included in the computation of
diluted loss per share because their inclusion @vbakve been anti-dilutive to the computation.

The following details the loss per share calcufaifor the Level 3 common stock (dollars in milli@xcept per share data):

Year Ended
2005 2004 2003
Loss from Continuing Operatiol $ (687) $ (45%) $ (709
Income (Loss) from Discontinued Operations (20@3udes gain on
sale) 49 — (12
Cumulative Effect of Change in Accounting Princi — — 5
Net Loss $ (639 $ (459 $ (71))
Total Number of Weighted Average Shares Outstandgggl to
Compute Basic and Diluted Earnings Per Share (ingands 699,58¢ 683,84¢ 565,93:
Earnings (Loss) Per Share of Level 3 Common StBelsi¢ and
Diluted):
Loss from Continuing Operatiol $ (0.99) $ (0.69) $ (1.29)
Income (Loss) from Discontinued Operatic 0.07 — (0.02)
Cumulative Effect of Change in Accounting Princi — — 0.01
Net Loss $ (0.9) $ (0.69) $ (1.2¢
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(8) Disclosures about Fair Value of Financial Instaments
The following methods and assumptions were usektermine classification and fair values of finahanstruments:
Cash and Cash Equivalents

Cash equivalents generally consist of funds inwkesténighly liquid instruments purchased with aigoral maturity of three months
or less. The securities are stated at cost, wipphoximates fair value.

Marketable and Restricted Securities

At December 31, 2005, marketable securities con$istS. Treasury securities and the Infocrossheyes received in the |
Structure transaction. For most of 2005, the Compuduaracterized the Treasury securities as heddatirity. As a result of the acquisition of
WilTel and expected cash flow requirements in 2@H66,Company designated certain Treasury secuatievailable for sale in the fourth
quarter of 2005. These securities total $173 mmland are reflected as current assets on the édatgal balance sheet at December 31, 2005.
At December 31, 2004, marketable securities cabishtirely of U.S. Treasury securities that wdraracterized as held to maturity.
Restricted securities consist primarily of caskestments that serve to collateralize outstandittgrieof credit and certain performance and
operating obligations of the Company. The coshefdecurities used in computing unrealized andzezhbains and losses is determined by
specific identification. Fair values are estimabeded on quoted market prices for the securities.riet unrealized holding gains and losses
for marketable securities classified as availabtestle are included in accumulated other compahemncome (loss) within stockholders’
equity (deficit). Securities characterized as Helthaturity are stated at cost. The unrealizedihgldains and losses for securities
characterized as held to maturity are not reflest@tie consolidated financial statements.

At December 31, 2005 and 2004 the unrealized hgldains and losses on the marketable securities agefollows:

Fair
Unrealized Unrealized
Holding Holding Value
Cost Gains Losses
(dollars in millions)
2005
Marketable Securitie:
U.S. Treasury securiti—Current $172 $ — $ — $172
Equity Securitie—Current 3 — — 3
U.S. Treasury securit—Noncurrent 234 — () 232
$41C $ = $ 2 $40¢
2004
Marketable Securitie:
U.S. Treasury securiti—Current $22E $ — $ — $22&
U.S. Treasury securit—Noncurrent 114 — Q) 11z
$33¢ $ — $ 2) $33¢
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Scheduled maturities of marketable debt secutlitedd at December 31, 2005 are as follows:
2006—%$173 million; 2007—%$234 million.

The Company recognized $2 million of realized lssisem the sale of marketable debt securities BB2@hich are reflected in
Other, net on the consolidated statement of oeraitiThe Company recognized $32 million of realigaths from the sale of marketable
equity securities in 2004, which are reflected théD, net on the consolidated statement of operstibhe Company did not recognize any
realized gains and losses on sales of marketahbigyesgcurities in 2003.

Maturities for the restricted securities have netib presented, as the types of securities are edlsb or money market mutual
funds that do not have a single maturity date.

Long-Term Debt

The fair value of long-term debt was estimated gisie December 31, 2005 and 2004 average of thernicask price for the
publicly traded debt instruments. The CBRE Comnatidiortgage was not traded in an organized pub&amer. The fair value of this
instrument is assumed to approximate the carryadgevat December 31, 2005 as it was secured bylyimdpassets. The 9% Convertible
Senior Discount Notes due 2013 included within Logign Debt are not traded in an organized publiomea. The fair value of these notes
was calculated using a convertible model, whictsuike Black-Scholes valuation model to value thaétggortion of the security and bond
math to value the debt portion of the securityrigsharket yields on other Level 3 traded debt). To#% Convertible Senior Notes due 2011
included within Long-term Debt are not traded inoaganized public manner. Level 3 has obtained kkebaalue from a third party.

The carrying amount and estimated fair values @fL8's financial instruments are as follows:

2005 2004

Carrying Carrying
Fair Fair
Amount Value Amount Value

(dollars in millions)

Cash and Cash Equivalel $ 45z $ 452 $ 44: $ 44:
Marketable Securiti—Current 17¢€ 17¢ 22t 22t
Marketable Securiti—Noncurrent 234 232 114 113
Restricted Securiti—Current 33 33 48 48
Restricted Securiti—Noncurrent 72 72 67 67
Investments (Note 1: 15 15 5 5
Long-term Debt, including current portion (Note ! 6,02: 5,26¢€ 5,21( 4,44¢
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(9) Receivables

Receivables at December 31, 2005 and 2004 wedlaw$:

Information

Communications Coal
Services Total
(dollars in millions)

2005
Accounts Receivable

Services and Software Sa $ 40C $ 444 $9 $853
Allowance for Doubtful Account ()] (6) — (23
Total $ 382 $ 43€ $9 $83C
2004
Accounts Receivabl¢

Services and Software Sa $ 13¢€ $ 414 $12 $564
Allowance for Doubtful Account ()] (6) — (23
Total $ 121 $ 40€ $12 $541

The Company recognized bad debt expense in sefamggral and administrative expenses of less thanifion, $3 million and
$7 million in 2005, 2004 and 2003, respectivelyvéle3 received $2 million, $2 million and $4 milti@f proceeds for amounts previously
deemed uncollectible in 2005, 2004 and 2003, reésmie. The Company reduced accounts receivableadindiance for doubtful accounts by
approximately $1 million, $8 million, and $8 miltian 2005, 2004 and 2003, respectively, for theewif of previously reserved amounts the
Company deemed as uncollectible.

(10) Other

At December 31, 2005 and 2004 other current assessted of the following:

2005 2004
(dollars in
millions)

Deferred Cost $8 $66

Prepaid Asset 61 34

Debt Issuance Costs, r 16 16

Current Assets of Discontinued Operatit — 13

Other 23 16

$18€  $14t

Deferred costs include deferred software and a#lated costs attributable to the information sssibusiness and are related to
future revenues.

Prepaid assets include insurance, software mainéenaent and right of way costs. The increasebbas attributable to the
acquisition of WilTel.
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(11) Property, Plant and Equipment, net

Costs associated directly with expansions and irgareents to the communications network and custamséallations, including
employee related costs, have been capitalizedCbinepany generally capitalizes costs associatednveitivork construction, provisioning of
services and software development. Capitalizedrlabhd related costs associated with employees @muact labor working on capital
projects were approximately $51 million, $66 mitliand $61 million for the years ended Decembef805, 2004 and 2003, respectively.
Included in capitalized labor and related costs $&sillion, $2 million and $4 million of capitakxl non-cash compensation costs related to
options and warrants granted to employees for daesyended December 31, 2005, 2004 and 2003, teshec

The Company continues to develop business supystdras required for its business. The externattivests of software,
materials and services, and payroll and payrdditeel expenses for employees directly associatduthgt project incurred when developing
the business support systems are capitalized aheled in the capitalized costs above. Upon conupleif a project, the total cost of the
business support system is amortized over an astieseful life of three years.

The Company reviews its capitalized projects adtleaanually or when events and circumstances itelibat the assets may be
impaired. When previously capitalized software depment costs are considered to be impaired, thegaay calculates and recognizes an
impairment loss in accordance with SFAS No. 144;¢dunting for the Impairment or Disposal of Long+kd Assets.”

Level 3 has been able to finalize negotiations@aiins on several of its large multi-year netwookistruction projects. As a result,
the Company was able to release approximately $Hmi$8 million and $28 million of capital expeitgre accruals for the years ended
December 31, 2005, 2004 and 2003, respectively htmh previously been reported as property, pladtegjuipment. In the ordinary course of
business, as construction projects come to a dles&Company reviews the final amounts due anteseainy outstanding amounts related to
these contracts, which can result in changes imatgd costs of the construction projects.

Included in Land and Mineral Properties are minpraperties related to the coal business with &lwasis of approximately
$5 million for each of the years ended Decembe2B05 and 2004. The remaining Land and Mineral &ntigs balance of approximately
$205 million and $182 million for the years endeecBmber 31, 2005 and 2004, respectively, represemed assets of the communications
and information services businesses, including lemfovements. The coal mineral properties inclad®ed and leased assets. The various
coal lease agreements require minimum lease pagraadtprovide for royalty or overriding royalty pagnts based on the tons of coal mined
or sold from the properties. Depletion on the mah@roperties is provided on a units-of-extracti@sis determined in relation to coal
committed under sales contracts.
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Capitalized business support systems and netwarktaation costs that have not been placed in@sehave been classified as
construction-in-progress within property, plant aggiipment below.

At December 31, 2005 and 2004, property, planteapndpment were as follows:
Accumulated

Depreciation

Book
Cost Value
(dollars in millions)
December 31, 2005
Land and Mineral Propertie $ 21C $ (26) $ 184
Facility and Leasehold Improvemen
Communication 1,532 (35%) 1,177
Information Service: 3 @ 2
Coal Mining 15z (149 4
Network Infrastructurt 4,70¢ (1,139 3,567
Operating Equipmen
Communication 2,15¢ (1,516 64C
Information Service: 13 (7 6
Coal Mining 69 (62 7
Furniture, Fixtures and Office Equipme 11¢€ (10%) 13
Other 22 (29 3
Constructior-in-Progres: 35 — 35

$9,016 $ (3,37  $5,63¢

December 31, 200:

Land and Mineral Propertie $ 187 $ (18) $ 16¢
Facility and Leasehold Improvemen

Communication: 1,38¢ (281) 1,107

Information Service: 2 — 2

Coal Mining 14¢ (14%) 4
Network Infrastructurt 4,37¢ (86¢) 3,511
Operating Equipmen

Communication 1,84: (1,349 494

Information Service: 12 (6) 6

Coal Mining 74 (68) 6
Furniture, Fixtures and Office Equipme 111 (90 21
Other 24 (14) 10
Constructior-in-Progres: 45 — 45

$821¢ $ (2,83)  $537F

The value of WilTel’s property, plant and equipmenbased on a preliminary valuation.
Depreciation expense was $587 million in 2005, $&dlfon in 2004 and $752 million in 2003.
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(12) Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at December2BD5 and 2004 were as follows (dollars in millipns

Other

Goodwill Intangibles
December 31, 200!
360networks $ — $ 4
Sprint — 16
ICG — 4
Telverse — 16
Genuity — 30
WilTel — 151
McLeod 40 —
Software Spectrum (including Corpsc 194 48
XCOM 30 —

$ 264 $ 26¢
December 31, 200.
Sprint $ — $ 28
ICG — 23
Telverse — 23
Genuity — 55
McLeod 41 —
Software Spectrum (including Corpsc 202 55
XCOM 30 —

$ 27: $ 184

The Company segregates identifiable intangibletags®uired in a business combination from goodilaccordance with SFAS
No. 142, Goodwill is no longer amortized and theyiag amount of the goodwill must be evaluatetkast annually for impairment using
fair value based test. An assessment of the cgrmatue of the goodwill attributable to communioat and information services businesses
indicated that the assets were not impaired asectbber 31, 2005.

On December 23, 2005, Level 3 completed the adounisof WilTel. A preliminary valuation of the agseacquired indicated a val
of $152 million for intangible assets. The intarigibssets primarily include customer relationslaipd the Vyvx trademark. The preliminary
valuation has placed an indefinite life on the Vyrademark and lives ranging from 6 to 11 yeardliercustomer relationships.

During the first quarter of 2005, Level 3 purchasetlistomer contract from 360networks for cashfahae services valued at
$4 million. The total purchase price was recordedraintangible asset and will be amortized overémaining four-year term of the
customer contract.

During 2005, the Company reduced its goodwill ligtal of $9 million. In 2005, the Company determdrtbat $8 million of incom
tax obligations recorded in the original purchasegpallocation for the 2002 acquisitions of CorfiSmc. and Software Spectrum, Inc. were
no longer required and as a result, reduced thdwii@ttributable to the acquisitions by $8 mitian 2005. In the third quarter of 2005, the
Company determined that the remaining costs acdaratie integration of the McLeod business werdamger required and, as a result,
reduced the goodwill attributable to the McLeodhsaction by $1 million.
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In October 2004, Level 3 acquired the wholesaléldiarnet access business of Sprint. As part efthrchase price allocation,
Level 3 valued the customer relationships and eatgrat $31 million and is amortizing this assetran estimated life of three years.

In April 2004, Level 3 purchased managed modemractd and related equipment from ICG. As part efgibrchase price
allocation, Level 3 valued the customer relatiopstand contracts at $37 million and is amortizing &isset over a period equal to the term of
the primary customer contract acquired of two years

At December 31, 2005 and 2004, the Company had$Bon of goodwill attributable to the acquisitiaf XCOM in 1998.

At December 31, 2005 and 2004 identifiable intalegédssets were as follows (dollars in millions):

Accumulated

Book
Amortization Value
Cost
December 31, 200!
Customer Contract:
Sprint $ 31 $ (15 $ 16
ICG 37 (33) 4
Genuity 28 a7 11
McLeod 49 (49 —
Customer Relationship
Genuity 79 (60) 19
Software Spectrum (including CorpSc 75 27) 48
360networks 4 — 4
WilTel 12C Q) 11¢
Trademarks
WilTel 32 — 32
Technology:
Telverse, 31 (15) 16
$48€ $ (217) $26¢
Accumulated
Book
Amortization Value
Cost
December 31, 2004
Customer Contract:
Sprint $ 31 $ (3) $ 28
ICG 37 (14) 23
Genuity. 28 (12) 17
McLeod 49 (49 —
Customer Relationship
Genuity 79 (471) 38
Software Spectrum (including CorpSc 75 (20 55
Technology:
Telverse. 32 9 23
$331 $ 247 $184
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Intangible asset amortization expense was $70anjl65 million and $61 million for the years end@ecember 31, 2005, 2004
and 2003, respectively.

The amortization expense related to intangibletagsgrently recorded on the Company’s books fehe# the five succeeding
years is estimated to be the following for the gearded December 31: 2(—$70 million; 2007—%$42 million; 2008—$28 million0P9—
$24 million and 2010 and thereafter—$73 million.

(13) Other Assets, net
At December 31, 2005 and 2004 other assets codsisthe following:

2005 2004

(dollars in

millions)
Debt Issuance Costs, r $54 $67
Investment: 15 5
Deposits 25 1
Noncurrent Assets of Discontinued Operati — 33
Other 29 23

$128  $12¢

At the beginning of 2004, the Company held an gquitsition in Commonwealth Telephone Enterprises,, lan incumbent local
exchange carrier operating in various rural Pervasyh markets, and CTSI, Inc. a competitive loes@hange carrier. In January 2004, the
Company sold its remaining investment in CommontheBélephone for $41 million in cash, resultingaigain of approximately $23 millio

In 2005, the Company invested $10 million in Infm&orporation, a privatelgeld communications equipment company. Level
accounting for this investment using the cost meétho

Included in the assets acquired in the WilTel teation were long term deposits primarily with iresuce carriers and financial
institutions.
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(14) Long-Term Debt
At December 31, 2005 and 2004, long-term debt wdslbows:

2005 2004
(dollars in
millions)
Senior Secured Term Loan (11.42% due 2( $ 73C $ 73C
Senior Notes (11.0% due 20( 13z 132
Senior Notes (9.125% due 20( 954 954
Senior Discount Notes (10.5% due 20 144 144
Senior Euro Notes (10.75% due 20 58 68
Convertible Senior Notes (2.875% due 20 374 374
Senior Discount Notes (12.875% due 20 48¢ 47E
Senior Euro Notes (11.25% due 20 12: 14z
Senior Notes (11.25% due 20! 96 96
Senior Notes (10.75% due 20! 50C 50C
Convertible Senior Notes (10.0% due 20 88C —
Convertible Senior Notes (5.25% due 20 34E 34k
Convertible Senior Discount Notes (9.0% due 2( 252 23C
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
Commercial Mortgage:
CRBE (6.86% due 201! 70 —
GMAC — 117
Capital leases assumed in Genuity transar — 24
Other — 3
6,02: 5,21(
Less current portio — (143

$6,02:  $5,067

Debt Exchanges and Repurchas

In the fourth quarter of 2004, Level 3 used the3i#illion of net proceeds from the issuance of$leaior Secured Term Loan due
in 2011 described below and $272 million from theuiance of the 5.25% Senior Convertible Notes 6dé Bescribed below to purchase
portions of its 9.125% Senior Notes due 2008, 1E1i@& Notes due 2008, 10.5% Senior Discount NotesaD08 and 10.75% Senior Euro
Notes due 2008. The Company purchased portiorteedduitstanding notes at prices ranging from 83qmtrim 89 percent of the purchas
principal balances. The net gain on the early gxtishment of the debt, including transaction cagtalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothiese transactions.

Debt Instruments
At December 31, 2005, Level 3 was in compliancdtlie covenants on all outstanding debt issuances.
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Senior Secured Term Loan due 2011

On December 1, 2004, Level 3 Communications, B guarantor, Level 3 Financing, Inc. (“Level 3dining”), a wholly- owned
subsidiary of the Company, as borrower, Merrill tigrCapital Corporation, as administrative agent@oitateral agent, and certain lenders
entered into a credit agreement (“Credit Agreemgmiitsuant to which the lenders extended a $73llomienior secured term loan (“Senior
Secured Term Loan”) to Level 3 Financing. The téman matures in 2011 and has a current interesiofahe London Interbank Offering
Rate (“LIBOR”) plus an applicable margin of 700 basis points.ragton the note accrues at the three month LIB@Rspayable in cash «
March 1, June 1, September 1 and December 1 ofyesehin arrears, beginning March 1, 2005. Therast rate was 11.42% at
December 31, 2005 and was determined at the conemeamt of the interest period beginning Decemb2005.

Level 3 Financing's obligations under this termri@ae, subject to certain exceptions, secured figineassets of the Company; and
certain of the Company’s material domestic subsieahat are engaged in the telecommunicationséss. The Company and these
subsidiaries have also guaranteed the obligatibhswel 3 Financing under the Senior Secured Teaarl Level 3 Communications, LLC
and its material domestic subsidiaries have guaeahéand have pledged certain of their assets toestire obligations under the Senior
Secured Term Loan. Certain of the initial subsigdigmarantors have been released from their pleddegyaarantee obligations under the
Senior Secured Term Loan.

The Credit Agreement includes certain negative namés which restrict the ability of the Companyyé&k3 Financing and any
restricted subsidiary to engage in certain acésitiThe Credit Agreement also contains certaintewardefault. It does not require the
Company or Level 3 Financing to maintain specifi@hcial ratios.

Level 3 used the net proceeds of $713 million rafensaction costs, to fund purchases of its ijstebt securities.

Debt issuance costs of $17 million were originakyitalized and are being amortized to intereseagp over the term of the Senior
Secured Term Loan. After amortization, debt isseaststs were $15 million at December 31, 2005.

11% Senior Notes due 2008

In February 2000, Level 3 Communications, Inc. ineeg $779 million of net proceeds, after transattiosts, from a private
offering of $800 million aggregate principal amouwiiits 11% Senior Notes due 2008 (“11% Senior E9)téAs of December 31, 2005, a tc
of $668 million aggregate principal amount of tH&d Senior Notes had been repurchased. Interesieomotes accrues at 11% per year ai
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T1% Senior Notes are senior,
unsecured obligations of Level 3 Communications,,Irankingpari passuwith all existing and future senior debt. The 11&hni®r Notes
cannot be prepaid by Level 3 Communications, laed mature on March 15, 2008. The 11% Senior Nmiatin certain covenants, which
among other things, limit additional indebtednekgidend payments, certain investments and tramsectvith affiliates.

Debt issuance costs of $21 million were originakyitalized and are being amortized to intereseagp over the term of the 11%
Senior Notes. As a result of amortization and deptirchases, the capitalized debt issuance coststiegen reduced to $1 million at
December 31, 2005.
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9.125% Senior Notes due 2008

In April 1998, Level 3 Communications, Inc. receiv&1.94 billion of net proceeds from an offeringb@fbillion aggregate princip
amount 9.125% Senior Notes Due 2008 (“9.125% Sdwates”). As of December 31, 2005, a total of $6.04lion aggregate principal
amount of the 9.125% Senior Notes had been repsechanterest on the notes accrues at 9.125% pelayel is payable on May 1 and
November 1 each year in ca:

The 9.125% Senior Notes are subject to redemptitimeaoption of Level 3 Communications, Inc., inoddor in part, at any time
from time to time on or after May 1, 2003, plusraex and unpaid interest thereon to the redemplgd®, if redeemed during the twelve
months beginning May 1, of the years indicated Welo

Redemption Price

Year
2005 101.52%
2006 and thereaftt 100.00(%

The 9.125% Senior Notes are senior, unsecuredatidits of Level 3 Communications, Inc., rankayi passuwith all existing
and future senior unsecured indebtedness of thep@oyn The notes contain certain covenants, whiobngnother things, limit consolidated
debt, dividend payments, and transactions withiaffis. Level 3 Communications, Inc. used the met@eds of the note offering in
connection with the implementation of its businglss.

Debt issuance costs of $65 million were originaiyitalized and are being amortized to intereseesp over the term of the
9.125% Senior Notes. As a result of amortizatioth debt repurchases, the capitalized debt issuarste bave been reduced to $7 million at
December 31, 2005.

10.5% Senior Discount Notes due 2008

In December 1998, Level 3 Communications, Inc. $&84 million aggregate principal amount at mayuoit 10.5% Senior
Discount Notes Due 2008 (“10.5% Senior Discountdst)t The sales proceeds of $500 million, excludiebt issuance costs, were recorded
as long-term debt. As of December 31, 2005, a tdtd8690 million aggregate principal amount of #ife5% Senior Discount Notes had been
repurchased. Interest on the 10.5% Senior Disddotes accreted at a rate of 10.5% per annum, conggalisemiannually, to an aggregate
principal amount of $834 million ($144 million afteepurchases) at December 1, 2003. Commencingniieel, 2003, interest on the 10.
Senior Discount Notes accrued at the rate of 1Bf@nnum and is payable in cash semiannuallyréaes.

