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Unless the context otherwise requires, when weheseords “Level 3,” “we,” “us” or “our company” in this Form 10-K, we are
referring to Level 3 Communications, Inc., a Delagvaorporation, and its subsidiaries, unless itisar from the context or expressly stated
that these references are only to Level 3 Commtioits, Inc. References to our subsidiaries excBidmdwing Corporation, a Delaware
corporation and its subsidiaries, which we acquimdJanuary 3, 2007. In this Form 10-K, we mayré&eBroadwing Corporation and its
subsidiaries as “Broadwing.” In addition, we mayfee to our former subsidiary Software Spectrum, brad its subsidiaries as “Software
Spectrum.”

The Level 3 logo and Level 3 are registered semriaeks of Level 3 Communications, Inc. in the UWhBtates and other countries. All
rights are reserved. This Form 10-K refers to tradenes and trademarks of other companies. The areotithese trade names and
trademarks in this Form 10-K is made with due redtign of the rights of these companies and withaout intent to misappropriate those
names or marks. All other trade names and trademagpearing in this Form 10-K are the propertywit respective owners.

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

This Form 10-K contains forward-looking statemeantsl information that are based on the beliefs ofhmanagement as well as
assumptions made by and information currently abdgl to us. When we use the words “anticipate”|iélve”, “plan”, “estimate” and “expect”
and similar expressions in this Form 10-K, as tledgte to us or our management, we are intendindetatify forward-looking statements.
These statements reflect our current views witpeetto future events and are subject to certaksriuncertainties and assumptions.

Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions piiagerrect, our actual results may
vary materially from those described in this docuam@&hese forward-looking statements include, anmmthgrs, statements concerning:

* our communications business, its advantages ansti@aiegy for continuing to pursue our business;
 anticipated development and launch of new servitesir business;

 anticipated dates on which we will begin providoegtain services or reach specific milestones éndvelopment and implementation
of our business strategy;

» growth and recovery of the communications industry;
e expectations as to our future revenue, marginesgs and capital requirements; and

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

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

 integrate strategic acquisitions;

* increase the volume of traffic on our network;

« defend our intellectual property and proprietaghts;

« develop new services that meet customer demandgearetate acceptable margins;

» successfully complete commercial testing of nevatetogy and information systems to support newisesy

 attract and retain qualified management and gikesonnel; and




« meet all of the terms and conditions of our debigaliions.

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

Part |

ITEM1. BUSINESS

Unless the context otherwise requires, when weheseords “Level 3,” “we,” “us” or “our company” in this Form 10-K, we are
referring to Level 3 Communications, Inc., a Delagvaorporation, and its subsidiaries, unless itisar from the context or expressly stated
that these references are only to Level 3 Commtioits, Inc. Unless we state specifically to thetramy, references to our subsidiaries
excludes Broadwing Corporation, a Delaware corparatand its subsidiaries, which we acquired on JamB, 2007. In this Form 10-K, we
may refer to Broadwing Corporation and its subsidia as “Broadwing.” Throughout this Form 10-K weseuvarious industry terms and
abbreviations, which we have defined in the GlogsdiTerms at the end of this description of owibess.

Through our operating subsidiaries, we engage pilyria the communications business.

We are a facilities based provider (that is, a fewthat owns or leases a substantial portiomefalant, property and equipment
necessary to provide its services) of a broad rafggegrated communications services. We havateteour communications network
generally by constructing our own assets, but #ilsmugh a combination of purchasing and leasingrotompanies and facilities. Our network
is an advanced, international, facilities basedroomications network. We designed our network tosjgl® communications services, which
employ and take advantage of rapidly improving ulyileg optical, Internet Protocol, computing andrsige technologies.

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

» Rapidly Improving Technologies.Over the past few years, both Internet ProtocdP and optical based networking technologies!|
undergone extremely rapid innovation, due, in lgyge, to market based development of underlyiegrielogies. This rapid technolo
innovation has resulted in both an improvementrioggperformance for optical and Internet Protaydtems, as well as rapid
improvement in the functionality and applicationpgorted by these technologies. For example, tinegevements are enabling voice
over IP services or VolP that are challenging tiadal telephone network or PSTN services. We kelihat this rapid innovation will
continue well into the future across a number &fedent aspects of the communications marketplace.

« High Demand Elasticity. We believe decreases in communications sereioss and prices cause the development of new hdtidw
intensive applications, which, over time, resuleiren more significant increases in bandwidth dembmaddition, we believe that
communications services are direct substitutestioer, existing modes of information distributionrh sources such as




traditional broadcast entertainment and distributb software, audio and video content using ptafsitedia delivered over motor
transportation systems.

We believe that as communications services impmeee rapidly than these alternative content distidm systems, significant dema
will be generated from these sources of informatibie also believe that high elasticity of demarhfiboth these new applications and
the substitution for existing distribution systemifi continue for the foreseeable future. We bediekiat while high demand elasticity
will be manifested over time, government regulaéma communications supply chain inefficiencies roayse realization of demand
be delayed.

We also believe that there are significant implaad that result from this market dynamic:

« Incorporating Technology ChangesGiven the rapid rate of improvement in opticadl dnternet Protocol technologies,
communications service providers that are mostaffe at rapidly deploying new services that talleaantage of these technologies
have an inherent cost and service advantage ongpamies that are less effective at deploying nevices that use these technologies.

« Capital Intensity. The rapid improvements in these technologiesthadheed to move to new technologies more quicdults in
shortened economic lives of underlying assets.chie@e improvements in service capabilities and cost reductions, service
providers must deploy new generations of technokmpner, resulting in a more capital-intensive hess model. Those providers with
the technical, operational and financial abilittda&e advantage of the rapid advancements in teebaologies are expected to have
higher absolute capital requirements, shorteneet &ises, rapidly decreasing unit costs and pricagidly increasing unit demand and
higher cash flows and profits.

Our Communications Business Strategy

We are seeking to capitalize on the opportunitresgnted by the expanded coverage of our commigmnisatetwork in the United States
and in Europe as well as the significant and raphidancements in optical and Internet Protocol teldgies. Key elements of our strategy
include:

« Offer a Comprehensive Range of Communications &er@ver Our End-to-End NetworkWe provide a comprehensive range of
communications services designed to meet the nefenls customers over our network. During 2006,expanded our targeted
customer base to include enterprise or businedsroess through our recently completed acquisitions.

Our communications service offerings include: Seiftsh and voice services including wholesale VotiPnponent services and
consumer oriented VolIP services, enterprise omssi voice services, managed modem for theughalecess business, wholesale v
termination services; Internet Protocol and datgises including Internet access and IP and Ethefireual Private Networks and
broadband transport services such as wavelengihsfitdber and private line services including tracesanic, backhaul, intercity, metro
and unprotected private line services; contentitligion services including video broadcast sersi@nd colocation services. The
availability of these services varies by location.

For several years we have been developing serthet$ake advantage of the investment that we heade in our network and that
generally target large, existing markets for comivations services. We have also expanded our egistiarkets for communications
services through our recent acquisitions that esthbé to offer services directly to enterprise usibess customers. Through these
efforts we have increased significantly our addabksmarket by adding new targeted customers dsawelew voice and data services
that take advantage of the geographic coverageastdadvantages of our network.




With respect to our wholesale customers, we protlidse customers with several options for accessingntercity network—ncluding
our metropolitan networks and colocation faciliti€ar metropolitan networks enable us to connaeictly to points of high traffic
aggregation. These traffic aggregation facilities tgpically locations where our customers wisimterconnect with our intercity
network. Our metropolitan networks allow us to ext®ur network services to these aggregation painsw costs. With respect to our
enterprise customers, we provide these customeinsaecess to our network either by directly conimgcto their location or by serving
that location with a connection from another comiuations services provider. As of December 31, 2@0@ after giving effect to the
acquisition of Broadwing, we have:

» approximately 73,000 intercity route miles in theitdd States and Europe;
e connecting 16 countries;

« with approximately 125 markets having metropolifiser networks containing approximately 25,000 eontiles in the
United States and Europe; and

e connecting approximately 6,500 traffic aggregapoints and buildings in the aggregate.

We believe that providing colocation services icilfées directly connected to our network attractsnmunications intensive customers
by allowing us to offer those customers reduceditgdth costs, rapid provisioning of additional baundth, interconnection with other
third party networks and improved network perforcarTherefore, we believe that having colocatianilifees in our larger network
access locations that we refer to as Gatewaysjqeews with a competitive advantage. Additionadlyr metropolitan networks allow
us to compete for certain local communicationditraivhich constitutes a significant percentag¢haf communications market. As of
December 31, 2006, after giving effect to the asitjon of Broadwing, we had secured approximate®yrillion square feet of space
for our Gateway and transmission facilities anceotiechnical space and had completed the buildoapproximately 4.6 million

square feet of this space.