The 10.5% Senior Discount Notes are subject tomgdien at the option of Level 3 Communications,.Jme whole or in part, at
any time or from time to time at the following redlgtion prices (expressed as percentages of acorakee]) plus accrued and unpaid interest
thereon to the redemption date, if redeemed duhiagwelve months beginning December 1, of theg/gaficated below:

Redemption Price

Year
2005 101.7%%
2006 and thereaftt 100.0%

These notes are senior unsecured obligations @&ll32Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatiows,The 10.5% Senior

F-77



Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Discount Notes contain certain covenants which,regrather things, restrict or limit the Company’slioto incur additional debt, make
certain restricted payments, pay dividends, entersale and leaseback transactions, enter imiedcdions with affiliates, and sell assets or
merge with another company.

Debt issuance costs of $14 million were originaiyitalized and are being amortized over the tdrthex10.5% Senior Discount
Notes. As a result of amortization and debt repasel, the capitalized debt issuance costs haverbagaced to $1 million at December .
2005.

10.75% Senior Euro Notes due 2008

In February 2000, Level 3 Communications, Inc. nees €488 million ($478 million when issued) of mebceeds, after debt
issuance costs, from an offering of €500 millioiy@gate principal amount 10.75% Senior Euro Notes2008 (“10.75% Senior Euro
Note¢"). As of December 31, 2005, a total of €450 milliaggregate principal amount of the 10.75% Seniwo Botes had been repurchased.
Interest on the notes accrues at 10.75% per yehisgrayable in Euros semi-annually in arrears @mdid 15 and September 15 each year
beginning on September 15, 2000. The 10.75% Sé&niar Notes are not redeemable by Level 3 Commuaitstinc. prior to maturity. Debt
issuance costs ofl2 million were originally capitalized and are bgp@mortized over the term of the 10.75% Senior Botes. As a result ¢
amortization and debt repurchases, the net camthliebt issuance costs have been reduced tdvées€1 million at December 31, 2005.

The 10.75% Senior Euro Notes are senior, unseabiightions of the Company, rankipagri passuwith all existing and future
senior debt. The 10.75% Senior Euro Notes contitainn covenants, which among other things, lirddiaonal indebtedness, dividend
payments, certain investments and transactionsaffitfates.

The issuance of the €500 million 10.75% Senior Blotes has been designated as, and is effectianas;onomic hedge against
the investment in certain of the Company’s foresghsidiaries. Therefore, foreign currency gainslasges resulting from the translation of
the debt have been recorded in other comprehemsivene (loss) to the extent of translation gainkeses on such investment. The 10.75%
Senior Euro Notes were valued, based on curretitagge rates, at $59 million in the Company’s cadatéd financial statements at
December 31, 2005. The difference between the iogrmalue at December 31, 2005 and the value ahis=®, after repurchases, is recorded
in other comprehensive income.

2.875% Convertible Senior Notes due 2010

In July 2003, the Company completed the offerin§®74 million aggregate principal amount of its7A% Convertible Senior
Notes due 201(“2.875% Convertible Senior Notes”) in an underveritipublic offering pursuant to the Company’s shagfistration
statement. Interest on the notes accrues at 2.§&8%ear and is payable semi-annually in arreacag on January 15 and July 15,
beginning January 15, 2004. The 2.875% ConverSleleior Notes are senior, unsecured obligationsegéL3 Communications, Inc., ranking
pari passwwith all existing and future senior unsecured débe 2.875% Convertible Senior Notes contain certaivenants, which among
other things, limit additional liens on assetsha Company.

The 2.875% Convertible Senior Notes are convertitite shares of the Company’s common stock at &ex@ion rate of $7.18 per
share, subject to certain adjustments. On or aftlsr 15, 2007, Level 3, at its option, may redeenchsh all or a portion of the notes. Level 3
may exercise this option only if the current manete for the Level 3 common stock for at leastr2@ing days within any 30 consecutive
trading day period
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exceeds prices ranging from 170% of the convensia@e on July 15, 2007 decreasing to 150% of theversion price on or after July 15,
2009. Level 3 would also be obligated to pay thielérs of the redeemed notes a cash amount eqtled fresent value of all remaining
scheduled interest payments.

Level 3 used the net proceeds of $361 million rafensaction costs, for working capital, capitgbenditures and other general
corporate purposes, including new product develapnuebt repurchases and acquisitions.

Debt issuance costs of $13 million were originaiyitalized and are being amortized to intereseesp over the term of the
2.875% Convertible Senior Notes. As a result of dizetion, the capitalized debt issuance costs aen reduced to $8 million at
December 31, 2005.

12.875% Senior Discount Notes due 2010

In February 2000, Level 3 Communications, Inc. sold private offering $675 million aggregate pipad amount at maturity of its
12.875% Senior Discount Notes due 2010 (“12.875%dBéiscount Notes”). The sale proceeds of $36llianj excluding debt issuance
costs, were recorded as long-term debt. As of Deeerdl, 2005, a total of $187 million aggregata@pal amount of the 12.875% Senior
Discount Notes had been repurchased, leaving $48maggregate principal amount outstanding. lest on the 12.875% Senior Discount
Notes accreted at a rate of 12.875% per year, congeml sen-annually, to an aggregate principal amount of $#d8on on March 15, 200!
Cash interest did not accrue on the 12.875% S@&igmount Notes prior to March 15, 2005. Commenditagch 15, 2005, interest on the
12.875% Senior Discount Notes accrues at the fat2.875% per year and is payable in cash semidahynia arrears. For the period ended
March 15, 2005, $13 million of accretion was adtedutstanding debt balance to arrive at the faceumt of the 12.875% Senior Discount
Notes. The $13 million of accretion was recordethterest expense during 20(

The 12.875% Senior Discount Notes are subjectdemgption at the option of Level 3 Communicatioms, |in whole or in part, at
any time or from time to time on or after March 2805. Level 3 Communications, Inc. may redeemlth875% Senior Discount Notes at
the redemption prices set forth below, plus inteiéany, to the redemption date. The followingcps are for 12.875% Senior Discount N¢
redeemed during the 12-month period commencing arcM15 of the years set forth below and are esprkas percentages of principal
amount.

Redemption Price

Year

2005 106.43%%
2006 104.29:%
2007 102.14©%
2008 and thereaftt 100.00(%

The 12.875% Senior Discount Notes are senior, wnmsedmbligations of the Company, rankipari passuwith all existing and
future senior debt. The 12.875% Senior DiscouneB@bntain certain covenants, which among otheg#hilimit additional indebtedness,
dividend payments, certain investments and traisactvith affiliates.

Debt issuance costs of $9 million were originaliyitalized and are being amortized to interest egp®ver the term of the
12.875% Senior Discount Notes. As a result of airatibn and debt repurchases, the capitalized idsbance costs have been reduced to
$3 million at December 31, 2005.
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11.25% Senior Euro Notes due 2010

In February 2000, Level 3 Communications, Inc. nesd €293 million ($285 million when issued) of pebceeds, after debt
issuance costs, from an offering of €300 milliog@gyate principal amount 11.25% Senior Euro Notes2010 (“11.25% Senior Euro
Note¢"). As of December 31, 2005, a total of €196 miiliaggregate principal amount of the 11.25% Seniwo Botes had been repurchased.

Interest on the notes accrues at 11.25% per yehisgrayable semi-annually in arrears in Euros @mndid 15 and September 15 each year
beginning September 15, 2000.

The 11.25% Senior Euro Notes are subject to redempt the option of Level 3 Communications, Inig.whole or in part, at any
time or from time to time on or after March 15, 800he 11.25% Senior Euro Notes may be redeemie aeédemption prices set forth
below, plus accrued and unpaid interest, if anyhéredemption date. The following prices arelfb25% Senior Euro Notes redeemed
during the 12-month period commencing on March fithe years set forth below, and are expresse@m@eptages of principal amount.

Redemption Price

Year

2005 105.62%
2006 103.75(%
2007 101.87'%
2008 and thereaftt 100.00(%

Debt issuance costs of fnillion were originally capitalized and are bemgortized over the term of the 11.25% Senior Blwtes
As a result of amortization and debt repurchasescapitalized debt issuance costs have been du&d million at December 31, 2005.
The 11.25% Senior Euro Notes are senior, unseabiightions of the Company, rankipagri passuwith all existing and future senior debt.

The 11.25% Senior Euro Notes contain certain cavispavhich among other things, limit additional éhdedness, dividend payments, certain
investments and transactions with affiliates.

The issuance of the €300 million 11.25% Senior BENotes has been designated as, and is effectiaasonomic hedge against
the investment in certain of the Company’s foresghsidiaries. Therefore, foreign currency gainslasses resulting from the translation of
the debt have been recorded in other comprehemgivene (loss) to the extent of translation gainkeses on such net investment. The
11.25% Senior Euro Notes were valued, based oemtexchange rates, at $123 million in the Compafigancial statements at

December 31, 2005. The difference between the icgrmalue at December 31, 2005 and the value aaigs, after repurchases, is recorded
in other comprehensive income.

11.25% Senior Notes due 2010

In February 2000, Level 3 Communications, Inc. inesg $243 million of net proceeds, after transattiosts, from a private
offering of $250 million aggregate principal amowfits 11.25% Senior Notes due 2010 (“11.25% SeNmtes”). As of December 31, 2005,
a total of $154 million aggregate principal amoahthe 11.25% Senior Notes had been repurchaststeft on the notes accrues at
11.25% per year and is payable semi-annually imaasron March 15 and September 15 in cash begii@@ptember 15, 2000.

F-80



Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
The 11.25% Senior Notes are subject to redemptitimeaoption of Level 3 Communications, Inc., inodor in part, at any time
from time to time on or after March 15, 2005. Le8eCommunications, Inc. may redeem the 11.25% $&iotes at the redemption prices set

forth below, plus accrued and unpaid interestnyf,do the redemption date. The following prices far 11.25% Senior Notes redeemed
during the 12-month period commencing on March flthe years set forth below:

Redemption Price

Year

2005 105.62'%
2006 103.75%
2007 101.87'%
2008 and thereaftt 100.00%

The 11.25% Senior Notes are senior, unsecuredatiaits of the Company, rankimpgri passwwith all existing and future senior
debt. The 11.25% Senior Notes contain certain cavesnwhich among other things, limit additionalébtedness, dividend payments, certain
investments and transactions with affiliates.

Debt issuance costs of $7 million were originalyitalized and are being amortized to interest esp®ver the term of the 11.25%
Senior Notes. As a result of amortization and deptirchases, the capitalized debt issuance coststiegen reduced to $1 million at
December 31, 2005.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing received $48fioni of net proceeds from a private placement rirfig of $500 million
aggregate principal amount of its 10.75% SenioreNalue 2011 (“10.75% Senior Notes”). Interest @entbites accrues at 10.75% per year
and is payable on April 15 and October 15 each yeeash. These notes are guaranteed by Level 31@mications, LLC and Level 3
Communications, Inc. (See Note 21).

The 10.75% Senior Notes are subject to redemptitimeaoption of Level 3 Financing, in whole or iarp at any time or from time
to time on or after October 15, 2007, plus accrared unpaid interest thereon to the redemption dfategeemed during the twelve months
beginning October 15, of the years indicated below:

Redemption Price

Year

2007 105.37'%
2008 102.68%
2009 and thereaftt 100.00(%

The 10.75% Senior Notes are senior, unsecuredathits of Level 3 Financing, rankimgri passuwith all existing and future
senior unsecured indebtedness of Level 3 Finan@ing.notes contain certain covenants, which amdimer ¢hings, limit consolidated debt,
dividend payments, and transactions with affiliaése net proceeds of the offering were used taygmounts outstanding under a senior
secured credit facility.

Debt issuance costs of $14 million were originaliyitalized and are being amortized to intereseesp over the term of the
10.75% Senior Notes. As a result of amortizatibe,dapitalized debt issuance costs have been rkda&i0 million at December 31, 2005.

F-81



Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Inc. recel&877 million of net proceeds, after giving effexbffering expenses, from an
offering of $880 million aggregate principal amouwiiits 10% Convertible Senior Notes due 2011 (“10%txvertible Senior Notes”) to
institutional investors. Interest on the notes aesrat 10% per year and will be payable senmually on May 1 and November 1 beginning
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Lev@®munications, Inc., rankir
pari passiwith all existing and future unsecured unsuboraidatebt of Level 3 Communications, Inc. The 10%\@otible Senior Notes
contain certain covenants which limit additionahlé on assets of the Company.

The 10% Convertible Senior Notes will be convediby holders at any time after January 1, 2003doner if certain corporate
events occur) into shares of Level 3 common stoekanversion price of $3.60 per share (subjeetfastment in certain events). This is
equivalent to a conversion rate of approximately.27 shares per $1,000 principal amount of noteadtlition, holders of the 10%
Convertible Senior Notes will have the right touigq the Company to repurchase the notes upondturience of a change in control, as
defined, at a price of 100% of the principal amoofrthe notes plus accrued interest and a makeengreimium.

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

Redemption Price

Year
2009 103.33(%
2010 and thereaftt 101.67%

Debt issuance costs of $3 million were originaliyitalized and are being amortized to interest egp®ver the term of the 10%
Convertible Senior Notes. As a result of amortmatithe capitalized debt issuance costs have leelrced to $2 million at December 31,
2005.

5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communications, lompleted the offering of $345 million aggregatenpippal amount of its
5.25% Convertible Senior Notes due 2011 (“5.25%veatible Senior Notes”) in a private offering. Irest on the notes accrues at 5.25% per
year and is payable se-annually in arrears in cash on June 15 and Decefihdeginning June 15, 2005. The 5.25% Convertganior
Notes are senior, unsecured obligations of Lev@bfimunications, Inc., rankirpari passuwith all existing and future senior unsecured debt
of Level 3 Communications, Inc. The 5.25% Convégti®enior Notes contain certain covenants whiclit Bdditional liens on assets of the
Company.

The 5.25% Convertible Senior Notes are convertigi¢he option of the holders, into shares of tben@Gany’s common stock at a
conversion rate of $3.98 per share, subject taireadjustments. Upon conversion, the Companyhale the right to deliver cash in lieu of
shares of its common stock, or a combination ofi gasl shares of common stock. In addition, holdéthe 5.25% Convertible Senior Notes
will have the right to require the Company to refhase the notes upon the occurrence of a charagpnirol, as defined, at a price of 100% of
the principal amount plus accrued interest and keméole premium.
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On or after December 15, 2008, Level 3, at itsamptmay redeem for cash all or a portion of thesotThe 5.25% Convertible
Senior Notes are subject to redemption at the nmtfd_evel 3, in whole or in part, at any time oorh time to time, on not more than 60 nor

less than 30 days’ notice, on or after DecembeR@68, plus accrued and unpaid interest theretimetoedemption date, if redeemed during
the twelve months beginning December 15, of thesygalicated below:

Redemption Price

Year

2008 102.25(%
2009 101.50%
2010 and thereaftt 100.75(%

In connection with the issuance of the notes, L8veted approximately $62 million of the net pratsef the offering to enter into
convertible note hedge and warrant transactionis regpect to the Company’s common stock to reche@atential dilution from conversion
of the notes. Level 3 used the remainder of theorateeds from this offering to fund repurchaseissoéxisting debt securities due in 2008.

Under the terms of the convertible note hedge gearent (the “Convertible Note Hedge”) with Mertiifnch International
(“Merrill”), Level 3 paid $125 million for a forward purchaseiop contract under which it is entitled to purchd@wom Merrill a fixed numbe
of shares of Level 3 common stock (at a currerteppier share of $3.98). In the event of the comversf the notes, this forward purchase
option contract allows the Company to purchase,fated price equal to the implicit conversion priaf shares issued under the convertible
notes, a number of shares equal to the sharekdkat 3 issues to a note holder upon conversiotileggent terms of this forward purchase
option allow the Company to elect cash or shardesetnt based on the settlement option it choassstiling the conversion feature of the
notes. The Company accounted for the Convertible Redge pursuant to the guidance in EITF 00-12ctinting for Derivative Financial
Instruments Indexed to, and Potentially Settled ®ompany’s Own StockAccordingly, the $125 million purchase price of foeward stocl
purchase option contract was recorded as a reductioonsolidated stockholders’ equity.

Level 3 also sold to Merrill a warrant (the “Wartgrto purchase shares of Level 3 common stock. Warant is currently
exercisable for 86,596,380 shares of Level 3 comstock at a current exercise price of $6.00 pereshavel 3 received $63 million cash
from Merrill in return for the sale of this forwasthare purchase option contract. Merrill cannotege the Warrant unless and until a
conversion event occurs. Level 3 has the optiosetifing the Warrant in cash or shares of Levedi@mon stock. The Company accountec
the sale of the Warrant as the sale of a permatgrity instrument pursuant to the guidance in EDOFL9. Accordingly, the $63 million sales
price of the forward stock purchase option contveas recorded as an increase to consolidated situteds’ equity.

The Convertible Note Hedge and the Warrant ecoraliyiallow Level 3 to acquire sufficient sharescoinmon stock from Merrill
to meet its obligation to deliver common stock ugonversion by the holder, unless the common spoice exceeds $6.00. When the fair
value of the Level 3 common stock exceeds sucleptiie contracts have an offsetting economic impadt accordingly, will no longer be
effective as a hedge of the dilutive impact of fldssconversion.

Debt issuance costs of $11 million were originaiyitalized and are being amortized to interesepgp over the term of the 5.25%
Convertible Senior Notes. As a result of amortmatidebt issuance costs were $9 million at Decer@bgP005.
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9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 completed the exchanggppfoximately $352 million (book value) of debt awtrued interest
outstanding, as of October 24, 2003, for approxéya20 million shares of Level 3 common stock ag8&million (book value) of a new
issue of 9% Convertible Senior Discount Notes.

Level 3 Communications, Inc. issued $295 millioggate principal amount at maturity of 9% ConvetiSenior Discount Notes.
Interest on the 9% Convertible Senior Discount N@tecretes at a rate of 9% per annum, compoundeidrseually, to an aggregate principal
amount of $295 million by October 15, 2007. Caghriest will not accrue on the 9% Convertible SeBimcount Notes prior to October 15,
2007; however, Level 3 Communications, Inc. magtie commence the accrual of cash interest ooudditanding 9% Convertible Senior
Discount Notes on or after October 15, 2004, inclwfdase the outstanding principal amount at mgtofieach 9% Convertible Senior
Discount Note will, on the elected commencemenrg da¢ reduced to the accreted value of the 9% CtibleeSenior Discount Note as of tt
date and cash interest shall be payable on tha dloApril 15 and October 15 thereafter. CommenG@otpber 15, 2007, interest on the 9%
Convertible Senior Discount Notes will accrue at thte of 9% per annum and will be payable in cashiannually in arrears. Accrued
interest expense for the year ended December 85, @0 the 9% Convertible Senior Discount Notesse§lthan $1 million was added to
long-term debt.

The 9% Convertible Senior Discount Notes are cdiblerinto shares of the Compasytommon stock at a conversion rate of $!
per share, subject to certain adjustments. Thénataber of shares issuable upon conversion wilyjeafrom approximately 25 million to
30 million shares depending upon the total acangpidor to conversion. On or after October 15, 20G8el 3, at its option, may redeem for
cash all or a portion of the notes. Level 3 mayreise this option only if the current market prfoe at least 20 trading days within any 30
consecutive trading day period exceeds 140% ofdheersion price on October 15, 2008. This amoulhtbe decreased to 130% and 120%
on October 15, 2008 and 2009, respectively, ifitfiteal holders sell greater than 33.33% of theesotevel 3 is also obligated to pay the
holders of the redeemed notes a cash amount extra present value of all remaining scheduled@stepayments.

The 9% Convertible Senior Discount Notes will bbjsat to conversion into common stock at the optibthe holder, in whole or
in part, at any time or from time to time after 1Bfys after the issue date at the following corigarprices (expressed as percentages of
accreted value) plus accrued and unpaid interestdim to the conversion date, of the time perindated below:

Conversion Price

Year

October 15, 200- April 14, 2006 83.93%
April 15, 2006- October 14, 200 87.70%
October 15, 200- April 14, 2007 91.65¢%
April 15, 2007- October 14, 200 95.78(%
October 15, 2007 and thereat 100.09(%

These notes are senior unsecured obligations afll32Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatiows, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company received $798 mitiiogproceeds, after transaction costs, from aerioi§ of $823 million
aggregate principal amount of its 6% Convertible@dinated Notes Due 2009 (“Subordinated Notes 2008e Subordinated Notes 2009
are unsecured and subordinated to all existingfande senior indebtedness of the Company. Inteneshe Subordinated Notes 2009 accrues
at 6% per year and
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is payable each year in cash on March 15 and Ségtebd. The principal amount of the SubordinateteSl@009 will be due on

September 15, 2009. The Subordinated Notes 200%maypnverted into shares of common stock of tha@amy at any time prior to
maturity, unless previously redeemed, repurchaséideoCompany has caused the conversion rightspioee The conversion rate is 15.3401
shares per each $1,000 principal amount of SubatelinNotes 2009, subject to adjustment in certatumstances. On or after Septembel
2002, Level 3, at its option, may cause the conwensghts to expire. Level 3 may exercise thisiaponly if the current market price exce:
approximately $91.27 (which represents 140% ofttreversion price) for 20 trading days within anyipe of 30 consecutive trading days
including the last day of that period. As of DecemB1, 2005, less than $1 million of debt had besverted into shares of common stock.
As of December 31, 2005, a total of $461 millioyegate principal amount of the Subordinated N2689 had been repurchased or
exchanged for common stock.

Debt issuance costs of $25 million were originaliyitalized and are being amortized to intereseesp over the term of the
Subordinated Notes 2009. As a result of amortinadiod debt repurchases, the capitalized debt issuzosts have been reduced to $4 million
at December 31, 2005.

6% Convertible Subordinated Notes due 2010

In February 2000, the Company received $836 milibnet proceeds, after transaction costs, fromtip offering of $863 million
aggregate principal amount of its 6% Convertible@dinated Notes due 2010 (“Subordinated Notes "J0Tfe Subordinated Notes 2010
are unsecured and subordinated to all existingfande senior indebtedness of the Company. Inteneshe Subordinated Notes 2010 accrues
at 6% per year and is payable semi-annually in casiarch 15 and September 15 beginning Septenthé&0DO0. The principal amount of
the Subordinated Notes 2010 will be due on March2030.

The Subordinated Notes 2010 may be converted hoes of common stock of Level 3 Communications, &t any time prior to
the close of business on the business day immédfaieceding maturity, unless previously redeemepurchased or Level 3
Communications, Inc. has caused the conversionsrighexpire. The conversion rate is 7.416 shagegach $1,000 principal amount of
Subordinated Notes 2010, subject to adjustmergi@in events.

On or after March 18, 2003, Level 3, at its optiorgy cause the conversion rights to expire. Leveb$ exercise this option only if
the current market price exceeds approximately ¥B@vhich represents 140% of the conversion pificeat least 20 trading days within ¢
period of 30 consecutive trading days, including st trading day of that period. As of December2905, no debt had been converted into
shares of common stock. As of December 31, 200&aaof $350 million aggregate principal amounttod Subordinated Notes 2010 had
been repurchased or exchanged for common stock.