Target Top Global Bandwidth CustomersWith respect to our wholesale services offerjrmys primary distribution strategy is to us
national, direct sales force focused on high badtiwiisage businesses. These businesses includeliantilocal exchange carriers,
international carriers also known as PTTs, majétsiSroadband cable television operators, wirglesdaders, major interexchange
carriers, the U.S. government and enhanced sepviséders. Providing communications services t@¢hleusinesses is at the core of
market enabling strategy since bandwidth generaflyesents a substantial portion of these busisesssts. We identify as wholesale
customers those customers that purchase signif&caatints of capacity to serve the needs of thaitocners.

Further Develop Existing Enterprise Customer Busfne With respect to our business markets custoroersprimary distribution
strategy is to use a locally based direct saleseftwy target business customers, state governnieglk®r education institutions and
academic consortia with high demands for missidicat communications services. In this categoryalso target regional carriers that
make communications services buying decisions Ipcal

Develop Market Leading Content Distribution Serv@igerings. At December 31, 2006, we operated one of ttge# Internet
Protocol backbones in the world. In other words,operate one of the largest networks over whicérirét content is transported from
content sources to third party owned access netnavknected directly to end users. As a resuhisfrtetwork scale, we embarked ¢
strategy to refine our capabilities to addressctiramunications needs of those organizations tleatyme the content that individuals
want to view over the Internet. This service offigrincludes high speed IP services, colocationiges\and services that cost effectiv




distribute the content that is produced for constimnpover the Internet. This strategy led us tochase the content distribution netw:
or CDN assets of SAVVIS, Inc. in January 2007. \kdve that one of the largest sources of futuceeimental demand for
communications services will be derived from custosrithat are seeking to distribute their featwt content or video over the Intert
Furthermore, we believe that we are the only ses/mrovider with a single source, full portfolioexid-to-end content distribution
solutions, and that we are in a unique positioofter a range of building blocks to meet these @mstrs’ needs.

Expand Metropolitan Network CoverageWe expect to selectively extend the currentiezf our existing metropolitan networks by
opportunistically adding additional connectiondtoldings and other traffic aggregation points frimase networks to enable us to
reach additional potential customers and reduceosts for the termination of our customer’'s comivations traffic on other carriers’
networks.

Pursue Acquisition OpportunitiesFor a number of years, we have engaged in sigmifiacquisition activities. In evaluating potential
acquisition opportunities, among other criteria,evaluate the potential acquisition according ®ttansaction’s ability to generate
positive cash flow from high credit quality custameFor these opportunities, we generally lookclmmpanies with recurring revenue
that comes predominantly from services we alreadyige, in geographic areas that are already sewig customers that are
consistent with our existing customer base. lhis group of acquisitions that generally also pdewsignificant synergy opportunities as
a result of overlapping network and service offgsin

As we seek to expand the addressable market faesuices, we also evaluate opportunities that avexpand our service capabilities.
Transactions that would be included in this catggaould expand the geographic scope of our networkould provide capabilities fi
additional services or distribution channels. Fase opportunities, we generally consider whetietdrgeted company’s distribution
strategy is consistent with our strategy and whatienagement believes that the target’s currenfoaffigture revenues can be
significantly increased and/or expenses can béfiigntly reduced as a result of a combination vaitir operations. Generally these
acquisition opportunities will not provide the salaeel of synergy opportunity that the categoryaofjuisitions describe above provide
to us.

Develop Advanced Operational Processes and BusBwgggort Systems.We have developed and continue to develop sotistand
scalable operational processes and business sigystetns specifically designed to enable us ta stevices efficiently to our targeted
customers. We believe that these systems offecuatomers industry leading performance standaedsice our operating costs, give
our customers direct control over some of the ses/they buy from us and allow us to grow rapidhjl&zminimizing redesign of our
business support systems.