Debt issue costs of $27 million were originally italized and are being amortized to interest expaver the term of the
Subordinated Notes. As a result of amortization @delot repurchases, the capitalized debt issuarste bave been reduced to $6 million at
December 31, 2005.

Commercial Mortgage:
GMAC

In June 2000, HQ Realty, Inc. (a wholly-owned sdlasy of the Company) entered into a $120 millitbafing-rate loan (“GMAC
Mortgage”) providing secured, non-recourse delfin@nce the Company’s world headquarters.
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On June 30, 2005, the GMAC Mortgage matured andR€@lty, Inc. repaid the outstanding balance of $hilion with
$103 million in cash and $13 million in restricteelcurities.

CBRE

In the third quarter of 2005, the Company completedfinancing of the mortgage on its corporatadjgarters. On September 27,
2005, HQ Realty, Inc. entered into a $70 millioaraat an initial fixed rate of 6.86% through 20tt@ anticipated repayment date, as defined
in the loan agreement (“CBRE Commercial Mortgag&fer 2010 through maturity in 2015, the intereste will adjust to the greater of
9.86% or the five year U.S. Treasury rate plus [28€s points. HQ Realty, Inc. received $66 milladmet proceeds after transaction costs
deposited $2 million into restricted cash accotimtsuture facility improvements and property taxel€) Realty, Inc. is required to make
interest only payments in the first year with maytbrincipal payments beginning in the second ye&esed on a 30-year amortization
schedule.

Debt issuance costs of $1 million were capitaliaad are being amortized as interest expense ogeetm of the CBRE
Commercial Mortgage.

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

Genuity Capital Lease Obligations

As part of the Genuity transaction that closed ehrkary 4, 2003, the Company assumed certain t#gate obligations of Genui
for operating equipment. The Company used a 15%odi# rate to present value the minimum lease patsneepresenting the effective
interest rate that could be obtained by the Compang similar agreement, resulting in a capitakke obligation of $309 million. The capital
lease agreements also contained provisions whémisl 3 was required to purchase approximately@Bllon of O&M services and
network capacity ratably over the lease term, whiehe recorded as prepaid assets (recognized bsfaesenue over the term of the
agreement) and other current and noncurrent liggsili

On April 6, 2004, a bankruptcy court approved dlesgient agreement between the Company and Allegidietecom, Inc.
(“Allegiance”). The agreement terminates a multaykease which was one of the capital lease olidigatassumed in the Genuity acquisition
in 2003 described above, whereby the Company wigatdéd to lease approximately 470,000 managed mqautats from Allegiance. The
Company paid approximately $54 million and assukghiance’s obligations under an agreement with KMC Telecln, to extinguish th
capital lease obligation and recognized a gainldf7dmillion on the transaction during the secondrtgr of 2004.

The future minimum lease payments under the cdpiale obligations as of December 31, 2004, exofuttie O&M and network
capacity obligations were adjusted based upon tlegiance settlement and the remaining capitadedsigation was $24 million at
December 31, 2004. The remaining obligations utitecapital lease agreement were paid in 2005.

Junior Convertible Subordinated Notes

In July 2002, the Company sold $500 million aggtegaincipal amount of its 9% Junior ConvertiblebSrdinated Notes due 2012
to entities controlled by three institutions: Logeaf Partners Funds, Berkshire
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Hathaway, Inc., and Legg Mason, Inc. The notesciwhad a 10-year maturity, paid 9% cash interestialty, payable quarterly beginning
October 15, 2002. The notes were convertible,ebftion of the holders, into Level 3 common statkny time at a conversion price of
$3.41 (subject to certain customary adjustmentsg. fotes were convertible at the Company’s optitm ¢onvertible preferred stock under
certain conditions and circumstances. The conwertibtes ranked junior to substantially all of thevel 3 Communications, Inc.’s
outstanding indebtedness.

In January 2003 and April 2003, an aggregate ofr#i®on principal amount of the Junior Convertit8eibordinated Notes were
converted into approximately 13 million shares ef&l 3 common stock. Pursuant to the original cosiva terms, the holder received
293.255 shares of Level 3 common stock for eacBORLprincipal amount of notes converted. The ded® wonverted pursuant to the original
conversion terms; therefore, no gain or loss wesgeized on the transaction.

In June 2003, the remaining $457 million aggregaitecipal amount of the Company’s 9% Junior CoribégtSubordinated Notes
due 2012 were converted into approximately 16lionilshares of Level 3 common stock with a markédevaf approximately $1.135 billiol
The market value of securities issuable pursuaatitpnal conversion privileges on the conversiatedvas approximately $945 million.
Therefore, pursuant to the provisions of SFAS Nh.d&bt conversion expense of $190 million wasnd®d in the second quarter of 2003.
Approximately $7 million of foregone accrued intgtréhrough the date of the conversion was credietiditional paidn capital. In additior
approximately $10 million of unamortized debt isste costs were charged to additional paid-in chaga result of the conversion to
common stock. The total increase in common stock@sult of this conversion and related debt csiop expenses was $644 million.

Future Debt Maturities:

Scheduled maturities of long-term debt outstandimg@f December 31, 2005 are as follows (in milljo@906—$0; 2007—
$1 million; 2008—$1,290 million; 2009—%$363 millio2010—$1,662 million and $2,707 million thereaffEhese maturities do not reflect
the debt exchange transaction completed in JarR@fy§, whereby certain notes maturing in 2008 wroh&nged for cash and a new serie
notes maturing in 2010 (See Note 22).

(15) Asset Retirement Obligations

In June 2001, the FASB approved SFAS No. 143. SNASL43 establishes accounting standards for rétogmnd measurement
of a liability for an asset retirement obligatiomdethe associated asset retirement cost. Thedhiewf a liability for an asset retirement
obligation is to be recognized in the period in ethit is incurred if a reasonable estimate of ¥alue can be made. The associated retirement
costs are capitalized and included as part of &ing/ing value of the long-lived asset and amortiaedr the useful life of the asset.
SFAS No. 143 was effective for the Company begigruin January 1, 2003. The Company’s coal miningness had previously accrued, as
a component of cost of revenue, an estimate ofduteclamation liability. The reclamation liability included in noncurrent liabilities on the
consolidated balance sheets. The net effect cdidloption of SFAS No. 143 to the Company’s coal ngrhusiness as of January 1, 2003 was
a decrease in noncurrent liabilities of approxinya$#® million (which is being amortized to expens@d was reflected as a cumulative-effect
adjustment in the 2003 consolidated statement efatjipns.

The communications business has entered into oartddcation and office space leases wherebyrégsired upon termination of
the lease, to remove the leasehold improvementsedurch the leased space to its original conditidre Company has also entered into right-
of-way agreements for its intercity and metropalita
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networks that may require the removal of the conglpdn termination of the agreement. Upon adoptiathis standard on January 1, 2003,
the Company also recorded obligations and corretipgrassets of approximately $31 million for théesese and right—of-way agreements.

Asset retirement obligation accretion expense &fiiillion, $11 million and $12 million was recordddring the years ended
December 31, 2005, 2004 and 2003, respectivelyltieg in total asset retirement obligations, irdihg reclamation costs for the coal
business, of $181 million, $138 million and $121liom at December 31, 2005, 2004 and 2003, respelgti The total asset retirement
obligation as of December 31, 2005 includes WilF elsset retirement obligation of $35 million.

Expense of $10 million related to the communicatibnsiness was recorded in selling, general andnégtrative expenses on the
consolidated statement of operations for the yrde@ December 31, 2005. Expense of $3 million edl& the Company’s coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @mbkrember 31, 2005. In addition, the
coal mining business incurred $3 million of additreclamation liabilities and incurred costs\i@mrk performed on asset retirement
obligations of $2 million.

Expense of $7 million related to the communicatibasiness was recorded in selling, general andradirédtive expenses on the
consolidated statement of operations for the yede@ December 31, 2004. Expense of $4 millionedléd the Company’s coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @kcember 31, 2004. In addition, the
coal mining business incurred $4 million of additreclamation liabilities and incurred costs\i@mrk performed on asset retirement
obligations of $1 million.

Expense of $8 million related to the communicatibasiness was recorded in selling, general andraslmtive expenses on the
consolidated statement of operations for the yrde@ December 31, 2003. Expense of $4 million edl& the Company’s coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @mxrember 31, 2003. This was partially
offset by $1 million of gains recognized on settégof obligations attributable to the use of intdresources rather than third parties to
perform reclamation work. In addition, the coal mmbusiness incurred $3 million of additional seoktion liabilities and incurred costs for
work performed on asset retirement obligationsfdllion.

The Company had noncurrent restricted cash of appedely $56 million and $52 million set aside tmfl the reclamation
liabilities at December 31, 2005 and 2004, respelti

(16) Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123 in 1998. Under SFAS No. 123, the faiue of an option or
other stock-based compensation (as computed inma@ameoee with accepted option valuation models) enddite of grant is amortized over the
vesting periods of the options in accordance wil$B Interpretation 28, “Accounting for Stock Appiation Rights and Other Variable
Stock Option or Award Plans.” Although the recogmitof the value of the instruments results in cengation or professional expenses in an
entity’s financial statements, the expense diffesm other compensation and professional expemst®t these charges may not be settled in
cash, but rather, are generally settled throughaisse of common stock.

The adoption of SFAS No. 123 has resulted in mataon€ash charges to operations since its adoption98,18nd the adoption
SFAS No. 123R will continue to result in materiahacash charges to operations in the future. Thauatrof the non-cash charges will be
dependent upon a number of factors, including tirabrer of grants, the fair value of each grant estiduh at the time of its award and the
number of grants that ultimately vest.
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The Company recognized in the consolidated stateofesperations a total of $57 million, $46 milli@md $86 million of non-cash
compensation in 2005, 2004 and 2003, respectiltetjuded in discontinued operations is non-cashpemmation expense of $2 million,
$2 million and $4 million in 2005, 2004 and 2008spectively. In addition, the Company capitalizcdllion, $2 million and $4 million in
2005, 2004 and 2003, respectively, of non-cash emsgtion for those employees and contractors direstolved in the construction of the
network, installation of customers or developmerthe business support systems.

The following table summarizes non-cash compensa&ipense and capitalized non-cash compensatighddhree years ended
December 31, 2005.

200t 200¢ 200z
(dollars in millions)

Warrants $— $— $9
0SsO 18 16 30
C-0SO — 1 15
Restricted Stoc 19 4 2
Shareworks Match Ple 2 4 8
401 (k) Discretionary Grant Ple 9 5 11
401(k) Match Expens 15 18 15
59 48 90

Capitalized Noncash Compensat 2 2 4)
57 46 86

Discontinued Operatio—(i)Structure @) @) 4)
$55 $44 $82

Non-qualified Stock Options and Warrants

During the second quarter of 2004, the Companyessypproximately 374,000 warrants to a consultamagment for future
consulting financial advisory services. The warsaadtow the consultant to purchase common sto@d &0 per share. The warrants vested
equally in quarterly installments over twelve mantiihe warrants expire on April 1, 2011. The Conypacorded less than $1 million of
expense during 2004 for these warrants. As of Déeer®1, 2004, these warrants were fully expensersuant to the relevant accounting
guidance, the fair value of these warrants is datexd on their respective vesting dates. At DecerBhe2004, the fair value of the warrants
was $1 million and was calculated using the Blachees valuation model with a risk free interesé raf 3.82%, an expiration date of
April 1, 2011, and a volatility rate of 75% oveetterm.

During the first quarter of 2003, the Company issapproximately 684,000 fully vested warrants tmasultant as payment
primarily for acquisition-related consulting semsc The warrants allow the consultant to purchasenton stock at $4.90 per share. The
warrants were fully vested at issuance and wilirexpn January 1, 2013. The Company recorded appet&ly $1 million of expense during
2003 for these warrants. The fair value of the wmts at the time they vested was approximately fiiomand was calculated using the
Black-Scholes valuation model with a risk free iat rate of 4.12%, an expiration date of JanuaB013, and a volatility rate of 70% over
the term.

In March 2003, the Company issued approximatelyriillion warrants to a consultant as payment fourfe consulting financial
advisory services. The warrants allow the constttapurchase common stock at $5.16 per sharewBhents vested equally in quarterly
installments over twelve months. The warrants exmarch 31, 2010. The Company recorded less thaniitn and $6 million of expense
during 2004 and 2003,
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respectively, for these warrants. The fair valuthese warrants when they became fully vested waoaimately $6 million and was
calculated using the Black-Scholes valuation medti a risk free interest rate of 3.6%, an expoatilate of March 31, 2010, and a volatility
rate of 75% over the term.

As of December 31, 2005, there were approximatélg million warrants outstanding ranging in priéesn $4.00 to $60.06. Of
these warrants, all were exercisable at Decemhe2@b with a weighted average exercise price d%per warrant.

The Company has not granted NQSOs since 2000. Becémber 31, 2005, all NQSOs previously granteckvitdly vested and
expensed.

Transactions involving NQSOs granted are summaidaefllows:

Weighted
Average
Exercise Price Exercise Price
Units Per Unit
Balance December 31, 20 9,795,23i $.12- $84.7¢ $ 6.6C
Options grante: — — —
Options cancelle (352,719 6.50- 42.0( 24.7¢
Options exercise (521,15) 1.76- 6.5C 5.4¢
Balance December 31, 20 8,921,36: 12-84.7¢ 5.9t
Options grante: — — —
Options cancelle (361,500 5.43- 84.7¢ 15.7C
Options exercise — — —
Balance December 31, 20 8,559,86. A12-21.6¢ 5.8¢
Options grante: — — —
Options cancelle (606,15() 5.43- 8.0C 11.3¢
Options exercise (61,16¢) 0.12- 0.1z 0.12
Options expire( (1,746,50) 4.04- 21.6¢ 6.3€
Balance December 31, 20 6,146,041 $1.76- $8.0( $ 5.7¢
Options exercisabl¢
December 31, 20C 8,921,36. $.12-$84.7" $ 5.9t
December 31, 20C 8,559,86: 12-21.6¢ 5.88
December 31, 20C 6,146,041 $1.76- $8.0( $ 5.7¢

Options Outstanding

and Exercisable

Number Weighted Weighted

Outstanding Average Average
Remaining Exercise Price
as of Life
Range of Exercise Prices 12/31/05 (years)
$1.76- 1.76 4,04¢ 2.3C 1.7¢
4.04-5.43 4,600,07! 1.64 5.3¢€
6.20- 8.00 1,541,92! 2.0¢€ 6.92
6,146,04! 1.7¢ $ 5.7t
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Outperform Stock Option Plan

In April 1998, the Company adopted an outperforotisioption (“OSO”) program that was designed s¢ thea Company’s
stockholders would receive a market return on timeiestment before OSO holders receive any retartheir options. The Company believes
that the OSO program aligns directly managememitsstiockholders’ interests by basing stock optialue on the Company’s ability to
outperform the market in general, as measuredéwgthndard & Poor’s (“S&P”) 500 Index. Participaimshe OSO program do not realize
any value from awards unless the Company’s comrtank price outperforms the S&P 500 Index duringlifeeof the grant. When the stock
price gain is greater than the corresponding gaithe S&P 500 Index (or less than the corresponidisgon the S&P Index), the value
received for awards under the OSO plan is basedformula involving a multiplier related to the &h\by which the Company’s common
stock outperforms the S&P 500 Index. To the extieat Level 3's common stock outperforms the S&P Bflex, the value of OSOs to a
holder may exceed the value of nonqualified stquiions.

In August 2002, the Company modified the OSO progta target that no more than 25% of Level 3's etfrmance was
delivered to employee-owners, and that the exedfipast and future OSO grants does not excee@sheserved for issuance under the
Company’s 1995 Stock Plan, as amended. The follpwindifications, affecting August 19, 2002 anddapeants, were made to the Plan:

. OSO targets are communicated in terms of numb&S3s®s rather than a theoretical dollar value.
. The success multiplier was reduced from eight tw.fo

. Awards will vest over 2 years and have a 4-year Hifty percent of the award will vest at the efidhe first year after grant,
with the remaining 50% vesting over the second Y&215% per quarter

The mechanics for determining the fair value ofratividual OSO are described below:

The initial strike price, as determined on the gagr to the OSO grant date, is adjusted over {ithe “Adjusted Strike Price”Wntil
the exercise date. The adjustment is an amount &gjtlee percentage appreciation or depreciatiadhénvalue of the S&P 500 Index from the
date of grant to the date of exercise. The valub®fOSO increases for increasing levels of outperdnce. OSOs granted prior to August 19,
2002 have a multiplier range from zero to eightefefing upon the performance of Level 3 common stelzkive to the S&P 500 Index as
shown in the following table. OSOs granted Augt2002 and later have a multiplier range from zerfmur depending upon the
performance of Level 3 common stock relative to$8d> 500 Index as shown in the following table.

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

If Level 3 Stock

Outperforms the August 19, 2002 and Later
S&P 500 Index by: Pre August 19, 2002 Grants Grants
0% or Les:s 0.00 0.00
More than 0% but Less than 11% Outperformance percentage Outperformance percentage
multiplied by 8/11 multiplied by 4/11
11% or More 8.00 4.00

The Pre-multiplier gain is the Level 3 common stpcdke minus the Adjusted Strike Price on the déitexercise.
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Upon exercise of an OSO, the Company shall detivgray to the grantee the difference between tlireMarket Value of a share
Level 3 common stock as of the day prior to the@se date, less the Adjusted Strike Price, theetEise Consideration”. The Exercise
Consideration may be paid in cash, Level 3 commocksor any combination of cash or Level 3 commimtls at the Company’s discretion.
The number of shares of Level 3 common stock tddbeered by the Company to the grantee is detachby dividing the Exercise
Consideration to be paid in Level 3 common stockheyFair Market Value of a share of Level 3 Commtutk as of the date prior to the
exercise date. Fair Market Value is defined in@&0 agreement, but is currently the closing priexeghare of Level 3 common stock on the
NASDAQ exchange

OSO awards are granted quarterly to eligible padits.

Awards granted prior to August 19, 2002 vest inatquarterly installments over two years and hafeuayear life. OSOs granted
between March 1, 2001 and August 18, 2002 are mednle immediately upon vesting and have a four-jitsa

The fair value of the OSOs granted in 2002 and aftes calculated by applying a modified Black-Selsainodel with the
assumptions identified below. The Company uses difiad Black-Scholes model due to the additionalatzles required to calculate the
impact of the success multiplier of the OSO program

Year Ended December 31,

2005 2004 2003
S&P 500 Expected Divider
Yield Rate 1.99% 1.5% 1.51%
Expected Life 2 year: 2 year: 2 year:
S&P 500 Expected Volatility Ra 13% 15% 25%
Level 3 Common Stock Expected Volatility Ri 55% 56% 80%
Expected S&P 500 Correlation Fac .3C A8 A€
Calculated Theoretical Valt 11€% 12(% 15€%

The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 enon stock price on the day
prior to the grant date.

As part of a comprehensive review of its long-t@empensation program, the Company temporarily sudgzkawards of OSOs in
April 2005. During the second quarter of 2005, @wmnpany granted participants in the plan restristedk units, discussed below.

Beginning in the third quarter 2005, the Compasuésl both restricted stock units and OSOs as pastlong-term compensation
program. The Company plans to make annual gramesstricted stock units that vest ratably over fgesirs and plans to make quarterly OSO
grants to employees that have similar terms atli&®0s granted in the first quarter of 2005.

The fair value under SFAS No. 123 for the approxetya6 million, 5 million and 2 million OSOs awardiéo participants during tt
year ended December 31, 2005, 2004 and 2003, tesgdecwas approximately $18 million, $22 milliand $20 million, respectively. As
December 31, 2005, the Company had not reflectedi#i®n of unamortized compensation expense iffiitancial statements for previously
granted OSOs.
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Transactions involving OSOs awarded are summaiizéte table below. The Option Price Per Unit idfgad in the table below
represents the initial strike price, as determioedhe day prior to the OSO grant date.

Weighted
Ayeragg
Option Price Option Price
Units Per Unit
Balance December 31, 20 24,497,05 $2.45- $113.8 $ 21.1¢
Options grante: 2,165,22 4.90- 6.6€ 5.4¢€
Options cancelle (172,88) 2.45-113.8" 4.8t
Options expire( (3,374,39) 3.02- 113.8° 56.9:
Options exercise (1,631,58) 2.45- 5.5¢ 4.1z
Balance December 31, 20 21,483,41 2.45-113.8" 15.3¢
Options grante: 5,394,05I 2.59-5.7C 3.3€
Options cancelle (211,876 2.45-113.8" 4.8(
Options expirec (4,873,81) 3.02- 113.8° 41.9¢
Options exercise (430,25¢) 2.45- 5.5¢ 3.64
Balance December 31, 20 21,361,52 2.45- 25.31] 6.61
Options grante: 5,859,06! 2.03- 3.3¢ 2.61
Options cancelle (1,048,49,) 2.03- 25.31 3.0C
Options expire( (11,841,49) 2.59- 25.31 8.91
Options exercise (84,62¢) 2.45- 3.0z 2.8¢
Balance December 31, 20 14,245,97 $ 2.03- $6.6¢ $ 334
Options exercisabl¢
December 31, 20C 18,948,04 $2.45- $113.8° $ 16.5¢
December 31, 20C 15,507,84 2.45- 25.31 7.7%
December 31, 20C 8,453,29 $ 2.59- $6.6¢ $ 3.8t
0OSOs Outstanding OSOs Exercisable
at December 31, 2005 at December 31, 2005
Weighted Weighted Weighted
Number Option Price Number Option Price
Range of Exercise Prices Outstanding (years) Exercisable
$2.03- $3.02 7,369,74! 2.51 $ 2.5C 3,039,85! $ 2.8¢
3.39-4.90 5,013,15 2.41 3.6¢ 3,550,36' 3.7¢
5.16- 6.66 1,863,07 1.5C 5.72 1,863,07 5.72
14,245,97 2.34 $ 3.3t 8,453,229 $ 3.8¢

At December 31, 2005, based on the Level 3 comrtaok price and postultiplier values, the Company was not obligatedssne
shares for vested and exercisable OSOs as thenpegeeincrease in the S&P 500 Index exceeded tvepage increase in the Level 3 stock
price for all grants.

In July 2000, the Company adopted a convertiblparibrm stock option program, (“C-OSQ”) as an esten of the existing OSO
plan. The program was a component of the Compamgeing employee retention efforts and offered lsinfeatures to those of an OSO, but
provided an employee with the greater of the valug single share of the Company’s common stoakatcise, or the calculated OSO value
of a single OSO at the time of exercise.
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C-0SO0 awards were made to eligible employees eragdloy the date of the grant. The awards were nma8eptember 2000,
December 2000, and September 2001. The awardedram2000 vested over three years as follows:.of each grant at the end of the first

year, a furthe 2/ 6 at the end of the second year and the remaifimgn the third year. The September 2001 awards véstedual quarterly
installments over three years. Each award was iratedd exercisable upon vesting. Awards expired faars from the date of the grant.

As of December 31, 2005, the Company had fully dixext the compensation expense in its financiaéstants for C-OSOs
awarded in 2000 and 2001. The final series of C-©&@nted to employees expired in 2005. There @@-®SO units outstanding at
December 31, 2005.

Transactions involving C-OSOs are summarized below:

Weighted
Average
Option Price Option
Units Per Unit Price
Balance December 31, 20 4,999,98'  $3.82-$87.20 $17.4¢
Options cancelle (120,019 3.82-87.2¢ 12.3¢
Options expire( (35,929 3.82-87.2¢ 19.1:
Options exercise (779,359 3.82-87.2¢ 29.1¢
Balance December 31, 20 4,064,68. 3.82-87.2: 15.3¢
Options cancelle (24,029 3.82-87.2¢ 3.82
Options expire( (101,096 3.82- 87.2¢ 33.3¢
Options exercise (1,162,779 3.82-87.2: 41.67
Balance December 31, 20 2,776,77! 3.82 3.82
Options cancelle — — —
Options expire( (137,98() 3.82 3.82
Options exercise (2,638,79) 3.82 3.82
Balance December 31, 20 — % 382 $ 3.8¢
Options exercisabl¢
December 31, 20C 3,469,14.  $3.82- $87.2: $17.37
December 31, 20C 2,776,77! 3.82 3.82

December 31, 20C — — _
Restricted Stock and Units

In 2005, 2004 and 2003, approximately 24,594,006,000 and 670,000 shares, respectively, of réstristock or restricted stock
units were awarded to employees and non-employeebmes of the Board of Directors. The restrictedlstanits and shares were granted to
the recipients at no cost. Restrictions on transfgse over one to four year periods. The fair @afirestricted stock units and shares awarded
in 2005, 2004 and 2003 of $50 million, $2 milliomda$4 million, respectively, was calculated usihg value of the Level 3 common stock
day prior to the award and is being amortized ¢hemrestriction lapse periods of the awards in atauce with FIN 28, Accounting for Stoc
Appreciation Rights and Other Variable Stock OptiorAward Plans”. As of December 31, 2005, the Canyphad not reflected $29 million
of unamortized compensation expense in its findistéements for the restricted stock units andeshpreviously granted.
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Shareworks and 401(k) Plans

Level 3 has designed its compensation programspeitticular emphasis on equity-based incentive fammg. The Company had
developed two plans under its Shareworks prograemMatch Plan and the Grant Plan. In December 2@0#der to provide employees
opportunities to diversify their investments in Qmany-sponsored savings and retirement plans, thep@oy decided to enhance the 401(k)
plan by introducing a Company match on employedritmrtions. At the same time the Company determihed, effective January 1, 2003,
the Shareworks Match Plan would be discontinuedtbad&hareworks Grant Plan would be rolled into4b#(k) plan.

Match Plan— The Match Plan was suspended on January 1, 20i08.t®this date, the Match Plan allowed eligiblepgoyees to
defer between 1% and 7% of their eligible compeaosab purchase Level 3 common stock at the avestagk price for the quarter. Full tir
employees of the communications business and nenfamrmation services businesses were considdigitile on the first day of the calenc
quarter after their hire. The Company matched ttaees purchased by the employee on a one-for-aie. I&tock purchased with payroll
deductions was fully vested. Stock purchased wigh@Gompany’s matching contributions vested thregsyafter the end of the quarter in
which it was made. Effective January 1, 2003, pastributions to the Match Plan continued to vhetyever, there will be no further
contributions to the Plan by employees or the Campa

The Company’s quarterly matching contribution wasegized to compensation expense over the vestnigg of 36 months.

As of December 31, 2005 the Company had fully aimexditto compensation expense the value of the imgtctontributions and all
matching contributions were fully vested. During $econd quarter of 2005, the Company reversedil$8mof non-cash expense in Europe
attributable to the discontinuance of certain ggo@mpensation programs.

Grant Plan— The Grant Plan enabled the Company to grant sledulssvel 3 common stock to eligible employees @ th
Communications business and certain informatiovices businesses based upon a percentage of tHeyemg eligible salary up to a
maximum of 5%. Level 3 employees employed on Deaar8h of each year, who were age 21 or older witliramum of 1,000 hours
credited service were considered eligible. Theeshgranted were valued at the fair market valus #%e last business day of the calendar
year. All prior and future grants vested immediatgbon the employ¢'s third anniversary of joining the Shareworks PIAH prior grants for
active employees were vested as of January 1, 2003vere transferred into the 401(k) plan. As dised below, the Company made
discretionary contributions into the 401(k) plan éach of the three years ended December 31, ZIain foreign subsidiaries of the
information services business received cash payietieu of Level 3 common stock due to regulat@strictions.

401(k) Plan—The Company and its subsidiaries offer their digaliemployees the opportunity to participate mhefined
contribution retirement plan qualifying under theyisions of Section 401(k) of the Internal Reve@gale. Each employee was eligible to
contribute, on a tax deferred basis, a portionnoiual earnings generally not to exceed $14,00@052Effective January 1, 2003, the
Company began matching 100% of employee contribstigp to 7% of eligible earnings or applicable tatpry limits for employees of the
communications businesses in the form of LevelrBroon stock.

Software Spectrum historically matched 25% of erpgéocontributions up to 6% of eligible earningsapplicable regulatory limits
such matching contributions were in cash. In Ap8i04, Software Spectrum increased this match to &08mployee contributions up to 6%
of eligible earnings or applicable regulatory lisnénd amended its 401(k) plan to provide for thé&chiag contribution to be made in the form
of Level 3
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common stock as described in the following pardgrap November 2004, the Company merged the So#8aectrum 401(k) plan into the
Company’s 401(k) plan; however, the employer matab not changed for Software Spectrum employees.

The Company’s matching contributions are made Wéthel 3 common stock based on the closing stoademn each pay date. The
employees are able to diversify the Company matciribution as soon as it is made, even if theynatefully vested. The Company’s
matching contributions will be fully vested upomualetion of three years of service. For the yealeenDecember 31, 2005, 2004 and 2003,
the Company recorded as expense $15 million, $1®mand $15 million, respectively, relative to4®) plan matching contributions made
to employees.

The Company made a discretionary contribution €0401(k) plan in Level 3 common stock for the yesarded December 31, 20!
2004 and 2003 equal to three percent, two percehtvao percent of eligible employees’ eligible éags each year, respectively. The 2005
deposit is expected to be made into the employRles in Level 3 common stock as of December 31420@ December 31, 2003, equal to
two and three percent of eligible employees’ 200d 2003 eligible earnings, respectively. The dapagere made into the employed§1(k)
accounts during the first quarter of the subseqyeat. Level 3 recorded an expense of $9 millighptillion, and $11 million attributable to
the year’s contribution in 2005, 2004 and 2003peesively.

(17) Income Taxes

An analysis of the income tax benefit (provisiottjibutable to loss from continuing operations Wwefncome taxes for the three
years ended December 31, 2005 follo

200t 200¢ 200¢

(dollars in millions)

Current:

United States Feder — &
State — (D) (7
Foreign (8) (5) —
_ | ® ©® @

Deferred, net of changes in valuation allowan
United States Feder — — 57
State — — —
Foreign — — —
— — 57
Income Tax Benefit (Provisior $8) $(B) %50

During 2003, the Internal Revenue Service complatedudit of the Company’1996 and 1997 federal tax returns. The resolwtf
these federal tax audits and other state tax igmiregrily related to its coal mining operationsukied in the Company reducing its deferred
tax liabilities and recording an income tax benefi$50 million in 2003.
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The United States and foreign components of las® tontinuing operations before income taxes faslow

2005 2004 2003

(dollars in millions)
United State: $(703)  $(274) (572
Foreign 24 (17¢) (182

$(679  $(452)  $(759)

A reconciliation of the actual income tax bengfitqvision) and the tax computed by applying the.fe8eral rate (35%) to the loss
from continuing operations, before income taxedlierthree years ended December 31, 2005 follows:

2005 2004 2003

(dollars in millions)

Computed Tax Benefit at Statutory R $ 23¢ $ 15¢ $ 264
State Income Tax Bene 22 15 18
Stock Option Plan Exercis: 3 29 —
Taxes on Extinguishments of Convertible D — D (68)
Other (6) 33 51
Excess Book Net Operating Los¢ (259 (192 (215)
Income Tax Benefit (Provisior $ B $ B $ 50

The components of the net deferred tax assetslifiied) for the years ended December 31, 200520a# were as follows and are
included in Other Liabilities on the consolidatedlance sheets:

2005 2004

(dollars in millions)
Deferred Tax Asset:

Fixed asset $ 79C $ 80z
Accrued payroll and related benel 29¢ 293
Investment in securitie 26 28
Accrued liabilities and deferred reven — 18
Investment in joint venture 82 83
Unutilized tax net operating loss 2,24¢ 1,84t
Other assets or liabilitie 45 53
Total Deferred Tax Asse 3,48¢ 3,122
Deferred Tax Liabilities
Accrued liabilities and deferred reven (207) —
Total Deferred Tax Liabilitie (207) —
Net Deferred Tax Assets before valuation allowe 3,381 3,122
Valuation Allowance Component
Net Deferred Tax Asse (3,30€) (3,047
Stockholder Equity (primarily tax benefit from option exercigt (75) (75)
Net Nor-Current Deferred Tax Assets after Valuation Alloea $ — $ —

F-97



Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Deferred income taxes are provided for the tempatidferences between the financial reporting andtasis of the Company’s
assets and liabilities using enacted tax ratefféttefor the year in which the differences areeotpd to reverse. Net operating losses not
utilized can be carried forward for 20 years tasefffuture taxable income. A valuation allowancs heen recorded against deferred tax
assets, as the Company is unable to conclude ueldeant accounting standards that it is moreyikieAn not that deferred tax assets will be
realizable. The ultimate realization of deferredaasets is dependent upon the generation of ftamedle income during the periods in wh
those temporary differences become deductible.Jdrapany considers the scheduled reversal of deféaweliabilities, projected future
taxable income and tax planning strategies in ngpltiis assessment.

For federal income tax reporting purposes, the Gomhas approximately $5.9 billion of net operativgs carryforwards, net of
previous carrybacks, available to offset futuresfaditaxable income. The net operating loss camdods expire through 2025 and are sut
to examination by the tax authorities. The U.S.aparating loss carryforwards expire as followdl@te in millions):

Amount

Expiring December 31
2018 $ 3
2019 2
2020 66C
2021 97¢
2022 1,28i
2023 1,001
2024 96¢
2025 1,024
$5,92¢

In addition, the Company has approximately $70iamlbf net operating loss carryforwards for forelgaations, the majority of
which have no expiration period.

The Internal Revenue Code contains provisions wiial limit the net operating loss carryforwardsikmde to be used in any
given year upon the occurrence of certain eventdiding significant changes in ownership interestee Company does not believe its net
operating loss carryforwards will be limited in 200r thereafter, based on information availablatime of this filing.

As of December 31, 2005, the Company has no ptarepiatriate undistributed earnings of foreign glibges as any earnings are
deemed necessary to fund ongoing European opesaimhplanned expansion. Undistributed earnindsrefgn subsidiaries that are
permanently invested, and for which no deferreésehave been provided, amounted to approximatelyn$ltion and zero as of
December 31, 2005 and 2004, respectively.

(18) Stockholders’ Equity

During 2004, the Company'’s stockholders approvptbaosal at the Company’s 2004 annual meetinghi®réservation of an
additional 80 million shares of common stock unther Company’s 1995 Stock Plan.

During 2003, the Company issued approximately 2iliom shares in exchange for approximately $1.00lfon aggregate
principal amount of long-term debt (See Note 14).
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The Level 3 1995 Stock Plan permits option holderender shares to the Company to cover inconestexe on option exercises.

Issuances of common stock, for sales, conversaptmn exercises and acquisitions for the threesyeaded December 31, 2005
are shown below.

Outstanding
Common Shares

December 31, 200 443,556,86

Option, Shareworks and 401(k) Activi 14,021,13
Debt for Equity Exchanges and Conversi 42,464,77
Conversion of 9% Junior Convertible Subordinatede 173,611,06
Telverse Communications, Inc. Acquisiti 4,174,801
December 31, 20C 677,828,63
Option, Shareworks and 401(k) Activi 8,668,08
December 31, 200 686,496,72
Option, Shareworks and 401(k) Activi 16,271,09
WilTel Communications Group, LLC Acquisitio 115,000,00
December 31, 200 817,767,81

(19) Industry and Geographic Data

SFAS No. 131 “Disclosures about Segments of anrfnse and Related Informationlefines operating segments as componer
an enterprise for which separate financial infoiorats available and which is evaluated regulaghthee Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate strategic business unitsftbadifferent products and serve different nesk The Company’s reportable segments
include: communications; information services (itthg Software Spectrum); and coal mining (See Nyt®©ther primarily includes
California Private Transportation Company, L.Pyigginvestments, and other corporate assets aarhead not attributable to a specific
segment.

Adjusted OIBDA, as defined by the Company, consi$tsperating income (loss) before (1) depreciatiod amortization expense,
(2) stock-based compensation expense includedmsiliing, general and administrative expensefierconsolidated statements of
operations and (3) any non-cash impairment costaded within restructuring and impairment experakas reported on the consolidated
statements of operations. The Company excludek-stmeed compensation due to the recording of neh-campensation expense under the
provisions of SFAS No. 123. Adjusted OIBDA is arpiontant part of the Company’s internal reportindg @&@an indicator of profitability and
operating performance used by the chief operatawgstbn maker or decision making group to evalpatdormance and allocate resources. It
is a commonly used indicator in the capital-inteesiommunications industry to analyze companietherbasis of operating performance
over time. Adjusted OIBDA is not intended to regneisnet income or cash flow for the periods presris not calculated consistently with
the commonly used metric “EBITDA”, and is not reoaged under generally accepted accounting prinsifi@ AAP”) but is used by
management to assess segment results and allesatgces.

The data presented in the following tables includé&smation for the twelve months ended Decemtier2005, 2004 and 2003 for
all statement of operations and cash flow infororapresented, and as of
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December 31, 2005 and 2004 for all balance shémhiation presented. Information related to theudreql businesses is included from their

respective acquisition dates. Revenue and theetetatpenses are attributed to countries based erevelrvices are provided. Information
the years ended December 31, 2004 and 2003 hamadased due to discontinued operations (See Blote

Industry and geographic segment financial infororafollows. Certain prior year information has beedlassified to conform to t
2005 presentation.

Inf ) Coal
nformation Mining Other

Services Total

Communications

(dollars in millions)

2005
Revenue
North America $ 1,49¢ $ 1,16 $ 74 $— $2,73¢
Europe 14¢ 64¢ — — 79€
Asia — 80 — — 80
$ 1,64t $ 1,89 $ 74 $— $3,61:
Adjusted OIBDA:
North America $ 437 $ 22 $ 16 $ (3)
Europe 21 14 — —
Asia — 2 — —
$ 45¢ $ 38 $ 16 $ 3
Net Capital Expenditure:
North America $ 271 $ 5 $ 2 $— $ 27¢
Europe 27 — — — 27
Asia — — — — —
$ 29¢ $ 5 $ 2 $— $ 30t
Depreciation and Amortizatiol
North America $ 56( $ 10 $ 5 $— $ 57&
Europe 82 — — — 82
Asia — — — — —
$ 64z $ 10 $ 5 $— $ 657
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2004

Revenue
North America
Europe
Asia

Adjusted OIBDA:
North America
Europe
Asia

Net Capital Expenditure:

North America
Europe
Asia

Depreciation and Amortizatiol

North America
Europe
Asia

2003

Revenue
North America
Europe
Asia

Adjusted OIBDA:
North America
Europe
Asia

Net Capital Expenditure:

North America
Europe
Asia

Communications

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
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Coal

Information Mining

Services

Other

Total

(dollars in millions)

$ 1,54¢ $ 1,16¢ $ 91 $— $2,80:
13¢ 632 — — 771
— 63 — — 63
$ 1,68t $ 1,861 $ 91 $— $3,631
$ 45¢ $ 18 $ 18 $ (1)
4 10 — —
— 2 — —
$ 467 $ 30 18 $ (1)
$ 24( $ 1 $ 2 $— $ 242
30 — — — 30
$ 27C $ 1 $ 2 $— $ 278
$ 571 $ 10 $ 6 $— $ 587
94 1 — — 95
$ 665 $ 11 $ 6 $— $ 682
. Coal
Communications Information Mining Other
Services Total
(dollars in millions)
$ 1,80¢ $ 1,28¢ $ 80 $— $3,17:
13€ 56¢% — — 703
1 71 — — 72
$ 1,941 $ 1,92 $ 80 $— $3,941
$ 73C $ 11 $ 17 $ (5
5 () — —
— 1 — —
$ 73E $ 9 17 $ (5)
$ 13€ $ — $ 2 $— $ 14C
13 — — — 13




Depreciation and Amortizatiol
North America
Europe
Asia
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70%
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$— $ 728
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Identifiable Assets
December 31, 20C
North America
Europe
Asia

December 31, 200
North America
Europe
Asia

Long-Lived Assets (excluding Goodwill)

December 31, 20C
North America
Europe
Asia

December 31, 200
North America
Europe
Asia

Goodwill

December 31, 20C
North America
Europe
Asia

December 31, 200
North America
Europe
Asia

Communications
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Coal

Information Mining

Services

Other

Total

(dollars in millions)

$ 5,78 $ 581 $ 90 $857 $7,31%
71€ 19C — 34 94(C
— 20 - 4 24
$ 6,501 $ 791 $ 90 $89E $8,271
$ 4,90¢ $ 60C $ 84 $78E $6,37¢
90€ 19€ — 42 1,14¢
— 14 — 8 22
$ 5,81¢ $ 81C $ 84 $83¢t $7,54¢4
. Coal
Communications Information Mining Other
Services Total
(dollars in millions)
$ 5,48: $ 80 $ 75 $ — $5,63¢
69€ 1 — — 697
— 1 — — 1
$ 6,17¢ $ 82 $ 75 $ — $6,33¢
$ 4,82¢ $ 11¢ $ 66 $ — $5,00¢
85¢ 1 — — 86C
$ 5,68: $ 12C $ 66 $ — $5,86¢
$ 70 $ 194 $ — $ — $ 264
$ 70 $ 194 $ — $ — $ 264
$ 71 $ 20z $ — $ — $ 278
$ 71 $ 20z $ — $ — $ 278

Communications revenue is grouped into three caitegdl) Core Services (including transport andastructure services, IP & di

services, voice services and Vyvx services) 2) Ofevices (including managed modem and relategneal compensation, DSL

aggregation, and Internet access services), aB8G)Master Services Agreement. This revenue rempsiiructure represents a change f



prior year presentations to reflect how the Comfmmanagement will invest and manage cash flovtkércommunications
business going forward. Management believes thispreduct grouping provides more meaningful infotiorato the reader of the financial
statements because each of the revenue groupé#fieasrd expectations with respect to future reveperformance.
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Services
SBC Mastet
Other Services
Core Agreement Total

(dollars in millions)
Communications Revenu

2005
North America $81¢ $653 $ 25 $1,49¢
Europe 144 5 — 14¢
Other — — — —
$962 $65¢€ $ 25 $1,64¢

2004
North America $664 $882 $ — $1,54¢
Europe 12¢ 10 — 13¢
Other — — — —
$79:< $892 $ — $1,68¢

2003
North America $841 $967 $ — $1,80¢
Europe 12¢€ 12 — 13¢€
Other — 1 — 1
$967 $98C $ — $1,947

Transport and Infrastructure includes $130 milli®h07 million and $344 million of termination rewenfor the year ended
December 31, 2005, 2004 and 2003, respectivel§& DrRita includes $1 million, $5 million and $2 mih of termination revenue for the year
ended December 31, 2005, 2004 and 2003, respsactivel

The majority of North American revenue consistservices delivered within the United States. Théonitg of European revenue
consists of services delivered within the Unitedddom but also includes France and Germany. Traasic revenue is allocated to Europe.

The following information provides a reconciliatiohNet Income (Loss) to Adjusted OIBDA by opergtsegment, as defined by
the Company, for the years ended December 31, 2008, and 2003:

2005
Communications Information Coal Mining Other

Services

(dollars in millions)
Net Income (Loss $ (720) $ 69 $ 16 $ (3
(Income) Loss from Discontinued Operatic — (49 — —
Income Tax Provisio 2 3 2 1
Total Other (Income) Expen: 474 1 @) QD
Operating Income (Los! (2449 24 11 ©)]
Non-Cash Impairment Char 9 — — —
Depreciation and Amortization Exper 642 10 5 —
Non-Cash Compensation Exper 51 4 — —
Adjusted OIBDA $ 45¢ $ 38 $ 16 $ 3
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2004
Communications Information Coal Mining Other
Services
(dollars in millions)
Net Income (Loss $ (509 $ 20 $ 11 $ 20
(Income) Loss from Discontinued Operatic — — — —
Income Tax Provisio — 5 1 —
Total Other (Income) Expen: 264 @) — (22)
Operating Income (Los! (24%) 18 12 (@D}
Depreciation and Amortization Exper 665 11 6 —
Non-Cash Compensation Exper 43 1 — —
Adjusted OIBDA $ 462 $ 30 $ 18 $ (D)
2003
Communications Information Coal Mining Other
Services
(dollars in millions)
Net Income (Loss $ (820 $ (39 $ 16 $12€
(Income) Loss from Discontinued Operatic (12 24 — —
Cumulative Effect of Change in Accounting Princi — — (5) —
Income Tax Provision (Benefi — 1 — (52)
Total Other (Income) Expen: 697 () — (80)
Operating Income (Los! (13%) (20 11 (5)
Depreciation and Amortization Exper 792 15 6 —
Non-Cash Compensation Exper 78 4 — —
Adjusted OIBDA $ 73t $ 9 $ 17 $ (5

(20) Commitments, Contingencies and Other Items

In May 2001, Level 3 Communications, Inc., and wfdts subsidiaries were named as a defendaBairer, et. al. v. Level 3
Communications, LLC, et gla purported class action covering 22 statesq fih the U.S. District Court for the Southern Bétof Illinois. In
April 2002, the same plaintiffs filed a second mg&dentical purported multi-state class actiorsiate court in Madison County, lllinois. In
July 2001, the Company was named as a defend&uyile, et. al. v. Level 3 Communications, Inc.akt, a purported two state class action
filed in the U.S. District Court for the Districf tdaho. In September 2002, Level 3 Communicatituh& was named as a defendanSimith
et al v. Sprint Communications Company, L.P., etalpurported nationwide class action filed in thdted States District Court for the
Northern District of lllinois. In April 2005, therSith plaintiffs filed a Fourth Amended Complaint izh did not include Level 3 as a par
thus ending Level 3's involvement in the Smith cdsd-ebruary 2005, Level 3 Communications, LLC wamed as a defendant in
McDaniel, et. al., v. Qwest Communications Corpioratet al., a purported class action covering 10 states filetie United States District
Court for the Northern District of lllinois. Thesetions involve the Company’s right to installfitser optic cable network in easements and
right-of-ways crossing the plaintiffs’ land. In gaal, the Company obtained the rights to consitsatetwork from railroads, utilities, and
others, and has installed its network along thietsigpf-way so granted. Plaintiffs in the purportdaks actions assert that they are the owners
of lands over which the company’s fiber optic caiddwork passes, and that the railroads,

F-104



Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

utilities, and others who granted the Company iidpiet to construct and maintain its network did have the legal authority to do so. The
complaints seek damages on theories of trespasst @mrichment and slander of title and propeatyyell as punitive damages. The
Company has also received, and may in the futur@ve, claims and demands related to rights-of-iwayes similar to the issues in these
cases that may be based on similar or differerat ldgories. To date, all adjudicated attemptsaweelclass action status granted on compl
filed against the Company or any of its subsidaiolving claims and demands related to rightsvay issues have been denied.