Provide Low Cost Backbone Services Through An Upgahkle Backbone Network.Many portions of our originally constructed
intercity and metropolitan networks were desigreegrovide high quality communications services kveer cost. As we continue to
integrate our recently acquired operations, owvagt and business processes will seek to enaltie esst effectively deploy future
generations of optical and IP networking componédsh fiber and transmission electronics and apts) and thereby expand capa
and reduce unit costs. In addition, our stratedg imaximize the use of open, non-proprietary fats in the design of our network
software and hardware. This approach is intendgadeide the company with the ability to purchase most cost effective network
equipment from multiple vendors and allow us toldgmew technology more rapidly and effectively.




Attract and Motivate High Quality EmployeesWe have developed programs designed to attractetain employees with the
technical and business skills necessary for ouinbas. The programs include our long term incentiograms.

Our Strengths

We believe that the following strengths will assistin implementing our strategy:

Experienced Management TeamWe have assembled a management team that veedaiwell suited for our business objectives
strategy. Our senior management has substantialiexge in leading the development, marketing ahel &f communications services
and in managing, designing and constructing metitapg intercity and international networks.

A Comprehensive Range of Communications Servidé& provide a comprehensive range of communicatiervices designed to
meet the needs of our customers over our netwarkin® 2006, we expanded our targeted customertoaselude enterprise or
business customers through our recently completqdisitions.

Our communications service offerings include: Seiftsh and voice services including wholesale VotPnponent services and
consumer oriented VolIP services, enterprise omassi voice services, wholesale voice terminatiovices, managed modem for the
dial-up access business; Internet Protocol andsiataces including Internet access and IP andrE¢hé/irtual Private Networks and
broadband transport services such as wavelenghsfitdber and private line services including traceanic, backhaul, intercity, metro
and unprotected private line services; contentiigion services including video broadcast sersj@nd colocation services. The
availability of these services varies by location.

For several years we have been developing serthet$ake advantage of the investment that we heade in our network and that
generally target large, existing markets for comiwations services. We have also expanded our egistiarkets for communications
services through our recent acquisitions that esthbé to offer services directly to enterprise usibess customers. Through these
efforts we have increased significantly our addabksmarket by adding new targeted customers dsawelew voice and data services
that take advantage of the geographic coverageastdadvantages of our network.

Significant metropolitan network platform As of December 31, 2006, and after giving @ffedhe acquisition of Broadwing, we have
metropolitan fiber networks in approximately 125rkads in the United States and Europe, which cardggproximately 25,000 route
miles and connect in the aggregate approximat&@Btraffic aggregation points and buildings. Owtropolitan networks enable us to
connect directly to points of high traffic aggregatand customer locations and reduce our costthéotermination of our customer’s
communications traffic on other carriers’ networks.

End-to-End Network Platform. Our strategy has been and continues to be toyleptwork infrastructure in major metropolitareas
and to link these networks with significant intéycnd trans-oceanic networks in North America Badope. We believe that the
integration of our metropolitan and intercity netk®with our colocation facilities will expand tiseope and reach of our on-net
customer coverage, facilitate the uniform deployt@ériechnological innovations as we manage owréutipgrade paths and allow us
to grow or scale our service offerings rapidly. Wédieve that we are the only international commations service provider with the
unique combination of 1) large fiber count metraiaml networks, 2) generally uniformly deployed nyatinduit intercity networks,

3) substantial colocation facilities and 4) sigeafiit content distribution technology and services.




Advanced IP Backbone.We operate one of the largest internationaldfvorks or backbones. Our IP services deliver adbrange o
IP transit and network interconnection solutioniotad to meet the varied needs of high bandwidtimganies.

Extensive Patent Portfolio. Through both organic growth and acquisitions haee developed an extensive patent portfolio, isting
of approximately 800 patents and patent applicatfded in the United States and around the wddldr patent portfolio includes
patents filed in each of the last three decadesrany technologies ranging from data and voiceisesvto content distribution to
transmission and other networking equipment. Manyuo patents that cover our core technologiessamndice offerings are not
scheduled to expire for more than ten years. Whileportfolio has only been used to date from &gf/e perspective to resolve cla
of infringement asserted against Level 3, we aptaging appropriate ways to enforce our rights agaodthers. We will continue to file
new patent applications as we enhance and devedalugts and services, and we will continue to sggdortunities to expand our
patent portfolio through strategic acquisitions.