It is still too early for the Company to reach aclosion as to the ultimate outcome of these astiblowever, management belie'
that the Company and its subsidiaries have sulistalefenses to the claims asserted in all of tlesens (and any similar claims which may
be named in the future), and intends to defend thigorously if a satisfactory form of the settlerhennot approved.

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

Operating Leases

The Company is leasing rights-of-way, facilitieslanther assets under various operating leases whicldition to rental
payments, may require payments for insurance, eamice, property taxes and other executory cdsitedeto the lease. Certain leases
provide for adjustments in lease cost based uppustadents in the consumer price index and increiasé® landlord’s management costs.

The rights-of-way agreements have various expinadi@es through 2030. Payments under these rigivapfagreements were
$30 million in 2005, $31 million in 2004 and $31lkoin in 2003.

The Company has obligations under non-cancelal#eatipng leases for certain colocation and offiaglitées, including lease
obligations for which facility related restructugicharges have been recorded. The lease agreemagetsarious expiration dates through
2082. Rent expense, including common area maintenamder non-cancelable lease agreements wasilio® im 2005, $91 million in
2004 and $100 million in 2003.

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

Future minimum payments, including common area teaance, for the next five years under right-of-wgyeements and non-
cancelable operating leases consist of the follgwihDecember 31, 2005 (dollars in millions):

Other
Right-of-Way Facilities Assett
Agreements Total

2006 $ 45 $ 101 $ 2 $ 14¢
2007 45 97 2 144
2008 43 88 5 13€
2009 44 75 — 11¢
2010 43 66 — 10¢
Thereatftel 66¢ 357 — 1,02t
Total $ 88¢ $ 784 $ 9 $1,681
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It is customary in Level 3's industries to use wvas financial instruments in the normal courseusihess. These instruments
include items such as letters of credit. Lettersreflit are conditional commitments issued on Hedfdlevel 3 in accordance with specified
terms and conditions. As of December 31, 2005 &@d 2Level 3 had outstanding letters of creditpgraximately $19 million and
$26 million, respectively, which are collateraliZeglcash and are reflected on the consolidatedhbalsheet as restricted cash. The Company
does not believe it is practicable to estimateféirevalue of the letters of credit and does ndigve exposure to loss is likely nor material.

Other

Level 3 receives certain mine management services Peter Kiewit Sons’, Inc. The expense for themwices was $5 million for
2005, $6 million for 2004 and $5 million for 200ihd is recorded in selling, general and adminisegaxpenses. As of December 31, 2005
and 2004, the Company owed less than $1 milliongnnhillion, respectively for fourth quarter minenmagement services.

For use in its business operations, the Companys deasehold interests in two corporate aircraftginde 1999 a 15% ownership
interest in an additional corporate aircraft, vilte remaining 85% ownership interest held by a@@ion that is controlled by Walter Scott,
Jr., a director of the Company. During 2005, iregatiated transaction with an unrelated third pahttg Company obtained a continuing 15%
ownership interest in a replacement corporateairar exchange for its 15% ownership intereshim aircraft surrendered in the transaction
and a payment of approximately $2 million. The raimgy 85% ownership interest was obtained by thpa@tion controlled by Mr. Scott,
which paid for its ownership interests separatelthe transaction.

(21) Condensed Consolidating Financial Information

As discussed in Note 14, in October 2003, Leveinauficing issued $500 million 10.75% Senior Notes ohu2011. These notes are
unsecured obligations of Level 3 Financing, howetrexy are also jointly and severally and fully amttonditionally guaranteed on an
unsecured senior basis by Level 3 Communicatiors,dnd Level 3 Communications, LLC (a wholly-owrsedbsidiary). The 10.75% Senior
Notes were registered with the Securities and BExgda&ommission in 200.

In conjunction with the registration of the 10.73¥nior Notes, the accompanying condensed condalidithancial information
has been prepared and presented pursuant to SECaReag S-X Rule 3-10 “Financial statements of gueors and affiliates whose securities
collateralize an issue registered or being reg@stéiThis information is not intended to presert fimancial position, results of operations and
cash flows of the individual companies or groupsahpanies in accordance with generally accepteodusting principles.

Condensed Consolidating Statements of Operatiarthdoyears ended December 31, 2005, 2004 andf200®. Level 3
Communications, LLC leases equipment and certaitfitfas from other wholly-owned subsidiaries ofued 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.
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Condensed Consolidating Statements of Operations

Revenue

Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment Char

Total Costs and Expens

Operating Income (Los!

Other Income (Loss), ne
Interest Incomt
Interest Expens
Interest Income (Expense) Affiliates, 1
Equity in Net Earnings (Losses) of
Subsidiaries
Other Income (Expens

Other Income (Loss
Income (Loss) from Continuing Operations
Before Income Taxe

Income Tax Expens

Income (Loss) from Continuing Operatic
Income (Loss) from Discontinued Operatic

Net Income (Loss

For the year ended December 31, 2005

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

$ - $ — 3 1,457 $ 2,33« $ (17f  $3,61¢
— — 57¢ 1,821 (163) 2,23:
— — 444 21¢ — 657
4 — 64C 28z (15) 912
— — 21 2 — 23
4 — 1,68( 2,31¢ (176) 3,82t
(4) — (229) 15 — (212)
19 1 11 4 — 35
(390 (139 — 7) — (530)
784 527 (1,336) 25 - -
(1,046 (1,492 (1) — 2,541 —
1 — 12 15 — 28
(634) (1,097 (1,319 37 2,541 (467)
(63¢€) (1,097 (1,537) 52 2,541 (679)
— — — €S) — C)
(63¢€) (1,097 (1,537) 44 2,541 (687)
— 49 — — — 49
$ (638)  $(1,049 $ (153) $ 44 $ 2541  $ (639
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment
Charges

Total Costs and Expens

Operating Income (Los!

Other Income (Loss), ne

Interest Incomt

Interest Expens

Interest Income (Expense)
Affiliates, net

Equity in Net Earnings (Losses) of
Subsidiaries

Other Income (Expens

Other Income (Loss

Income (Loss) from Continuing
Operations Before Income Tax
Income Tax Expens

Income (Loss) from Continuing
Operations

Income (Loss) from Discontinued
Operations

Net Income (Loss

Condensed Consolidating Statements of Operations

For the year ended December 31, 2004

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

$ — $ — $ 1,514 $ 2,41 $ (292  $3,631
— — 692 1,79(C (274 2,20¢
— — 4232 25¢ — 682
7 — 681 271 (19) 947
— — 6 10 — 16
7 — 1,80z 2,33¢ (292) 3,85
) — (289) 79 — (216)
— — 11 2 — 13
(40%) (672) (13) (6) — (48%)
80¢ 39¢ (1,206) 1 — —
(907) (1,247 (1) — 2,151 —
52 1 15C 33 — 23€
(451) (907) (1,059 30 2,151 (236€)
(45€) (907) (1,347) 10¢ 2,151 (452)
— — — (6) — (6)
(45€) (907) (1,349) 10z 2,151 (45€)
$ (4589 $ (907) % (1,34) $ 10¢ $ 2151 $ (459

F-108



Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment
Charges

Total Costs and Expens

Operating Income (Los!

Other Income (Loss), ne

Interest Incomt

Interest Expens

Interest Income (Expense)
Affiliates, net

Equity in Net Earnings (Losses) of
Subsidiaries

Other Income (Expens

Other Income (Loss

Income (Loss) from Continuing
Operations Before Income Tax
Income Tax Benefi

Income (Loss) from Continuing
Operations and Cumulative Effect of
Change in Accounting Princip

Income (Loss) from Discontinued
Operations

Cumulative Effect of Change in
Accounting Principle

Net Income (Loss

Condensed Consolidating Statements of Operations
For the year ended December 31, 2003

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

— $ — $ 1,767 $ 2,511 $ (331  $3,94

— — 64¢ 1,871 (313 2,20¢

— — 45¢ 35E — 8132

39 — 572 432 (18) 1,027

— — 22 18 — 40

39 — 1,701 2,671 (331) 4,08¢

(39) — 66 (16€) — (139)

1 — 3 14 — 18

(433) (14) (39) (81) — (567)
86¢€ 137 (1,02¢) 25 — —
(949) (1,072) (24) — 2,04¢ —
(157) - @) 98 - (66)
(672) (949) (1,095 56 2,04¢ (615)
(711) (949) (1,029 (110) 2,04¢ (754)

— — — 50 — 50

(711) (949) (1,029 (60) 2,04¢ (704)

— — 12 (24) — (12)

— — — 5 — 5
71)  $ (949 $ (1,019 $ (79 $ 2,04 $ (711)
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Condensed Consolidating Balance Sheets as of Dexe3ib2005 and 2004 follow:

Assets

Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Other

Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

Restricted Cash and Securit
Goodwill and Intangibles, n
Investment in Subsidiarie

Other Assets, n¢

Total Assets

Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Other

Total Current Liabilities

Long-Term Debt, less current portis
Deferred Revenu

Other Liabilities

Stockholder Equity (Deficit)

Total Liabilities and Stockholders’ Equity
(Deficit)

Condensed Consolidating Balance Sheets
December 31, 2005

(unaudited)
Level 3 Level 3 Level 3 Other

Communications Financing, Communications Subsidiaries Eliminations

Inc. Inc. LLC Total
(dollars in millions)

$ 37 $ 8 $ 27% $ 132 $ — $ 452
17: 3 — — — 17¢
— 3 20 10 — 33
_ — 84 74¢€ — 83C
10,11; 4,61° (14,859 122 — —
16 4 29 137 — 18¢€
10,34 4,631 (14,445 1,14¢ — 1677
— — 3,40¢ 2,22¢ — 5,63¢
234 - - - - 234
16 — — 56 — 72
— — 85 44¢ — 532
(6,257) (9,657) 80z — 15,10( —
44 21 14 44 — 122
$ 438  $(499) $ (10,139 $ 392¢ $ 1510 $8,271
$ — $ 1 $ 141 $ 652 $ — $ 794
— — 46 50 — 96
83 18 — 1 — 10z
— — 13¢€ 12¢ — 26€
1 2 50 124 — 177
84 21 37¢ 95k — 1,43¢
4,722 1,23( — 71 — 6,02:
— — 633 11& — 74¢€
56 1 19¢€ 294 — 547
(476) (6,257 (11,339 2,49( 15,10( (476)
$ 438¢ $(4,999 $ (10,13) $ 3,92t $ 15100 $8,277
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Assets

Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Other

Total Current Asset

Property, Plant and Equipment, |
Marketable Securitie

Restricted Cash and Securit
Goodwill and Intangibles, n
Investment in Subsidiarie

Other Assets, n¢

Total Assets

Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Other

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu

Other Liabilities

Stockholder Equity (Deficit)

Total Liabilities and Stockholders’ Equity
(Deficit)

Condensed Consolidating Balance Sheets
December 31, 2004

(unaudited)
Level 3 Level 3 Level 3 Other

Communications Financing, Communications Subsidiaries Eliminations

Inc. Inc. LLC Total
(dollars in millions)

$ 3 $ 17 $ 24% $ 17¢ $ — $ 44z
— — 22t — — 22t
— 6 14 28 — 48
— — 11z 42¢ — 541
9,16¢ 4,10( (13,299 24 — —
13 4 26 10z — 14¢E
9,18t 4,127 (22,670) 76C — 1,40z
— — 3,271 2,10 — 5,37t
— — 114 — — 114
16 — — 51 — 67
— — 13€ 321 — 457
(5,457 (8,360 1 — 13,81¢ —
43 24 17 45 — 12¢
$ 3,781  $(4,209 $ (9,13)) $ 3,281 $ 1381¢ $7,54¢
$ = $ = $ 12C $ 48C $ = $ 60C
— — 26 117 — 14z
— — 53 25 — 78
52 17 3 1 — 73
— — 172 81 — 258
1 — 61 93 — 15¢E
53 17 43t 797 — 1,30z
3,83¢ 1,23( — 1 — 5,067
— — 707 13¢ — 84C
55 1 19¢ 23¢ — 492
(157) (5,457 (10,47)) 2,11z 13,81¢ (157)
$ 3,787  $(4,209 $ (9,13)) $ 3,281 $ 13,81¢ $7,54«
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Condensed Consolidating Statements of Cash Flomthdéoyears ended December 31, 2005, 2004 andf200®:

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2005

(unaudited)
Levgl 3 _Level_ 3 Levgl 3 Other
Communications Financing, Communications Subsidiaries Eliminations
Inc. Inc. LLC Total
(dollars in millions)
Net Cash Provided by (Used i
Operating Activities $ (30€) $ (129 $ 22¢ $ 88 $ — $(120)
Cash Flows from Investing Activitie
Proceeds from sale and maturity
marketable securitie 24z — 34C 1 — 584
Purchases of marketable securi (64¢) — — — — (64¢)
Decrease (increase) in restricted
cash and securitie — 3 (6) (@D} — (4)
Capital expenditure — — (167) (13¢) — (30%)
Investments and acquisitio (20 — (497) 12¢ — (379
Proceeds from sale of property,
plant and equipment and other
asset: — — 3 8 — 11
Net Cash Provided by (Used i
Investing Activities (41%) 3 (327) 2 — (741)
Cash Flows from Financing Activitie
Long-term debt borrowings, net «
issuance cos! 8717 — — 66 — 942
Payments on long-term debt,
including current portion (net of
restricted cast — — (26) (1049) — (130
Increase (decrease) due from
affiliates, nel (221) 34 17C (83 — —
Net Cash Provided by (Used i
Financing Activities 75€ 34 144 (121) — 813
Net Cash Provided by Discontinu
Operations — 82 — (8) — 74
Effect of Exchange Rates on Cash an
Cash Equivalent @ — (13 3 — ()]
Net Change in Cash and Cz
Equivalents 34 9 30 (46) — 9
Cash and Cash Equivalents at Beginning
of Year 3 17 24~ 17¢ — 443
Cash and Cash Equivalents at End of
Year $ 37 $ 8 $ 27t $ 132 $ — $ 452
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Condensed Consolidating Statements of Cash Flows

Net Cash Provided by (Used i
Operating Activities
Cash Flows from Investing Activitie
Proceeds from sale and maturity
marketable securitie
Purchases of marketable securi
Decrease (increase) in restrictec
cash and securitie
Capital expenditure
Acquisitions
Proceeds from sale of property,
plant and equipment, and other
assett

Net Cash Provided by (Used i
Investing Activities
Cash Flows from Financing Activitie

Long-term debt borrowings, net
issuance cos!

Payments and repurchases of long-
term debt, including current
portion (net of restricted cas

Increase (decrease) in due from
affiliates, nel

Net Cash Provided by (Used i
Financing Activities

Net Cash Provided by Discontinu
Operations

Effect of Exchange Rates on Cash an
Cash Equivalent

Net Change in Cash and Cz
Equivalents

Cash and Cash Equivalents at Beginning
of Year

Cash and Cash Equivalents at End of
Year

For the year ended December 31, 2004

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

$ B79 $ (26 $ (30) $  35¢ $ —  $ ()
— — 70 — — 70
— — (410) — — (410)
7 21 (4) 3) — 21
— — (174) (99) — (279
— — (69 — — (69)
— — 9 61 — 70
7 21 (57€) (41) — (591)
272 718 — — — 98¢t
(94€) — (75) ©) — (1,027
1,04¢ (70€) 341 (684) — —
372 7 26€ (687) — (42)
— — — 6 — 6
2 — 5 11 — 18
2 2 (337) (359) — (68€)
1 15 582 531 — 1,12¢
$ 3 $ 17 $ 24% $ 17¢ $ — $ 44c
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Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2003

(unaudited)
Levgl 3 lLeveI' 3 Levgl 3 Other
Communications Financing, Communications Subsidiaries Eliminations
Inc. Inc. LLC Total
(dollars in millions)
Net Cash Provided by (Used i
Operating Activities $ (347) $ — $ 131 $  24c $ — $ 27
Cash Flows from Investing Activitie
Decrease (increase) in restrictec
cash and securities, r 26 (26) 4 5 — 9
Capital expenditure — — (87) (66) — (159
Investments and acquisitio ()] — (109) — — (117
Proceeds from sale of property,
plant and equipment, and other
asset: — — 26 77 — 10¢
Net Cash Provided by (Used i
Investing Activities 24 (26) (16€) 16 — (152)
Cash Flows from Financing Activitie
Long-term debt borrowings, net |
issuance cosl 361 487 — — — 84¢€
Payments and repurchases of long-
term debt, including current
portion (net of restricted cas — — (43 (729 — (772)
Stock options exercise 3 — — — — 3
Increase (decrease) in due from
affiliates, net 42 (46¥) 63C (120) — —
Net Cash Provided by (Used i
Financing Activities 322 19 587 (849) — 79
Net Cash Provided by Discontinu
Operations — — 28 ©)] — 25
Effect of Exchange Rates on Cash an
Cash Equivalent — — — 8 — 8
Net Change in Cash and C:
Equivalents @ @) 58C (58E) — (13
Cash and Cash Equivalents at Beginning
of Year 2 22 2 1,11¢ — 1,147
Cash and Cash Equivalents at End of
Year $ 1 $ 15 $ 582 $ 531 $ — $1,12¢
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(22) Subsequent Events
Debt Exchange

On January 13, 2006, the Company completed prastbhange offers to exchange its outstanding 9.136for Notes due 2008,
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaevireld by eligible holders in a
private placement for cash and new 11.5% SenioedNdtie 2010. The Company issued $692 million aggegyrincipal amount of 11.5%
Senior Notes as well as paid $46 million of cashsideration in exchange for the 2008 Notes tendierélte transactions. The Company also
paid approximately $13 million in cash for totataged interest to the closing date on the 2008 d\ihtat had been accepted for exchange.

Pursuant to the guidance in EITF No. 96-19, the famy accounted for the exchange of the 9.125% Sblutes and the 11%
Senior Notes as an extinguishment of debt and ¢spececognize a gain of approximately $27 milliorOther Income in the first quarter of
2006. The gain was determined using the fair vafittbe new 11.5% Notes at the time of issuance.falneralue of the 11.5% Senior Notes
was approximately $73 million less than the faceant of the debt. This accretion to the face amafitihe debt will be reflected as interest
expense. The 11.5% Senior Notes will be recordéidedt fair value on the transaction date and agitrete to their face value at maturity.
Premiums paid to holders of the 9.125% Senior Natesthe 11% Senior Notes of $41 million were aggphgainst the gain on
extinguishment of debt.

The exchange of the 10.5% Senior Discount Notesasesunted for as a modification of the existingtd&he premiums paid to
the holders of the 10.5% Senior Discount NotesSofrffilion will be added to the existing debt isscarosts and amortized over the term of
the 11.5% Notes.

The principal amount of 2008 Notes tendered isaét in the table below (dollars in millions).

Aggregate
Principal
Amount
Outstanding
Aggregate Aggregate Total Cash
Before Principal Amount Principal Amount of
Exchange Old Notes Premium
2008 Notes to be exchanged Offers Tendered to Remain Outstanding Payment
9.125% Senior Notes due 20 $ 954 $ 55€ $ 39¢ $ 36
11% Senior Notes due 20! 132 54 78 5
10.5% Senior Discount Notes due 2( 144 82 62 5

The exchange offers were made only to qualifietitintgonal buyers and institutional accredited istges inside the United States
and to certain non-U.S. investors located outdideLinited States.

The 11.5% Senior Notes are senior unsecured oloigabf the Company, ranking equal in right of paytnwith the old notes not
tendered in the exchange offers as well as allrateior unsecured obligations of the Company. Th&% Senior Notes will mature on
March 1, 2010, and will bear interest at a rategrmerum equal to 11.50%. Interest on the Notesbeilbayable on March 1 and September
each year, beginning on September 1, 2006. The @oynmay redeem some or all of the 11.5% Senior $\att@ny time on or after March 1,
2009, at 100% of their principal amount plus acdrinterest.
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The 11.5% Senior Notes have not been registereeruhd Securities Act of 1933, as amended, andrmogabe offered or sold in tl
United States absent registration or an applicelénption from registration requirements. Leveh8eed into a registration rights agreen
pursuant to which it will file an exchange offegigration statement with the Securities and Exgea@ommission with respect to the new
notes.

Acquisition of Progress Telecom LLC

On January 26, 2006, Level 3 signed a definitiveeagent to acquire all of the membership interesBrogress Telecom, LLC
(“Progress Telecom”), a regional wholesale netwsskices company based in St. Petersburg, FldPisdaress Telecom, LLC is owned by
PT Holding, LLC which is jointly owned by ProgreSeergy, Inc. and Odyssey Telecorp, Inc. Under ¢he$ of the agreement, Level 3
expects to pay total consideration of $137 milliconsisting of $68.5 million in shares of Level 8fdmon Stock, pursuant to the terms of the
Registration Rights Agreement, and $68.5 milliom@sh. The number of shares to be delivered witldtermined immediately prior to
closing. Progress Telecom’s network spans 9,008snihcludes 29 metro networks and connects tonat®enal cable landings in South
Florida and 31 mobile switching centers in the beast United States. Progress Telecom serves apyateky 200 customers with a
significant concentration of international and wess carrier customers. The Company expects theaction to close early in the second
quarter of 2006.

(23) Unaudited Quarterly Financial Data

March June September December

2005 2004 2005 2004 2005 2004 2005 2004

(dollars in millions except per share data)

Revenue $ 995 $877 $894 $902 $ 78z $ 821 $ 944 $1,03i
Operating Income (Los! 27 (63) (65) (89) (84) (53 (90 (17)
Income (Loss) from Continuing Operatic (77) (150 (18¢) (59 (209) (173 (21¢) (76)
Income (Loss) from Discontinued Operatic — 3 — (4) — 2 49 Q)
Net Income (Loss (77 (247 (189 (63) (2049 (A7) (169 (77)
Loss per Share (Basic

Income (Loss) from Continuing Operatic $(0.17) $(0.22) $(0.27) $(0.09 $(0.29) $(0.2F) $(0.31) $(0.1))

Income (Loss) from Discontinued Operatic — — — — — — 0.07 —

Net Income (Loss $(0.11)) $(0.22) $(0.27) $(0.09 $(0.2%) $(0.25) $(0.24 $(0.1)

Loss per share was calculated for each three-npmribd on a standtone basis. As a result of stock transactionsdutie periods
the sum of the loss per share for the four quadkeach year may not equal the loss per shariéotwelve month periods. As a result of
discontinued operations in 2005, certain amourgsipusly included in the 2005 and 2004 quarterporés on Forms 10-Q have been
reclassified from continuing operations to disconéid operations.