Softswitch based Co-Carrier NetworkOur experience in operating our Softswitch basedarrier network is combined with a set of
infrastructure and other management experienceishviiiclude extensive local interconnection witbdbexchange carriers, experience
in scaling a Softswitch based platform, and anitgith provide seamless interconnection to theiti@ual telephone network or PSTN.
We believe that our extensive co-carrier networtt Sonftswitch infrastructure provides us with a cetitpive advantage in the emerging
voice over IP or VolP marketplace.

A More Readily Upgradeable Network InfrastructuréVith respect to a substantial portion of oum@k, the network was designed
to take advantage of technological innovationspiiporating many of the features that are not prtesesider communication networks,
and provide us flexibility to take advantage ofuiet developments and innovations. We designeddnsrmission network to optimize
all aspects of fiber and optronics simultaneouslya aystem to deliver the lowest unit cost to ast@mers. As fiber and optical
transmission technology changes, we expect tozeeakw unit cost improvements by deploying the most efficient technologies in
our network. We believe that our network desigr ®ilable us to lower costs and prices while engyiigher margins than our
competitors.

Our Communications Services

Customer Focused Organization

In August 2006, weealigned the customer interacting or customenfaaispects of our communications business intogoaups to focu
more effectively on the needs of our customerss&Heur groups are:

Wholesale Markets Group
Business Markets Group
Content Markets Group; and

Europe

This realignment was implemented to enable thogg@mes in these customer facing roles to devethopdeliver high quality
communications services that are based on the rméélds customers that the group is seeking toesétach of these groups is supported by
dedicated employees in sales, marketing, servipeamtuct management and operations. Each of thepgrs also supported by centralized
global network services, metropolitan network ssgsj engineering, information technology, and caffunctions including legal, finance,
strategy and human resources. It is through thel¥ghte




Markets, Business Markets, Content Markets and ggigvoups that w e offer a comprehensive rangemftunications services.

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

The market segments that the Wholesale Marketspgsaddresses include:

domestic and international carriers;

voice service providers, which include calling cacinpanies, conferencing providers, and contadecgthat use VolP technology to
better manage costs and enable advanced appliation

wireless providers;
cable television companies;
system integrators; and

the U.S. government.

Business Markets Group.The Business Markets Group is focused on defiggtommunications services to meet the telecomaatioins
needs of small, medium and large enterprises dsawébcal and regional carriers, higher educaitistitutions and academic consortia as well
as state and local governments. Local and regiarailers include ISPs, enhanced service providgrgslication service providers, wireless
providers, mobile virtual network operators, Vol@yders as well as datacenters and hosting fiesiliThe Business Markets Group focuses
on providing its targeted customers with the fullts of data, Internet, transport and voice sestice

Content Markets Group. As we believe that one of the largest sourcdstafe incremental demand for communications seviwill be
derived from customers that are seeking to disteilheir feature rich content or video over thetnet, the Content Markets Group focuses on
offering a range of end-to-end communications sevbuilding blocks to meet the content distributieeds of its customers. Customers that
the Content Markets Group serves include:

video distribution companies;

providers of online gaming and mega-portals;
software service providers;

social networking providers;

traditional media distribution companies includimgadcasters, television networks and sports league

Europe. The Europe group focuses on the communicatieess10f European customers and the European agpectstomers located
outside of Europe. The Europe group target custemer similar to the target customers of the Wiaddeslarkets Group and the Content
Markets Group.

Service Offerings

We offer a comprehensive range of communicationses, which currently include the following sezes. All of these services are
available to customers of each of the customengpgroups, however their availability varies bydtion.

Switched Services.We pioneered and developed the Softswitch—ailolised computer system that emulates the functenrmed
by traditional circuit switches—which enables ustmtrol




and process voice and data calls over an Intema¢d&dl network. We also offer several traditiontuit switch-based voice services.
Our Switched Services include the following.

Level 3 Voice Termination Level 3 Voice Termination consists of long diste origination, transport and termination sewsjice
offered over a combination of a circuit switch éaftswitch technologies. These services are offpradarily to inter-exchange
carriers (IXCs), local phone companies, cable carigzgaand voice over IP providers.

Level 3 Toll Free Level 3 Toll Free consists of services thatieate toll free calls that are originated or pthoa the

traditional telephone network. These toll freegalle carried over either a circuit switch or Seiftsh network and delivered to
customers in Internet Protocol or traditional TDdrhat. Customers for these services include callers, conferencing providers,
and voice over IP providers.

Level 3 International Voice Termination Level 3 International Voice Termination serviféers the termination of international
voice traffic. Customers for these services incliodal phone companies, wireless companies, cainganies and voice over IP
providers.

Level 3 VolP Enhanced Local.Level 3 VolP Enhanced Local is a VoIP solutibattenables broadband cable operators, IXCs,
voice over IP providers, and other companies operdlheir own switching infrastructure to launchbBsed local and long-
distance voice to residential and business cust®marany broadband connection. With the purchéseel 3 VolP Enhanced
Local service, a customer obtains the essentiddibgiblocks required to offer residential or biesia voice over IP phone service
such as local phone numbers, local number portghditical and long distance calling, E-911, operatssistance, directory listings,
and directory assistance.

Level 3 Local Inbound Level 3 Local Inbound service terminates tiadgl telephone network originated calls to Intérne
Protocol termination points. Customers, such dscealters, conferencing providers, and voice oiPesdrvice providers, can obt:
telephone numbers from us or port-in local teleghoambers that the customer already controls. Tloesécalls are then
converted to IP and transported over our backbomecistomer’s IP voice application at a custoneézesed IP voice end point.

Level 3 E-911 Direct. Level 3 E-911 Direct is a portfolio of E-911, Bnhanced 911, solutions, including a fixed-loaatio
solution with network connections to public safabswering points or PSAPs that serve approxim&@lgercent of all U.S.
households, and a solution for nomadic voice oRgurbviders that takes advantage of the same nletveomections as the fixed-
location solution. Enhanced 911 service allowsrarrgency services operator to automatically recieif@mation related to a 9
caller’s registered address and callback phone purdbnomadic voice over IP provider is a comparat permits its end user
customer to use VoIP services from more than ocatilon. Level 3 E-911 Direct provides the netwoakpabilities that route and
complete 911 calls to appropriate selective rorsasPSAPs on the traditional telephone 911 netwRBAPSs are provided with
calling information that allows them to query apmiate databases to determine the subscriber’stezgd address and call-back
number. When used with the services provided thyrd party VolP Positioning Center, or VPC, to ecl, update and report
subscriber location information, our Level 3 E-Titect service enables VolP service providers fopbu911 services to their
subscribers. Level 3 E-911 Direct works in conjiorectvith Level 3 VolP Enhanced Local and Level hblnbound services as
well as on a stand alone basis.

Level 3 One Plus Level 3 One Plus service provides non-facg8iimsed resellers and regional carriers with argebically
limited ability to originate calls from the PSTNycha complete end-to-end solution for their ineestintrastate and international
traffic. This service suite




features Automatic Number Identification (ANI)-bdsend Carrier Identification Code (CIC)-based smwias well as a dedicated
end-user service.

Level 3 Business Lines The Level 3 Business Lines service providesadufe rich telephone functionality. The servideiifig
includes a PSTN line that connects to the custa@rmrsiness location from our central office fagjlihe telephone number, which
includes associated directory listing; standardises, which include operator services, direct@sistance, and 911 services; and
long-distance access, which provides equal acoes$ lbng-distance carriers, including Level 3.

Level 3 Switched Long DistanceThe Level 3 Switched Long Distance service msffristomers reliable service at competitive
prices with features that meet their business nédusse features include intrastate and interstaite service at simple, cost-
effective flat rates on interstate and intrastatiésavith no monthly recurring or minimum-usage igjes with access to over 290
international locations.

Level 3 Managed Modem.Level 3 Managed Modem is an outsourced, keyinfrastructure solution for the managementiaf
up access to the public Internet. ISPs comprisajanity of the customer base for Level 3 Managedikta and are provided a
fully managed dial up network infrastructure. Astp this service, Level 3 arranges for the primrisof local network coverage,
dedicated local telephone numbers, racks and modsmell as dedicated connectivity from the custteriecation to the Level 3
Gateway facility.

Network and Internet ServicesWe offer both wholesale-oriented communicatisevices to enable large scale networks and high
speed access to the Internet as well as similaicesrdesigned for the enterprise marketplace. ¥iée a portfolio of data
communications services ranging from basic netvirfifastructure components such as dark fiber, vength, and private line services
to higher level routed data services such as E¢elmernet Transit and IP VPN. Our Network antitnet Services include the
following.