In the fourth quarter of 2005, the Company recogghia $49 million gain from the sale af)Structure.
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In the first quarter of 2005, the Company recogui&86 million and $40 million of termination reventelated to 360networks

(USA), Inc. and France Telecom Long Distance USIXC|respectively. The Company also recognized $ilffomin severance and related
charges as a result of a workforce reduction of@pmately 470 employees in the first quarter 0820

In the fourth quarter of 2004, the Company recogghiz $50 million gain on extinguishments of dekdtssl to the repurchase of
portions of its outstanding notes due 2008. The @amg also recognized $103 million of terminationeneue and recorded lease impairment
charges of $14 million for leases in North Ameraral Europe during the fourth quarter of 2004.

In the second quarter of 2004 the Company paidnilibn to extinguish a capital lease obligatiorthvAllegiance and recognizet
gain of $147 million on the settlement.
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PROSPECTUS

Level 3 Communications, Inc.

Debt Securities
Preferred Stock
Depositary Shares
Warrants
Stock Purchase Contracts and Stock Purchase Units
Subscription Rights
Common Stock

We will provide specific terms of these securitisl their offering prices in supplements to thisspectus.

In the case of debt securities, these terms willithe, as applicable, the specific designationreggte principal amount, maturity,
rate or formula of interest, premium, terms forenegbtion. In the case of shares of preferred stibelse terms will include, as applicable, the
specific title and stated value, any dividend, ilitation, redemption, conversion, voting and othgits. In the case of depositary shares, these
terms will include the fractional share of preferstock represented by each depositary shareeloabe of common stock, these terms will
include the aggregate number of shares offerethdmtase of warrants, these terms will includestiurities for which the warrants are
exercisable, duration, offering price, exercise@and detachability. In the case of stock purckasgracts, these terms will include the
holders’ obligation to purchase common stock ofgered stock from us and our obligation to makaquic payments to the holders of the
stock purchase contracts, including whether thayenpnts will be secured or prefunded. We may iisege stock purchase contracts
separately or as part of a unit consisting of alspurchase contract and debt securities, prefeseedrities or debt obligations of third parties,
securing the holders’ obligation to purchase. Ba¢hse of subscription rights, these terms willide the title of the subscription rights, the
securities for which the subscription rights arereisable, the extent to which such subscriptights are transferable and terms, procedures
and limitations relating to the exchange and eserof the subscription rights.

We may sell any combination of these securitiesn@ or more offerings up to a total dollar amour3,156,375,000.

Our common stock is quoted on the Nasdaq Natioraak®t under the symbol LVLT. The closing price af common stock on the
Nasdaq National Market was $47.00 per share oradgrilr, 2001. None of the other securities areetitity publicly traded

You should read this prospectus and any prospsciziement carefully before you invest.

See “Risk Factors” on page 2 for a discussion of matters that you sluld consider before investing in
these securities.

Neither the Securities and Exchange Commission n@ny state securities commission has approved or digproved of these
securities or passed upon the adequacy or accuraoythis prospectus. Any representation to the contry is a criminal offense.

The date of this prospectus is January 31, 2001.
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ABOUT THIS PROSPECTUS

This prospectus is part of two registration statetsi¢ghat we filed with the SEC utilizing a shelfjigtration process. Under this st
process, we may, over the next two years, selcamybination of the securities described in thisspeztus in one or more offerings up to a
total dollar amount of $3,156,375,000 or the eglemadenominated in foreign currencies or unitsaaf or more foreign currencies. This
prospectus provides you with a general descriptfcthe securities we may offer. Each time we sedusities, we will provide a prospectus
supplement that will contain specific informatidmoart the terms of that offering. The prospectugpiment may also add, update or change
information contained in this prospectus. You shaelad both this prospectus and any prospectudesuppt together with additional
information described under the heading “Where Cam Find More Information.”

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports, pretatements and other information with the SEQ. S&IC filings are available to
the public over the Internet at the SEC’s web aitkttp://www.sec.gov. You may also read and capydocument we file at the SECpHublic
reference room at 450 Fifth Street, N.W., Washingi®.C. 20549. Please call the SEC at 1-800-SE®@-@&3further information on the
public reference room. Our SEC filings are alsalate at the offices of the Nasdaq National MarketWashington, D.C.

The SEC allows us to incorporate by referencerfamation we file with them, which means that vea disclose important
information to you by referring you to those documse The information incorporated by referencenisnaportant part of this prospectus, and
information that we file later with the SEC will taunatically update and supersede this informatiga.incorporate by reference our

documents listed below and any future filings wekenaith the SEC under Sections 13(a), 13(c), 14,5¢d) of the Securities Exchange Act
until we sell all of the securities.

. Annual report on Forms 10-K and 10-K/A for the fisgear ended December 31, 1999
. Quarterly reports on Form 10-Q for the quarterseeindarch 31, 2000, June 30, 2000 and Septembe&080,

. Current reports on Form 8-K, filed February 4, 208€bruary 7, 2000, February 18, 2000, Februar®@60, February 29,
2000 and November 13, 2000 and on Fo-K/A filed November 9, 199

. Registration statements on Forms 8-A/A filed MaBdh 1998 and June 10, 1998

You may request a copy of these filings at no dmstyriting or telephoning us at the following adsds:

Vice President, Investor Relations
Level 3 Communications, Inc.
1025 Eldorado Boulevard
Broomfield, Colorado 80021
(720) 888-1000

You should rely only on the information incorpottey reference or provided in this prospectus graospectus supplement. We
have not authorized anyone else to provide you different information. We are not making an oftéthese securities in any state where
offer is not permitted. You should not assume thatinformation in this prospectus or any prospestupplement is accurate as of any date
other than the date on the front of those documents
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RISK FACTORS
Before you invest in our securities, you shoulde@aly consider the risks involved. These riskdude, but are not limited to:

. the risks described in our current report on ForKIA& filed with the SEC on November 9, 1999, whistincorporated by
reference in this prospectus; ¢

. any risks that may be described in other filingsmake with the SEC or in the prospectus supplenrefating to specific
offerings of securities

THE COMPANY

We engage in the communications, information ses/and coal mining businesses through ownership@fating subsidiaries and
substantial equity positions in public companiedate 1997, we announced a business plan to isegbstantially our information services
business and to expand the range of services we #ffe are implementing our business plan by bugidin advanced communications
network based on internet protocol technology.

Since late 1997, we have substantially increase@iphasis we place on and the resources devotent tmmmunications and
information services business. Since that time axebecome a facilities-based provider of a breage of integrated communications
services. A facilities-based provider is one thahs or leases a substantial portion of the plapgrty and equipment necessary to provide
its services. We have expanded substantially teebas of our subsidiary, (i) Structure, Inc. (ferty known as PKS Information Services,
Inc.) and are creating, through a combination efstaction, purchase and leasing of facilities atier assets, an advanced, international
facilities based communications network. We desidgmér network based on internet protocol technoiogyrder to leverage the efficiencies
of this technology to provide lower cost commurimas services.

Our network will combine both local and long distametworks and will connect customers end-to-emdss the U.S. and in
Europe and Asia. We provide a full range of comroatibns services—including local, long distancégfinational and internet services.

Our principal executive offices are located at 1&&torado Boulevard, Broomfield, Colorado 80021 andtelephone number is
(720) 888-1000.

RATIO OF EARNINGS TO FIXED CHARGES AND PREFERRED ST OCK DIVIDENDS

The ratio of earnings to fixed charges for eacthefperiods indicated was as follows:

Nine Months Ended September 30, Fiscal Year Ended
2000 1999 1999 1998 1997 1996 1995
— — — 5.73 3.87 —

For this ratio, earnings consist of earnings (I&&sfpre income taxes, minority interest and disiooed operations plus fixed
charges excluding capitalized interest but inclgdimortization of capitalized interest. Fixed clergonsist of interest expensed and
capitalized, plus the portion of rent expense umperating leases deemed by us to be representdtilie interest factor, plus, prior to
September 30, 1995, preferred stock dividends efeped stock of its former subsidiary, MFS Comneatibns Company, Inc. We had
deficiencies of earnings to fixed charges of $99lfian for the nine months ended September 30, 28221 million for the nine months
ended September 30, 1999, $695 million for 1998, i®8lion for 1998 and $32 million for 1995.
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APPLICATION OF PROCEEDS

Unless the applicable prospectus supplement stteswise, the net proceeds from the sale of tfexed securities will be used for
working capital, capital expenditures, acquisitiansl other general corporate purposes. Until weheseet proceeds in this manner, we may
temporarily use them to make short-term investmentsduce short-term borrowings.

DESCRIPTION OF DEBT SECURITIES

This section describes the general terms and pomg®of the debt securities. The applicable proggesupplement will describe the
specific terms of the debt securities offered tiglothat prospectus supplement as well as any dgeeremss described in this section that will
not apply to those debt securities.

The debt securities will be our direct unsecuretkegal obligations and may include debentures, notasds and/or other evidences
of indebtedness. The debt securities will be eitfesior debt securities or subordinated debt sesiriThe debt securities will be issued under
one or more separate indentures between us anBarieof New York as successor to IBJ Whitehall B&nkrust Company, as trustee.
Senior debt securities will be issued under a sénéenture, and subordinated debt securitieshweilissued under a subordinated indenture.
Together, the senior indentures and the subordiriateentures are called indentures.

We have summarized selected provisions of the itodes below. The summary is not complete. We héseefded the forms of the
indentures as exhibits to the registration stateméu should read the indentures for provisiora thay be important to you before you buy
any debt securities.

General terms of debt securities

The debt securities issued under each indenturebmégsued without limit is to aggregate princigadount, in one or more series.
Each indenture provides that there may be moredhartrustee under the indenture, each with regpexte or more series of debt securities.
Any trustee under either indenture may resign arebeoved with respect to one or more series of setrities issued under that indenture,
and a successor trustee may be appointed to dctesgipect to that series.

If two or more persons are acting as trustee vagipect to different series of debt securities dswreler the same indenture, each of
those trustees will be a trustee of a trust untkgrindenture separate and apart from the trusirastkered by any other trustee. In that case,
except as otherwise indicated in this prospectugaation described in this prospectus to be tdkethe trustee may be taken by each of t
trustees only with respect to the one or more safi@lebt securities for which it is trustee.

A prospectus supplement relating to a series of sleturities being offered will include specifiertes relating to the offering and
that series. These terms will contain some orfathe following:

. the title of the debt securities;
. any limit on the aggregate principal amount ofdleét securities;
. the purchase price of the debt securities, expdegsa percentage of the principal amount;

. the date or dates on which the principal of andmeynium on the debt securities will be payabléhermethod for
determining the date or datt

. if the debt securities will bear interest, the iatt rate or rates or the method by which thegatates will be determined,;
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. if the debt securities will bear interest, the datelates from which any interest will accrue, ititerest payment dates on
which any interest will be payable, the record ddite those interest payment dates and the basis which interest shall be
calculated if other than that of a -day year of twelve :-day months

. the place or places where payments on the debtieswvill be made and the debt securities magureendered for
registration of transfer or exchany

. if we will have the option to redeem all or any toam of the debt securities, the terms and conaitiopon which the debt
securities may be redeem:

. the terms and conditions of any sinking fund oreotsimilar provisions obligating us or permittingp@lder to require us to
redeem or purchase all or any portion of the debtsties prior to final maturity

. the currency or currencies in which the debt séiesrare denominated and payable if other than dlbfars;

. whether the amount of any payments on the debtiiesumay be determined with reference to an indexnula or other
method and the manner in which such amounts dve tieterminec

. any additions or changes to the events of defauhe respective indentures;

. any additions or changes with respect to the atbeenants in the respective indentures;

. the terms and conditions, if any, upon which thietdecurities may be convertible into common stmckreferred stock;
. whether the debt securities will be issued in tiedfied or book-entry form;

. whether the debt securities will be in registeretearer form and, if in registered form, the demations of the debt
securities if other than $1,000 and multiples o0$0;

. the applicability of the defeasance and covenafgiadance provisions of the applicable indenturd; an

. any other terms of the debt securities consistétht tive provisions of the applicable indenture.

Debt securities may be issued under the indenag@siginal issue discount securities to be offened sold at a substantial disca
from their stated principal amount. Special U.S8lefal income tax, accounting and other consideratapplicable to original issue discount
securities will be described in the applicable pexdus supplement.

Unless otherwise provided with respect to a serieebt securities, the debt securities will beiégsonly in registered form,
without coupons, in denominations of $1,000 andtiples of $1,000.

Certificated securities

Except as otherwise stated in the applicable paigpesupplement, debt securities will not be issoexgrtificated form. If,
however, debt securities are to be issued in ggtéd form, no service charge will be made for agsfer or exchange of any of those debt
securities. We may require payment of a sum sefiiicio cover any tax or other governmental chaey@bple in connection with the transfer
or exchange of those debt securities.

Book-entry debt securities

The debt securities of a series may be issued alendr in part in the form of one or more globatgdties that will be deposited
with the depositary identified in the applicablegvectus supplement. Unless it
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is exchanged in whole or in part for debt secigitiredefinitive form, a global security may nottb@nsferred. However, transfers of the whole
security between the depositary for that globaliggcand its nominee or their respective succesaos permitted.

Unless otherwise stated, The Depository Trust Compidew York, New York will act as depositary faadah series of global
securities. Beneficial interests in global secesitwvill be shown on, and transfers of global s¢iesrivill be effected only through, records
maintained by DTC and its participants.

. DTC has provided the following information to usTO is a:

. limited-purpose trust company organized under thesNork Banking Law;

. a banking organization within the meaning of theviNéork Banking Law;

. a member of the U.S. Federal Reserve System;

. a clearing corporation within the meaning of theMN¥ork Uniform Commercial Code; and

. a clearing agency registered under the provisiésgaion 17A of the Securities Exchange Act.

DTC holds securities that its direct participargpalsit with DTC. DTC also facilitates the settletn@mong direct participants of securities
transactions, in deposited securities through elait computerized book-entry changes in the dipacticipant’'s accounts. This eliminates
the need for physical movement of securities dedti€s. Direct participants include securities lerskand dealers, banks, trust companies,
clearing corporations and certain other organinati®@TC is owned by a number of its direct partioifs and by the New York Stock
Exchange, Inc., the American Stock Exchange, Ind.the National Association of Securities Dealbrs, Access to DTC’s book-entry
system is also available to indirect participantshsas securities brokers and dealers, banks astdcmmpanies that clear through or maintain
a custodial relationship with a direct participarte rules applicable to DTC and its direct andregat participants are on file with the SEC.

Principal and interest payments on global secsrigistered in the name of DTC’s nominee will kedmin immediately available
funds to DTC’s nominee as the registered ownehefglobal securities. We and the trustee will tlR&C’s nominee as the owner of the
global securities for all other purposes as weticétdingly, we, the trustee and any paying agehthaie no direct responsibility or liability
to pay amounts due on the global securities to osvoibeneficial interests in the global securitiess DTC’s current practice, upon receipt
of any payment of principal or interest, to cratifect participants’ accounts on the payment daterling to their respective holdings of
beneficial interests in the global securities. Ehpayments will be the responsibility of the dirant indirect participants and not of DTC, the
trustee or us.

Debt securities represented by a global securitybeiexchangeable for debt securities in defieifiorm of like amount and terms
in authorized denominations only if:

. DTC notifies us that it is unwilling or unable torginue as depositary;
. DTC ceases to be a registered clearing agency andcassor depositary is not appointed by us wlifidays; or

. we determine not to require all of the debt semgibf a series to be represented by a global isgemd notify the trustee of
our decision

Merger

We generally may consolidate with, or sell, leaseanvey all or substantially all of our assetsaiomerge with or into, any other
corporation if:

. we are the continuing corporation; or
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. we are not the continuing corporation, the sucaessoration, expressly assumes all paymentsidgheatebt securities and
the performance and observance of all the covermmtsonditions of the applicable indenture;

. neither we nor the successor corporation is inudefammediately after the transaction under theliapple indenture.

Events of default, notice and waiver

Senior indentureThe senior indenture provides that the following events of default with respect to any serieenfas debt
securities:

. default for 30 days in the payment of any inteoesainy debt security of that series;
. default in the payment of the principal of or prami if any, on any debt security of that seriegsamaturity;
. default in making a sinking fund payment requireddny debt security of that series;

. default in the performance of any of our other emrgs in the senior indenture that continues fod®gs after written notice,
other than default in a covenant included in the@andenture solely for the benefit of anothetie of senior debt securitie

. the acceleration of the maturity of more than $@6,000 in the aggregate of any of our other ind#iess, where that
indebtedness is not discharged or that accelereinat rescinded or annulle

. certain events of bankruptcy, insolvency or reoigition of us or our property; and

. any other event of default provided with resped fmarticular series of debt securities.

The senior trustee generally may withhold noticthtoholders of any series of debt securities gfdefault with respect to that
series if it considers the withholding to be in thierest of those holders. However, the seniaté® may not withhold notice of any defaul
the payment of the principal of, or premium, if any interest on any debt security of that serieis the payment of any sinking fund
installment in respect of any debt security of texes.

If an event of default with respect to any seriksamior debt securities occurs and is continuiing,senior trustee or the holders of
not less than 25% in principal amount of the outditag debt securities of that series may declagetincipal amount of all of the debt
securities of that series immediately due and play&ubject to certain conditions, the holders ofaority in principal amount of outstandi
debt securities of that series may rescind andlahatiacceleration. However, they may only dofsallievents of default, other than the non-
payment of accelerated principal or specified portf accelerated principal, with respect to delsusities of that series have been cured or
waived.

Holders of a majority in principal amount of anyiee of outstanding senior debt securities mayjesito some limitations, waive
any past default with respect to that series aadtimsequences of the default. The prospectuslesuppt relating to any series of senior debt
securities which are original issue discount seiegrivill describe the particular provisions ratatito acceleration of a portion of the principal
amount of those original issue discount securitjgsn the occurrence and continuation of an evedetsHult. Within 120 days after the close
of each fiscal year, we must file with the seniostee a statement, signed by specified of oucerf§i, stating whether those officers have
knowledge of any default under the senior indenture

Except with respect to its duties in case of defdlé senior trustee is not obligated to exeraisgeof its rights or powers at the
request or direction of any holders of any serfesutstanding senior debt securities,
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unless those holders have offered the senior gustesonable security or indemnity. Subject toghndemnification provisions and
limitations contained in the senior indenture, lioéders of a majority in principal amount of anyiss of the outstanding debt securities is:
thereunder may direct any proceeding for any renaadylable to the senior trustee, or the exercisingny of the senior trustee’s trusts or
powers.

Subordinated indentur@he subordinated indenture provides that the faligvare events of default with respect to any sesfe
subordinated debt securities:

. default for 30 days in the payment of any inteagstiny debt security of that series;
. default in the payment of the principal of or prami if any, on any debt security of that serieftsamaturity;
. default in making a sinking fund payment requireddny debt security of that series;

. any default in the performance of any of our ott@renants in the subordinated indenture that coesirior 60 days after
written notice, other than default in a covenantuded in the subordinated indenture solely forlibeefit of another series of
subordinated debt securitie

. the acceleration of more than $25,000,000, whetitldebtedness is not discharged or that accilrnatnot rescinded or
annulled;

. certain events relating to the bankruptcy, insotyeor reorganization of us or our property; and

. any other event of default provided with resped fmarticular series of debt securities.

The subordinated trustee generally may withholitedb the holders of any series of subordinatdad decurities of any default
with respect to that series if it considers thenhitiding to be in the interest of the holders. Hearethe subordinated trustee may not
withhold notice of any default in the payment of firincipal of or premium, if any or interest oryatebt security of that series or in the
payment of any sinking fund installment in respEfcany debt security of that series.

If an event of default with respect to any seriesutordinated debt securities occurs and is coimtfy the subordinated trustee or
the holders of not less than 25% in principal amaifithe outstanding debt securities of that seriag declare the principal amount of all of
the debt securities of that series immediatelyahet payable. Subject to certain conditions, thddvsl of a majority in principal amount of
outstanding debt securities of that series mayindsand annul that acceleration. However, they oray do so if all events of default with
respect to debt securities of that series have beed or waived. Holders of a majority in prindipanount of any series of the outstanding
subordinated debt securities may, subject to samitations, waive any past default with respedhiat series and the consequences of the
default. The prospectus supplement relating tosamies of subordinated debt securities which aggnad issue discount securities will
describe the particular provisions relating to émeion of a portion of the principal amount ob$ie original issue discount securities upon
the occurrence and continuation of an event ofudef@/ithin 120 days after the close of each fisesr, we must file with the subordinated
trustee a statement, signed by specified officetspstating whether such officers have knowleafgeny default under the subordinated
indenture.

Except with respect to its duties in case of defdlné subordinated trustee is not obligated to@se any of its rights or powers at
the request or direction of any holders of anyeseaf outstanding subordinated debt securitiegssrthose holders have offered the
subordinated trustee reasonable security or indgnfiibject to those indemnification provisions $imdtations contained in the subordina
indenture, the holders of a majority in principai@unt of any series of the outstanding subordindédat securities may direct any proceeding
for any remedy available to the subordinated tejste the exercising of any of the subordinatedtée’s trusts or powers.