Transport Services. Transport services include wavelengths (Levielt8rcity Wavelength Services and Level 3 Metro
Wavelength Services) and private lines (Level 2rieity Private Line Services and Level 3 Metro $9). These services are
available across our metropolitan and intercitgffibetwork. Wavelength services provide unproteptadt-to-point connections
of a fixed amount of bandwidth using a particulaloc of light on the fiber network. Wavelength sees are available at 2.5 Gbps
and 10 Gbps speeds, which represent the largestitgpf dedicated transport services. This sereffering targets customers tl
require significant amounts of bandwidth, desireendirect control and provide their own network mgement. Private line
services are also point to point connections ofadged bandwidth but usually include SONET or SDbit@ction to provide
resiliency to fiber or equipment outages. We al§ergrivate line services on an “unprotected” Basieaning the customer is
responsible for providing additional resiliencynéeded. Private line services are available ange of speeds: DS-1 (1.5 Mbps),
DS-3, OC-3, OC-12 and OC-48, as well as SDH eqeiual Customers generally use our transport serticereate their own
SONET/SDH, ATM and IP networks. We typically offeansport services in annual contracts with monpialyments or long-term
pre-paid agreements.

Level 3 also provides transport services within wansatlantic cable system connecting North Angegicd Europe as well as via
leased bulk capacity on other transoceanic systémsrnational Backhaul” transport services, istarnecting cable landing
stations and the terrestrial North American andopaan networks, are also available.
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High Speed Internet Protocol (IP) Servicelevel 3 operates one of the largest internatibrtarnet backbones providing
connectivity among customer IP, content and apitinanetworks. Built on our own intercity and medoditan networks in North
America and Europe, we provide customers with Ipiglformance, reliability and scalability. Accesghe Internet is enabled
through interconnection among our customers a@osgetwork as well as interconnections with otinéernet Service provider
“peers.” Level 3 High Speed IP offers a wide ran§&thernet and SONET access port speeds such08246T, GigE, DS-1, DS-
3, OC-3 and OC-12, OC-48 and 10 GigE.

Level 3 Dedicated Internet Accesd.evel 3 Dedicated Internet Access service mhesia high-speed Internet over a Tier One
Internet backbone service through a wide varietgazfess methods and speeds ranging from 56 Khp€148 and Gigabit
Ethernet. The service also includes Domain Naméces, primary, secondary and caching and is availas either a stand-alone
service or as a compliment to our other commurooatservices.

Ethernet and VPN ServicesBuilt on our optical transport and MPLS netwgnrke offer customers the ability to create private
point-to-point, point-to-multipoint, and full-mestetworks based on Ethernet and IP VPN, ATM and ErR®lay technologies.
These services allow service providers, corporatignvernment entities, and distribution businessesplace multiple networks
with a single, cost-effective solution that simiglif the transmission of voice, video, and data av&ngle or converged network.
The service allows the customer to achieve thivemgence without sacrificing the quality of servaresecurity levels of
traditional dedicated transport offerings. Thedatsmns are used for service provider and corpodata and voice networks, data
center networking, disaster recovery and out-ofere@r redundant customer connectivity for othewee providers. These
services include Level 3 Ethernet VPN, Level 3 IPN/ Level 3 Metro Ethernet Private Line, Level 3MiTand Level 3 Frame
Relay.

Colocation Service. We offer high quality, data center space wheistamers can locate servers, content storage cesiue
communications network equipment in a safe andredechnical operating environment. At our colamatites, we offer high-
speed, reliable connectivity to our network andtteer networks, including metro and intercity netkg) the traditional telephone
network and the Internet. Critical components if gervice offering are reliable AC/DC power, enggrgy back-up generator
power, equipment cooling and fire protection. Theises are monitored and maintained 24 hours addyincorporate advanced
security access. We believe that our ability to pment a full range of communications servicewitality data center space
enables customers to build complete telecommumigsai@nd application solutions with us.

Dark Fiber Service. Level 3 Intercity Dark Fiber and Level 3 Metrail Fiber provide carriers, service providers, goweent
entities and large enterprises a complete infrattra when a fiber solution is required based aguaapplications, control or
scale requirements. The services include fibenaadlon space in our Gateway and in our networlifies, power and physical
operations and maintenance of the fiber and ageakciafrastructure.