7



Table of Contents

Modification of the indentures

Senior indentureModifications and amendments of the senior indeninay be made only, subject to some exceptionh, th
consent of the holders of a majority in aggregaitecipal amount of all outstanding debt securitiesler the senior indenture which are
affected by the modification or amendment. Howethex,holder of each affected senior debt securitgtmmonsent to any modification or
amendment of the senior indenture that:

changes the stated maturity of the principal otherpremium, if any, or any installment of intdres, that debt security;

reduces the principal amount of, or the rate orwamhof interest on, or any premium payable on rquém of, that debt
security;

reduces the amount of principal of an original ésdiscount security that would be due and payahda weclaration of
acceleration of its maturity or would be provaliédankruptcy

adversely affects any right of repayment of thalbobf that debt security;
changes the place of payment where, or the currenaich, any payment on that debt security isgtdsy,
impairs the right to institute suit to enforce grayment on or with respect to that debt security; o

reduces the percentage of outstanding debt sexsudtiany series necessary to modify or amendetiersindenture or to
waive compliance with some of its provisions oradgfs and their consequenc

We and the senior trustee may amend the seniontadewithout the consent of the holders of anyaeattebt securities in certain limited
circumstances, such as:

to evidence the succession of another entity @nalsthe assumption by the successor of our coverantained in the senior
indenture;

to secure the securities; and

to cure any ambiguity, to correct or supplement airwision in the senior indenture which may beomsistent with any other
provision of the senior indentur

Subordinated indenturélodifications and amendments to the subordinatddniture may be made only, subject to some
exceptions, with the consent of the holders of gritg in aggregate principal amount of all outstarg debt securities under the subordini
indenture which are affected by the modificatioranrendment. However, the holder of each affectedrsiinated debt security must consent
to any modification or amendment of the subordidatelenture that:

changes the stated maturity of the principal otherpremium, if any, or any installment of interes, that debt security;

reduces the principal amount of, or the rate orwamhof interest on, or any premium payable on rgat@n of, that debt
security;

reduces the amount of principal of an original édiscount security that would be due and payahts ueclaration of
acceleration of its maturity or would be provaliéankruptcy

adversely affects any right of the repayment ofttbleler of that debt security;
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. changes the place of payment where, or the currenaich, any payment on that debt security isgirsy,
. impairs the right to institute suit to enforce grayment on or with respect to that debt security;

. reduces the percentage of outstanding debt sesudtiany series necessary to modify or amendutherdinated indenture or
to waive compliance with some of its provisionglefaults and their consequences

. subordinates the indebtedness evidenced by thasdetbrity to any of our indebtedness other thamoséndebtedness.

We and the subordinated trustee also may amenglfmdinated indenture without the consent of thidérs of any subordinated
securities in certain limited circumstances, sush a

. to evidence the succession of another entity @nalsthe assumption by the successor of our coveantained in the
subordinated indentur

. to secure the securities; and

. to cure any ambiguity, to correct or supplement giroyision in the subordinated indenture which rbayinconsistent with
any other provision of the subordinated indent

Defeasance and covenant defeasance

When we establish a series of debt securities, s provide that that series is subject to the defieee and discharge provisions of
the applicable indenture. If those provisions aeslenapplicable, we may elect either:

. to defease and be discharged from, subject to $iamitations, all of our obligations with respectttwse debt securities; or

. to be released from our obligations to comply gipiecified covenants relating to those debt seesrés described in the
applicable prospectus suppleme

To effect that defeasance or covenant defeasarcejust irrevocably deposit in trust with the relgviiustee an amount in any
combination of funds or government obligations, ebhithrough the payment of principal and interestécordance with their terms, will
provide money sufficient to make payments on tdedgt securities and any mandatory sinking fundnatagous payments on those debt
securities.

On such a defeasance, we will not be released dtdigations:

. to pay additional amounts, if any, upon the ocawreeof some events;
. to register the transfer or exchange of those skettrities;

. to replace some of those debt securities;

. to maintain an office relating to those debt sdimsj

. to hold moneys for payment in trust will not beattiarged.
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To establish such a trust we must, among othegshideliver to the relevant trustee an opinionafrsel to the effect that the
holders of those debt securities:

. will not recognize income, gain or loss for U.Sdeal income tax purposes as a result of the defieasor covenant
defeasance; ar

. will be subject to U.S. federal income tax on thme amounts, in the same manner and at the same asnwould have been
the case if the defeasance or covenant defeasadasoh occurred. In the case of defeasance, timeoopdf counsel must be
based upon a ruling of the IRS or a change in egplé U.S. federal income tax law occurring after date of the applicable
indenture.

Government obligations mean generally securitieghvare:

. direct obligations of the U.S. or of the governmehtch issued the foreign currency in which thetdsdzurities of a particuli
series are payable, in each case, where the isasgrledged its full faith and credit to pay thégaions; or

. obligations of an agency or instrumentality of th&. or of the government which issued the foreigmency in which the
debt securities of that series are payable, thenpay of which is unconditionally guaranteed asliféith and credit obligatio
by the U.S. or that other governme

. In any case, the issuer of government obligati@mnot have the option to call or redeem the ohibgat In addition,
government obligations include, subject to certpialifications, a depository receipt issued by akbar trust company as
custodian with respect to any government obligatioa specific payment of interest on or principany such government
obligation held by the custodian for the accourd dfepository receipt holde

If we effect covenant defeasance with respect yodabt securities, the amount on deposit with éevant trustee will be sufficient
to pay amounts due on the debt securities at e dif their stated maturity. However, those debtgges may become due and payable
to their stated maturity if there is an event diaddt with respect to a covenant from which we hawebeen released. In that event, the
amount on deposit may not be sufficient to payalbunts due on the debt securities at the timeeo&tceleration.

The applicable prospectus supplement may furtheerie the provisions, if any, permitting defeagaoccovenant defeasance,
including any modifications to the provisions désed above.

Senior debt securities

Senior debt securities are to be issued underthiersindenture. Each series of senior debt seesintill constitute senior
indebtedness and will rank equally with each oHegies of senior debt securities and other send#litedness. All subordinated debt,
including, but not limited to, all subordinated sgties, will be subordinated to the senior deluisities and other senior indebtedness.

Subordination of subordinated securities

Subordinated indentur@®ayments on the subordinated securities will belibated to our senior indebtedness, whether
outstanding on the date of the subordinated inderguincurred after that date. At September 30020ur aggregate senior indebtedness
approximately $5.218 billion. The applicable praspe supplement for each issuance of subordinam®arities will specify the aggregate
amount of our outstanding indebtedness as of thet reoent practicable date that would rank sewi@nd equally with the offered
subordinated securities.

Ranking.No class of subordinated securities is subordintteshy other class of subordinated debt securiies “Subordination
provisions” below.
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Subordination provisiondf any of certain specified events occur, the hodd® senior indebtedness must receive paymereofidl
amount due on the senior indebtedness, or that gatymust be duly provided for, before we may madkgnents on the subordinated
securities. These events are:

. any distribution of our assets upon our liquidati@organization or other similar transaction exdepa distribution in
connection with a merger or other transaction cgmpglwith the covenant described above ur“Merge’”;
. the occurrence and continuation of a payment defeuany senior indebtedness; or

. a declaration of the principal of any series ofshbordinated securities, or, in the case of ogsiggsue discount securities, the
portion of the principal amount specified undeiitherms, as due and payable, that has not beemdesi and annulle

However, if the event is the acceleration of amjeseof subordinated securities, only the holdéisenior indebtedness outstanding
at the time of the acceleration of those suborduhaecurities, or, in the case of original isssedalint securities, that portion of the principal
amount specified under their terms, must receiyeneat of the full amount due on that senior inddbéss, or such payment must be duly
provided for, before we make payments on the subated securities.

As a result of the subordination provisions, sormeus general creditors, including holders of semalebtedness, may recover
more, ratably, than the holders of the subordinagairities in the event of insolvency.

Definition of senior indebtedness
Senior indebtedness means the following indebtedoesbligations:
. the principal of and premium, if any, and unpaitkiast on indebtedness for money borrowed;
. purchase money and similar obligations;
. obligations under capital leases;

. guarantees, assumptions or purchase commitmeatseto, or other transactions as a result of tvknie are responsible for
the payment of, the indebtedness of oth

. renewals, extensions and refunding of that indetess!

. interest or obligations in respect of the indebtsdnaccruing after the commencement of any insojvenbankruptcy
proceedings; an

. obligations associated with derivative products.
However, indebtedness or obligations are not seénd@btedness if the instrument by which we becobiigated for that

indebtedness or those obligations expressly previat that indebtedness or those obligationsuaierj in right of payment to any other of
our indebtedness or obligations.

Convertible debt securities

Unless otherwise provided in the applicable prosmesupplement, the following provisions will appdydebt securities that will be
convertible into common stock or preferred stock.

ConversionThe holder of unredeemed convertible debt secaritiay, at any time during the period specifiechm applicable
prospectus supplement, convert those convertilide skeurities into shares of common stock or prefestock. The conversion price or rate
for each $1,000 principal amount of convertible
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debt securities will be specified in the applicamespectus supplement. The holder of a convertibl# security may convert a portion of the
convertible debt security which is $1,000 principaiount or any multiple of $1,000. In the caseafwertible debt securities called for
redemption, conversion rights will expire at thesd of business on the date fixed for the redempkiowever, in the case of repayment a
option of the applicable holder, conversion right terminate upon receipt of written notice oktholder’s exercise of that option.

In certain events, the conversion price or ratélvélsubject to adjustment as specified in theiegple indenture. For debt securi
convertible into common stock, those events include

. the issuance of shares of common stock as a dididen

. subdivisions and combinations of common stock;

. the issuance to all holders of common stock oftsigin warrants entitling such holders for a penotlexceeding 45 days to
subscribe for or purchase shares of common stoglpete per share less than its current per sharket price; ani

. the distribution to all holders of common stock of:

(1) shares of our capital stock, other than commorks
(2) evidences of our indebtedness or assets excludstydividends or distributions paid from our reg¢girearnings; ¢
(3) subscription rights or warrants other than tho$erred to above

No adjustment of the conversion price or rate balrequired in any of these cases unless an adjnstwould require a cumulative
increase or decrease of at least 1% in that pricate. Fractional shares of common stock will lIm@issued upon conversion. In place of
fractional shares, we will pay a cash adjustmentekk otherwise specified in the applicable proggesupplement, convertible debt secur
convertible into common stock surrendered for cosioa between any record date for an interest payieed the related interest payment
date must be accompanied by payment of an amouat &mthe interest payment on the surrenderedertible debt security. However, that
payment does not have to accompany convertiblesshtrities surrendered for conversion if thosevedible debt securities have been
called for redemption during that period.

The adjustment provisions for debt securities caibe into shares of preferred stock will be detigred at the time of an issuance
of debt securities and will be described in theliapple prospectus supplement.

DESCRIPTION OF PREFERRED STOCK

This section describes the general terms and poogi®f our preferred stock. The applicable progpesupplement will describe
the specific terms of the preferred stock offetadtigh that prospectus supplement as well as amgrgeterms described in this section that
will not apply to those shares of preferred stock.

We have summarized certain selected terms of #feped stock in this section. The summary is wotglete. You should read our
restated certificate of incorporation that is ahibit to our annual report on Form 10-K and thetifieate of designation relating to the
applicable series of the preferred stock that wkfia with the SEC for additional information ba you buy any preferred stock.

General

Our restated certificate of incorporation and DelesvGeneral Corporation Law give our board of doecthe authority, without
further stockholder action, to issue a maximum@000,000 shares of preferred
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stock. The board of directors has the authoritijxtthe following terms with respect to shares oy @&eries of preferred stock:

the designation of the series;

the number of shares to comprise the series;

the dividend rate or rates payable with respettecshares of the series;

the redemption price or prices, if any, and thenteand conditions of any redemption;

the voting rights;

any sinking fund provisions for the redemption arghase of the shares of the series;

the terms and conditions upon which the shares@reertible or exchangeable, if they are convestdnl exchangeable; and

any other relative rights, preferences and linotagi pertaining to the series.

The preferred stock will have the rights descrilmethis section unless the applicable prospectpplsment provides otherwise.
You should read the prospectus supplement reléditige particular series of the preferred stoakfiers for specific terms, including:

the designation, stated value and liquidation pegfee of that series of the preferred stock anahtimeber of shares offered,;
the initial public offering price at which the skarwill be issued;

the dividend rate or rates or method of calculatibdividends, the dividend periods, the date desi@n which dividends will
be payable and whether such dividends will be catiud or noncumulative and, if cumulative, the ddtem which dividend
shall commence to cumula

any redemption or sinking fund provisions;

any conversion or exchange provisions;

the procedures for any auction and remarketingnyf of that series of preferred stock;

whether interests in that series of preferred switlke represented by our depositary shares; and

any additional dividend, liquidation, redemptiomksng fund and other rights, preferences, privilegiimitations and
restrictions of that series of preferred stc

When we issue shares of preferred stock againsh@atyfor the shares, they will be fully paid andhassessable. This means that
the full purchase price for those shares will hagen paid and the holders of those shares wilbbeatssessed any additional monies for those
shares. Holders of preferred stock will have n@&pgtive rights to subscribe for any additional siies that we may issue.

Because we are a holding company, our rights amdigihts of holders of our securities, including tiolders of preferred stock, to
participate in the distribution of assets of ansidiary of ours upon its liquidation or recapitalion will be subject to the prior claims of its
creditors and preferred stockholders. We will n@sbructurally subordinated to the extent we ageeditor with recognized claims against the
subsidiary or are a holder of preferred stock efghbsidiary.

Dividends

The holders of the preferred stock will be entiledeceive dividends, if declared by our boardlioéctors out of our assets that we
can legally use to pay dividends. The prospectpplsment relating to a
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particular series of preferred stock will descitbe dividend rates and dates on which dividendsbeilpayable. The rates may be fixed or
variable or both. If the dividend rate is variatitee applicable prospectus supplement will desahiedormula used for determining the
dividend rate for each dividend period. We will gliyidends to the holders of record as they appeayur stock books on the record dates
fixed by our board of directors. The applicablegmectus supplement will specify whether dividendsbe paid in the form of cash, prefer
stock or common stock.

The applicable prospectus supplement will alsestdtether dividends on any series of preferredkstoe cumulative or
noncumulative. If our board of directors does retldre a dividend payable on a dividend paymerg datany noncumulative series of
preferred stock, then the holders of that seridlsnat be entitled to receive a dividend for thatidend period. In those circumstances, we
not be obligated to pay the dividend accrued fat geriod, whether or not dividends on such preféstock are declared or paid on any ft
dividend payment dates.

Our board of directors may not declare and payiaeind on any of our stock ranking, as to divideragial with or junior to any
series of preferred stock unless full dividendgtat series have been declared and paid, or ddcdaue sufficient money is set aside for
payment. Until either full dividends are paid, oe aeclared and payment is set aside, on prefstoett ranking equal as to dividends, then:

. we will declare any dividends pro rata among thefeared stock of each series and any preferred séaking equal to the
preferred stock as to dividends; in other words,dlvidends we declare per share on each sergscbfpreferred stock will
bear the same relationship to each other thatuthadcrued dividends per share on each such sefribe preferred stock bear
to each other

. other than such pro rata dividends, we will notlaecor pay any dividends or declare or make asfrilutions upon any
security ranking junior to or equal with the preégt stock as to dividends or upon liquidation, @takvidends or distributior
paid for with securities ranking junior to the pretd stock as to dividends and upon liquidatioat

. we will not redeem, purchase or otherwise acquirgeb aside money for a sinking fund for any se@siranking junior to or
equal with the preferred stock as to dividendspmruliquidation except by conversion into or exajeafor stock junior to the
preferred stock as to dividends and upon liquicher

We will not owe any interest, or any money in l@tinterest, on any dividend payment(s) on anyeseoif the preferred stock which
may be past due.

Redemption

Preferred stock may be redeemable, in whole oaihy pt our option, and may be subject to mandateagmption through a sinkii
fund or otherwise, as described in the applicabdspectus supplement. Redeemed preferred stockedtime authorized but unissued sh
of preferred stock that we may issue in the future.

If a series of preferred stock is subject to mamgatedemption, the applicable prospectus supplém#irspecify the number of
shares that we will redeem each year and the retitamyrice. If preferred stock is redeemed, we wdly all accrued and unpaid dividends on
those shares to, but excluding, the redemption tlatbe case of any noncumulative series of prefestock, accrued and unpaid dividends
will not include any accumulation of dividends fmior dividend periods. The applicable prospectysptement will also specify whether we
will pay the redemption price in cash or other gy If the redemption price for preferred sto¢lany series is payable only from the net
proceeds of the issuance of our capital stockiahmas of that preferred stock may provide for ittoanatic conversion upon the occurrence of
certain events. These events include if no capitadk has been issued or if the net proceeds frgnmisauance are insufficient to pay in full
the aggregate redemption price then due.
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If fewer than all of the outstanding shares of aesies of the preferred stock are to be redeemedyaard of directors will
determine the number of shares to be redeemed. &/aedeem the shares pro rata from the holderscofd in proportion to the number of
shares held by them, with adjustments to avoidmgudien of fractional shares, or by lot in a mandetermined by our board of directors.

Even though the terms of a series of preferreckstuary permit redemption of shares of preferredistoavhole or in part, if any
dividends, including accumulated dividends, on 8eates are past due:

. we will not redeem any preferred stock of thatesrinless we simultaneously redeem all outstarstiages of preferred stock
of that series; an

. we will not purchase or otherwise acquire any preféstock of that series.

The prohibition discussed in the prior sentencémat prohibit us from purchasing or acquiring reéd stock of that series throt
a purchase or exchange offer if we make the offiethe same terms to all holders of that series.

Unless the applicable prospectus supplement speatherwise, we will give notice of a redemptigmfiling a notice to each
record holder of the shares to be redeemed, bet@@ém 60 days prior to the date fixed for redemptiWe will mail the notices to the
holders’ addresses as they appear on our stockdedsach notice will state:

. the redemption date;

. the number of shares and the series of the prefstoek to be redeemed;

. the redemption price;

. the place or places where holders can surrendeettiécates for the preferred stock for paymeinthe redemption price;
. that dividends on the shares to be redeemed valleeéo accrue on the redemption date; and

. the date when the holders’ conversion rights, ¥, avill terminate.

If we redeem fewer than all shares of any serigh@preferred stock held by any holder, we wilbaspecify the number of shares
to be redeemed from the holder in the notice.

If we have given notice of the redemption and haewided the funds for the payment of the redenmpgiice, then beginning on
the redemption date:

. the dividends on the preferred stock called foeregtion will no longer accrue;
. such shares will no longer be considered outstandind

. the holders will no longer have any rights as shattters except to receive the redemption price.

When the holders of these shares surrender thfiaags representing these shares, in accordaitbelve notice, the redemption
price described above will be paid out of the fumesprovide. If fewer than all the shares represgtibly any certificate are redeemed, a new
certificate will be issued representing the unreaee shares without cost to the holder of thoseeshar

Conversion or exchange rights

The prospectus supplement relating to a seriesedéped stock that is convertible or exchangealilestate the terms on which
shares of that series are convertible or exchamgé&ato common stock, another series of prefertedksor debt securities.
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Rights upon liquidation

Unless the applicable prospectus supplement stteswise, if we liquidate, dissolve or wind up dwsiness, the holders of shares
of each series of the preferred stock will be kttito receive:

. liquidation distributions in the amount statedhe &pplicable prospectus supplement; and

. all accrued and unpaid dividends whether or natezhor declared.

We will pay these amounts to the holders of shafesch series of the preferred stock, and all artsoowing on any preferred
stock ranking equally with that series of preferséatck as to liquidating distributions, out of @ssets available for distribution to
stockholders. These payments will be made befoyedestribution is made to holders of any securitesking junior to the series of preferred
stock upon liquidation.

If we liquidate, dissolve or wind up our businessl ¢he assets available for distribution to thelbod of the preferred stock of any
series and any other shares of our stock rankinglegth that series as to liquidating distribucare insufficient to pay all amounts to which
the holders are entitled, then we will only make mata distributions to the holders of all shasking equal as to liquidating distributions.
This means that the distributions we pay to thedddns will bear the same relationship to eachratiet the full distributable amounts for
which these holders are respectively entitled fpndation of our business bear to each other.

After we pay the full amount of the liquidation glibution to which the holders of a series of theferred stock are entitled, those
holders will have no right or claim to any of oenraining assets.

Voting rights

Except as indicated below or in the applicable pectus supplement, or except as expressly regoyregplicable law, the holders
of preferred stock will not be entitled to vote.

If we fail to pay dividends on any shares of pnefdrstock for six consecutive quarterly periods, liblders of those shares of
preferred stock, voting separately as a class alithther series of preferred stock upon whichghme voting rights have been conferred and
are exercisable, will be entitled to vote for thecdon of two additional directors to the boarddafctors. This may be done at a special
meeting called by the holders of record of at 14886 of those shares of preferred stock or the aextial meeting of stockholders and at ¢
subsequent meeting until:

. in the case of a series of preferred stock withuative dividends, all dividends accumulated ort #&aies of preferred stock
for the past dividend periods and the then cumentlend period have been fully paid or declared arsum sufficient for the
payment of these dividends has been set asideafongnt; ol

. in the case of a series of noncumulative prefestedk, four consecutive quarterly dividends on seates of noncumulative
preferred stock have been fully paid or declaratlasum sufficient for the payment of these divatkehas been set aside for
payment.

In this case, the entire board of directors willifereased by two directors.

So long as any shares of preferred stock remastanding, unless we receive the consent of theeholof any outstanding series of
preferred stock as specified below, we will not:

. authorize, issue or increase the authorized anafuany capital stock ranking prior to the outstagdseries of preferred sto
as to dividends or liquidating distributior

. reclassify any capital stock into any shares with kind of prior ranking;
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. authorize or issue any obligation or security tiegresents the right to purchase any capital sigitkthis kind of prior
ranking; or

. amend or alter the provisions of our restated fogate of incorporation, so as to materially angeadely affect any right,
preference, privilege or voting power of that seioé preferred stock or the holders of that sesfgareferred stock

This consent must be given by the holders of &t liveo-thirds of each series of all outstandinggmmed stock described in the
preceding sentence, voting separately as a classvilvhot be required to obtain this consent wigBpect to the actions relating to changes to
our restated certificate of incorporation, howeviewe only:

. increase the amount of the authorized preferrezksioany outstanding series of preferred stocknyrof our other capital
stock; or

. create and issue another series of preferred stoaky other capital stock; and

. in either case, this preferred stock ranks equ i junior to the outstanding preferred stockecadividends and liquidating
distributions.

DESCRIPTION OF DEPOSITARY SHARES

This section describes the general terms and pomg®f shares of preferred stock represented pgsitary shares. The applicable
prospectus supplement will describe the specifitseof the depositary shares offered through thadpectus supplement and any general
terms outlined in this section that will not apptythose depositary shares.

We have summarized in this section certain terndspaiavisions of the deposit agreement, the depgsitaares and the receipts
representing depositary shares. The summary isamplete. You should read the forms of depositement and depositary receipt that we
have filed with the SEC for additional informatibafore you buy any depositary shares that reprgsefarred stock of that series.

General

We may issue depositary receipts evidencing thesigpy shares. Each depositary share will reptesémaction of a share of
preferred stock. Shares of preferred stock of etads or series represented by depositary shalldsawdeposited under a separate deposit
agreement among us, the preferred stock depositatyhe holders of the depositary receipts. Sulbjettte terms of the deposit agreement,
each owner of a depositary receipt will be entjtiadoroportion to the fraction of a share of predd stock represented by the depositary
shares evidenced by that depositary receipt, thaltights and preferences of the preferred stepkesented by those depositary shares.
Those rights include any dividend, voting, convamsiredemption and liquidation rights. Immediat@jowing our issuance and delivery of
the preferred stock to the preferred stock depgsitee will cause the preferred stock depositarissnie the depositary receipts on our behalf.

Dividends and other distributions

The preferred stock depositary will distributedillidends or other cash distributions receivedespect of the preferred stock to the
record holders of depositary receipts in proportimthe number of depositary receipts owned bydhasders.

If there is a distribution other than in cash, piheferred stock depositary will distribute propattseceives to the entitled record
holders of depositary receipts. However, if thefgmed stock depositary determines that it is rasible to make that distribution, the
preferred stock depositary may, with our approsell, the property and distribute the net proceeals fthis sale to the holders of depositary
shares.
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Withdrawal of stock

If a holder of depositary receipts surrenders #ygoditary receipts at the corporate trust officthefpreferred stock depositary, the
holder will be entitled to receive the number odigs of the preferred stock and any money or giragerty represented by those depositary
shares. However, the holder will not be entitledeteive these shares and related assets if titededepositary shares have previously been
called for redemption or converted or exchanged ather securities of our company. Holders of dépnsreceipts will be entitled to receive
whole or fractional shares of the preferred statkh® basis of the proportion of preferred stogkasented by each depositary share spec
in the applicable prospectus supplement. Holdeshafes of preferred stock received in exchangddpositary shares will no longer be
entitled to receive depositary shares in exchaagstfares of preferred stock. If the holder devépositary receipts evidencing a number of
depositary shares that is more than the numbeepdgtary shares representing the number of sbémeferred stock to be withdrawn, the
preferred stock depositary will issue the holdee® depositary receipt evidencing this excess numbeepositary shares at the same time.

Redemption of depositary shares

Whenever we redeem shares of preferred stock lyefldeopreferred stock depositary, the preferredistepositary will redeem as
of that redemption date the number of depositagyeshrepresenting shares of the preferred stookdeemed. However, we must have pa
full the redemption price of the preferred stock#oredeemed plus any accrued and unpaid dividem¢tse preferred stock to the preferred
stock depositary.

The redemption price per depositary share will ¢pgadto the redemption price and any other amopetshare payable with resg
to the preferred stock. If fewer than all the défaog shares are to be redeemed, the depositargstmbe redeemed will be selected by the
preferred stock depositary pro rata or by lot asthar equitable method. In each case, we will d@tex the method for selecting the
depositary shares.

After the date fixed for redemption, the depositsimares called for redemption will no longer bestariding. When the depositary
shares are no longer outstanding, all rights ohttiders of the related depositary receipts wilsss except the right to receive money or ¢
property that the holders of the depositary reseiyre entitled to receive upon such redemptioesé&tpayments will be made when the
holders surrender their depositary receipts tqtieéerred stock depositary.

Voting the preferred stock

Upon receipt of notice of any meeting at which lioéders of the preferred stock are entitled to vtite preferred stock depositary
will mail information about the meeting containedthe notice to the record holders of the depgsihares representing such preferred stock.
Each record holder of depositary shares on thedetate will be entitled to instruct the prefersédck depositary as to how the preferred
stock underlying the holder’s depositary shareshélvoted. The record date for the depositaryeshaiill be the same as the record date for
the preferred stock.

The preferred stock depositary will vote the amamfrgreferred stock represented by the depositaayes according to these
instructions. We will agree to take all reasonatsiton deemed necessary by the preferred stocksdapoin order to enable the preferred
stock depositary to vote the preferred stock in thanner. The preferred stock depositary will natevshares of preferred stock for which it
does not receive specific instructions from thededd of depositary shares representing that pesfestock. The preferred stock depositary
will not be responsible for any failure to carntamy voting instruction, or for the manner or effef any vote, as long as its action or
inaction is in good faith and does not result fritemegligence or willful misconduct.
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Exchange of preferred stock

Whenever we exchange all of the shares of prefestizk held by the preferred stock depositary &btdecurities or common
stock, the preferred stock depositary will exchaagef that exchange date all depositary sharesgsepting all of the shares of the preferred
stock exchanged for debt securities or common stdokvever, we must have issued and deposited hétipteferred stock depositary debt
securities or common stock for all of the sharethefpreferred stock to be exchanged.

The exchange rate per depositary share will bel¢guilhe exchange rate per share of preferred stanokiplied by the fraction of a
share of preferred stock represented by one deppsihare, plus all money and other property, ¥f, aepresented by such depositary shares,
including all accrued and unpaid dividends on ti@rss of preferred stock.

Conversion of preferred stock

The depositary shares, as such, are not convettitdechangeable into common stock or any of olierosecurities or property.
Nevertheless, the prospectus supplement relatiag tffering of depositary shares may provide thatholders of depositary receipts n
surrender their depositary receipts to the prefesteck depositary with written instructions to fiveferred stock depositary to instruct us to
cause the conversion or exchange of the prefetoett sepresented by these depositary shares. Wedgreed that upon receipt of these
instructions and any related amounts payable wiecailse the requested conversion or exchanges depositary shares are to be converted
or exchanged in part only, a new depositary reamipeceipts will be issued for any depositary ekarot to be converted or exchanged.

Amendment and termination of the deposit agreement

The form of depositary receipt evidencing the déposshares and any provision of the deposit ages# may be amended by
agreement between us and the preferred stock deposiowever, any amendment that materially angeeskly alters the rights of the
holders of depositary shares or that would be naligand adversely inconsistent with the rightarged to the holders of the related prefe
stock requires the approval of the holders of astiéwo thirds of the depositary shares then oudéta.

We may terminate the deposit agreement upon nethes 60 days’ notice if holders of a majoritytleé depository shares then
outstanding consent. If we terminate the deposgemgent, the preferred stock depositary will delivemake available to each holder of
depositary receipts that surrenders the deposigasipts it holds, the number of whole or fracticsteares of preferred stock represented by
the depositary shares evidenced by these depositegipts.

In addition, the deposit agreement will automatjcerminate if:
. all outstanding depositary shares are redeemedgedel or exchanged; or

. there is a final distribution in respect of theated preferred stock in connection with any ligtimaof our business and the
distribution has been distributed to the holderthefrelated depositary receir.

Charges of preferred stock depositary

We will pay all transfer and other taxes and gowental charges arising solely from the existenc@fdeposit agreement. In
addition, we will pay the fees and expenses optiederred stock depositary in connection with teefgrmance of its duties under the deposit
agreement. Holders of depositary receipts will fpapsfer and other taxes and governmental chargkaray other charges that are stated
their responsibility in the deposit agreement.
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Resignation and removal of depositary

The preferred stock depositary may resign at ang ty delivering notice to us. We also may remdneepreferred stock depositary
at any time. Resignations or removals will takeefffupon the appointment of a successor prefetoett epositary. This successor must be
appointed within 60 days after delivery of the petof resignation or removal and must be a barikust company having its principal office
in the United States and having a combined cagitdlsurplus of at least $50,000,000.

Miscellaneous

The preferred stock depositary will forward to heyisl of depositary receipts any reports and commatioits that we send to the
preferred stock depositary with respect to thetedlareferred stock.

Neither we nor the preferred stock depositary bdllliable if it is prevented or delayed, by lanaory circumstances beyond its
control in performing its obligations under the dsip agreement. Our obligations and the preferrecksdepositary’s obligations under the
deposit agreement will be limited to performancgaod faith and without negligence or willful miswhuct of the duties described in the
deposit agreement. Neither we nor the preferrecksiepositary will be obligated to prosecute ortefany legal proceeding relating to any
depositary receipts, depositary shares or sharpeetdrred stock unless satisfactory indemnityisished. We and the preferred stock
depositary may rely on written advice of counsehecountants, or information provided by persors@nting shares of preferred stock for
deposit, holders of depositary receipts or othesqes believed to be competent and authorizedgartformation and on documents believed
to be genuine.

If the preferred stock depositary receives confligtlaims, requests or instructions from any hadde depositary receipts, on the
one hand, and us, on the other hand, the prefetoe#t depositary will be entitled to act on theroks, requests or instructions received from
us.

DESCRIPTION OF WARRANTS
General

We may issue, together with other securities oassply, warrants to purchase our debt securit@®mon stock, preferred stock
depositary shares. We will issue the warrants un@derant agreements to be entered into betweendia &ank or trust company, as warrant
agent, all as shall be set forth in the applicabtespectus supplement. The warrant agent will @lefysas our agent in connection with the
warrants of the series being offered and will restueme any obligation or relationship of agencywsttfor or with any holders or beneficial
owners of warrants.

The applicable prospectus supplement will desahibdollowing terms, where applicable, of warraintsespect of which this
prospectus is being delivered:
. the title of the warrants;

. the designation, amount and terms of the secufitieswhich the warrants are exercisable and thegaiares and conditions
relating to the exercise of such warrai

. the designation and terms of the other securifi@sy, with which the warrants are to be issued e number of warrants
issued with such securit

. the price or prices at which the warrants will suied;

. the aggregate number of warrants;
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. any provisions for adjustment of the number or amiad securities receivable upon exercise of theravds or the exercise
price of the warrant:

. the price or prices at which the securities purahbksupon exercise of the warrants may be purchased

. if applicable, the date on and after which the wats and the securities purchasable upon exertibe avarrants will be
separately transferabl

. if applicable, a discussion of the material Unigtdtes federal income tax considerations applicabilee exercise of the
warrants;

. any other terms of the warrants, including termscedures and limitations relating to the exchaamypt exercise of the
warrants;

. the date on which the right to exercise the wasrarnli commence, and the date on which the righitexipire;
. the maximum or minimum number of warrants which rhayexercised at any time; and

. information with respect to book-entry proceduitany.

Exercise of warrants

Each warrant will entitle the holder thereof to ghase for cash the amount of debt securities, shudingreferred stock, shares of our
common stock or depositary shares at the exercise @s will in each case be set forth in, or beeinable as set forth in, the applicable
prospectus supplement. Warrants may be exercisatiyatme up to the close of business on the etipiralate set forth in the applicable
prospectus supplement. After the close of businadbe expiration date, unexercised warrants veididme void.

Warrants may be exercised as set forth in the egipik prospectus supplement relating to those wiatrblpon receipt of payment
and the warrant certificate properly completed dnly executed at the corporate trust office ofvlagrant agent or any other office indicated
in the applicable prospectus supplement, we wsls@on as practicable, forward the purchased siesurif less than all of the warrants
represented by the warrant certificate are exadcms@ew warrant certificate will be issued for thmaining warrants.

DESCRIPTION OF STOCK PURCHASE CONTRACTS AND STOCK PURCHASE UNITS

We may issue stock purchase contracts, includimgracts obligating holders to purchase from us, @yating us to sell to the
holders, a specified number of shares of our comstack, or our preferred stock at a future datdates. The price per share of common
stock or preferred stock may be fixed at the tiheestock purchase contracts are issued or maytbardeed by a specific reference to a
formula set forth in the stock purchase contrabhe stock purchase contracts may be issued selyasatEs part of stock purchase units
consisting of (1) a stock purchase contract andi€} securities, preferred securities or debaltibns of third parties, including U.S.
Treasury securities, securing the holders’ oblayetito purchase our common stock or the prefetoedk sinder the stock purchase contracts.
The stock purchase contracts may require us to ipaiedic payments to the holders of the stock lpase units or vice versa, and such
payments may be unsecured or prefunded on some Basi stock purchase contracts may require hotdesscure their obligations
thereunder in a specified manner. The applicalsp®ctus supplement will describe the terms ofstiogk purchase contracts or stock
purchase units.

Unless otherwise specified in the applicable progmesupplement, the securities related to thekgiaochase contracts will be
pledged to a collateral agent, for our benefit,amaipledge agreement. The pledged securities@dlire the obligations of holders of stock
purchase contracts to purchase shares of our common
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stock or our preferred stock under the relatedksporchase contracts. The rights of holders ofispprchase contracts to the related pledged
securities will be subject to our security intefiesthose pledged securities. That security intesésbe created by the pledge agreement. No
holder of stock purchase contracts will be perrdittewithdraw the pledged securities related tdstock purchase contracts from the ple
arrangement except upon the termination or eattiesgent of the related stock purchase contractbje8t to that security interest and the
terms of the purchase contract agreement and dag@lagreement, each holder of a stock purchaseacowill retain full beneficial
ownership of the related pledged securities.

Except as described in the applicable prospectuglement, the collateral agent will, upon receifpdistributions on the pledged
securities, distribute those payments to us oralase contract agent, as provided in the pledgeeaent. The purchase contract agent will
in turn distribute payments it receives as provittethe stock purchase contract.

DESCRIPTION OF SUBSCRIPTION RIGHTS
General

We may issue subscription rights to purchase ol skecurities, our common stock, our preferredistdepositary shares of
warrants to purchase debt securities, common spwekerred stock or depositary shares. We may issbscription rights independently or
together with any other offered security. The sudbson rights may or may not be transferable by tlcipient of the subscription rights. In
connection with any subscription rights offeringotar stockholders, we may enter into a standby mwiting arrangement with one or more
underwriters providing for the underwriter(s) targhase any offered securities remaining unsubsttifitveafter the subscription rights
offering. In connection with a subscription rigltfiéering to our stockholders, certificates evidengcthe subscription rights and a prospectus
supplement will be distributed to our stockholdensthe record date for receiving subscription gghtthe subscription rights offering set by
use.

The applicable prospectus supplement will desdtibdollowing terms of subscription rights in respef which this prospectus is
being delivered:

. the title of the subscription rights;

. the securities for which the subscription rights exercisable;
. the exercise price for the subscription rights;

. the number of subscription rights issued to eastkstolder;

. the extent to which the subscription rights aradfarable;

. if applicable, a discussion of the material Uni&dtes federal income tax considerations applidabiiee issuance or exercise
of the subscription right:

. any other terms of the subscription rights, inahgdierms, procedures and limitations relating toekchange and exercise of
the subscription rights

. the date on which the right to exercise the sup8on rights will commence, and the date on whiuh tight will expire;
. the extent to which the subscription rights inclagleover-subscription privilege with respect toubscribed securities; and

. if applicable, the material terms of any standbgiamvriting arrangement entered into by us in cotineavith the subscriptic
rights offering.
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Exercise of subscription rights

Each subscription right will entitle the holdersafbscription rights to purchase for cash the ppmlchmount of debt securities,
shares of our preferred stock, depositary shates@nmon stock, warrants or any combination oéheecurities at the exercise price as will
be set forth in, or be determinable as set fortlthi@ applicable prospectus supplement. Subsanipiiiits may be exercised at any time up to
the close of business on the expiration date foh subscription rights set forth in the applicgimespectus supplement. After the close of
business on the expiration date, all unexercisedaiption rights will become void.

Subscription rights may be exercised as set forthe applicable prospectus supplement. Upon reoéjpayment and the
subscription rights certificate properly completetl duly executed at the corporate trust officthefsubscription rights agent or any other
office indicated in the prospectus supplement, Wik & soon as practicable, forward the securjpigshasable upon such exercise. In the
event that not all of the subscription rights iskireany offering are exercised, we may determinefter any unsubscribed offered securities
directly to persons other than stockholders, tthhoyugh agents, underwriters or dealers or thraugbmbination of such methods, including
pursuant to standby underwriting arrangementsetfogh in the applicable prospectus supplement.

DESCRIPTION OF COMMON STOCK

We may issue, either separately or together whlerasecurities, shares of our common stock. Undereastated certificate of
incorporation, we are authorized to issue up t0@,®00,000 shares of our common stock. A prospexttpplement relating to an offering of
common stock, or other securities convertible ahexgeable for, or exercisable into, common staikdescribe the relevant terms,
including the number of shares offered, any inivigéring price, and market price and dividend mfation, as well as, if applicable,
information on other related securities. See “Diption of Outstanding Capital Stock” below.

DESCRIPTION OF OUTSTANDING CAPITAL STOCK

We have summarized some of the terms and provisibagr outstanding capital stock in this sectibhe summary is not comple
We have also filed our restated certificate of mpooation, our by-laws and the certificate of daesitipn relating to the Series A preferred
stock as exhibits to our annual report on Form 10u should read our restated certificate of ipooation and our by-laws and the
certificate of designation relating to the Seriepraferred stock for additional information befga purchase any of our capital stock.

As of January 12, 2001, our authorized capitallsteas 1,518,500,000 shares. Those shares conefsted
. 1,500,000,000 shares of common stock, par valuke @0 share;

. 10,000,000 shares of preferred stock, par valuk [$e0 share; and
. 8,500,000 shares of Class R convertible commorksfr value $.01 per share.

As of January 12, 2001, there were 367,619,71%shafrcommon stock, no shares of preferred stodknarshares of Class R
convertible common stock outstanding.

Common stock

Subject to the senior rights of preferred stockalthinay from time to time be outstanding, holdersahmon stock are entitled to
receive dividends declared by the board of directat of funds legally available
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for their payment. Upon dissolution and liquidatmfrour business, holders of common stock areledtib a ratable share of our net assets
remaining after payment to the holders of the pretestock of the full preferential amounts theg antitled to. All outstanding shares of
common stock are fully paid and nonassessable.

The holders of common stock are entitled to one yperr share for the election of directors and bather matters submitted to a
vote of stockholders. Holders of common stock areemtitled to cumulative voting for the electiohdirectors. They are not entitled to
preemptive rights.

The transfer agent and registrar for the commocks®Wells Fargo Bank Minnesota, N.A.
Preferred stock

The preferred stock has priority over the commalstvith respect to dividends and to other distiins, including the distributic
of assets upon liquidation. The board of direcitei@uthorized to fix and determine the terms, ktidns and relative rights and preferences of
the preferred stock, to establish series of prefestock and to fix and determine the variationarasng series. The board of directors witf
stockholder approval could issue preferred stotk woting and conversion rights which could advisrséfect the voting power of the
holders of common stock. The board of directorsdesignated 500,000 shares of Series A juniorgipating preferred stock. Series A jun
participating preferred stock will be issued intardonsisting of one one-thousandth of a shareenéS A junior participating preferred stock.
Series A junior participating preferred stock isaoparity with the common stock with respect tadabwds and to other distributions, includ
the distribution of assets on liquidation. Quast@ividends per unit equal the amount of the quigrdividend paid per share of common
stock, when, as and if declared by the board @fotlirs. The holders of units are entitled to orte yer unit, voting together with the comn
stock on all matters submitted to the stockhold&ssof the date of this prospectus, there are ristanding shares of preferred stock.

Anti-takeover provisions

We currently have provisions in our restated degte of incorporation and by-laws that could haweanti-takeover effect. The
provisions in the restated certificate of incorpimm@include:

. a classified board of directors;
. a prohibition on our stockholders taking actionvinytten consent;

. the requirement that special meetings of stockhslte called only by the board of directors ord¢hairman of the board; and

¢ the requirement of the affirmative vote of at le@6t/ ;% of our outstanding shares of stock entitled ti tbereon to adopt,
repeal, alter, amend or rescind ou-laws.

The by-laws contain specific procedural requireradot the nomination of directors and the introgutof business by a
stockholder of record at an annual meeting of stolders where such business is not specified imsiiee of meeting or brought by or at the
discretion of the board of directors. In additiorthiese provisions, the board of directors has tediop stockholder’s rights plan, under which
rights were distributed in a dividend. These rigititle the holder to acquire units of Series Aigu participating preferred stock, which is
exercisable upon the occurrence of certain everakiding the acquisition by a person or group spacified percentage of the common
stock.
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PLAN OF DISTRIBUTION
We may sell the offered securities as follows:
. through agents;
. through underwriters;
. to dealers; or

. directly to one or more purchasers.
By agents

Offered securities may be sold through agents daggl by us. Unless otherwise indicated in a prspesupplement, the agents
will use their best efforts to solicit purchasestfte period of their appointment.

By underwriters

If underwriters are used in the sale, the offeiigties will be acquired by the underwriters thogir own account. The
underwriters may resell the securities in one oreninsactions, including negotiated transactiaha, fixed public offering price or at
varying prices determined at the time of sale. @blggations of the underwriters to purchase theisges will be subject to certain conditiol
The underwriters will be obligated to purchasdfal securities of the series offered if any ofgbeurities are purchased. Any initial public
offering price and any discounts or concessiormadtl or re-allowed or paid to dealers may be chafigen time to time.

To dealers

If a dealer is used in the sale, we will sell tiileied securities to the dealer, as principal. @ealer may then resell those securities
to the public at varying prices to be determinedh®sydealer at the time of resale.

Direct sales

We may also sell offered securities directly tditntional investors or others. These sales maludeones made under
arrangements with the investors under which we liageight to require the investors to purchaseoffered securities from us from time to
time at prices tied to the market price for thoseusities.

Delayed delivery contracts

We may authorize underwriters, dealers and ager#slicit offers by certain institutional investdospurchase offered securities
under contracts providing for payment and delivamya future date specified in the prospectus supghe. The prospectus supplement will
also describe the public offering price for thewsdies and the commission payable for solicitatiddthese delayed delivery contracts.
Delayed delivery contracts will contain definitgdd price and quantity terms. The obligations pfiechaser under these delayed delivery
contracts will be subject to only two conditions:

. that the institution’s purchase of the securitietha time of delivery of the securities is notpitited under the law of any
jurisdiction to which the institution is subjechd

. that we shall have sold to the underwriters thal fotincipal amount of the offered securities, lgssprincipal amount cover
by the delayed delivery contrac
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General information

Underwriters, dealers, agents and direct purchalatarticipate in the distribution of the offdrgecurities may be underwriters as
defined in the Securities Act and any discountsamnmissions they receive from us and any profithenresale of the offered securities by
them may be treated as underwriting discounts anthtissions under the Securities Act. Any underusijtdealers or agents will be identif
and their compensation described in a prospeciydement.

We may have agreements with the underwriters, dealed agents to indemnify them against certaiih la@bilities, including
liabilities under the Securities Act, or to contrib with respect to payments which the underwritgeslers or agents may be required to
make.

Underwriters, dealers and agents may engage isactions with, or perform services for, us or atysidiaries in the ordinary
course of their businesses.

The place, time of delivery and other terms ofghlke of the offered securities will be describethimprospectus supplement.
LEGAL MATTERS

Willkie Farr & Gallagher will issue an opinion fas about the legality of the offered securitiesy Anderwriters will be advised
about other issues relating to any offering byrtbein legal counsel.

EXPERTS

The consolidated financial statements of Level 3x@minications, Inc. as of December 31, 1999 and iDbee 31, 1998 and for the
years then ended, incorporated by reference iréistration statement have been audited by Admaersen LLP, independent pub
accountants, as indicated in their report with eesghereto, and have been incorporated hereiliamce upon the authority of said firm as
experts in giving said report.

The consolidated statements of operations, caslsft;md changes in stockholders’ equity of LeveldBn@unications, Inc. for the
year ended December 27, 1997, as well as the ¢datal balance sheets of RCN Corporation and Sialogid as of December 31, 1999 ¢
1998 and the related statements of operations,fash, comprehensive income, and changes in stidkhs’ equity, for each of the three
years in the period ended December 31, 1999, incatpd by reference in this registration statenteaie been incorporated herein in relie
on the reports of PricewaterhouseCoopers LLP, iedégnt accountants, given on the authority offimatas experts in accounting and
auditing.
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