Professional Services.With Level 3 Professional Services, we offefdigechnical support services 24 hours a day topzornies
wishing to outsource their telecommunications eopgpt support at locations across North AmericaEmwpe. Customers can
realize improved response time and cost savinggyusevel 3's personnel instead of hiring their ocsedicated technicians. We
also provide design, implementation and ongoingvagt management services for complex network ptsjec
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< Content Distribution. Our Content Distribution primary products and seesiinclude the following.

» Content Delivery Network.Our content delivery network service is a uniquefiguration of our hosting and network assets
located in approximately 25 countries, which isigiesd to improve the performance, reliability, anech of web applications. C
caching services provide swift delivery of mediatemt such as graphics, video, and voice, and geoefficient downloads of
software releases and security patches. Our stnggservices can be used to deliver single everitbraries of video, music or
animated content. Our Intelligent Traffic Managetrsaftware can be used to route traffic to indiebservers based on business
rules or continuously monitor systems and to rerarffic should performance bottlenecks emerge.

» Fiber Optic and Satellite Video Transport Service$Ve offer various products to provide audio &ittto feeds over fiber or
satellite for broadcast and production customehngs€ products vary in capacity provided, frequesfayse (that is, may be
provided on an occasional or dedicated basis) aod.pgn 2004, Super Bowl® XXXVIII was the firsté broadcast event ever
carried using our new high definition (HD) transpamoduct.

» Advertising Distribution Services These services include the following. Audiotbisition, where we send radio spots to stat
via electronic and physical distribution. Spots @istributed to over 10,500 stations in North Aroarvia the Internet using no
proprietary hardware. Video Distribution, where gve the capability to deliver video content elecizally and physically to
television stations, broadcast networks and caiearks across the United States.

» Storage. We offer secure storage of media componentsiirclimate-controlled storage facilities locatadBurbank, California,
Chicago, lllinois and Newark, Delaware.

Prior to our acquisition of Broadwing in Januarn@ZpBroadwing offered many services that were sintid our services. In addition,
Broadwing offered some services that were not sintd our services. As part of our integration\atiéis, which we have recently begun, we
will evaluate Broadwing’s service offering to detene which services we will continue to offer andieh services we will discontinue.

For a discussion of certain geographic informategarding our revenue from external customers ang-lived assets, please see the
notes to our Consolidated Financial Statementsappeelsewhere in this Form 10-K. For a discussibour communications revenue, please
also see Management’s Discussion and Analysisradrfeial Condition and Results of Operations appgdéter in this Form 10-K. Our
management continues to review our existing lirffdsuginess and service offerings to determine Hosé lines of business and service
offerings assist with our focus on the deliverycommunications services and meeting our finandigaives. This exercise takes place both
with respect to integration activities and in thidinary course of our business. To the extentdbetin lines of business or service offerings
not considered to be compatible with the delivérgammunications or with obtaining our financialj@ettives, we may exit those lines of
business or stop offering those services.

Our communications network

Our network is an advanced, international, faeditbased communications network. Today, we prignpridvide services over our own
facilities. At December 31, 2006, and after givaftect to the acquisition of Broadwing, our netwerkcompasses:

* an intercity network covering approximately 67,080es in North America;

* local networks in approximately 116 North Amerigaarkets;
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* an intercity network covering approximately 4,200esacross Europe;
 local networks in approximately 9 European markets;
» approximately 6.9 million square feet of Gatewag snansmission facilities in North America and Epgpand

* a1.28 Thps capable transatlantic cable systeremtlyrequipped at 640 Gbps.

Intercity Networks. Our approximately 67,000 mile fiber optic intercitgtwork in North America consists of the following

« Multiple conduits. In approximately 30,000 milesanfr intercity network, we have installed groupsrafitiple conduits. We believe
that the availability of spare conduit will allovs to deploy future technological innovations inicgtnetworking components as well
providing us with the flexibility to offer conduib other entities.

« |Initial installation of optical fiber strands desi&d to accommodate dense wave division multiplekiagsmission technology. In
addition, we believe that the installation of newptical fibers will allow a combination of greateavelengths of light per strand,
higher transmission speeds and longer physicaimp&etween network electronics. We also belieat #ach new generation of opti
fiber will allow increases in the performance ofsk network design aspects and will therefore erlabler unit costs.

» High speed SONET transmission equipment employimg protection switching and designed for high @yalnd reliable
transmission. We expect that over time, SONET qupdmetworks will be transitioned to employ a “niestthitecture made possible
by advances in optical technologies. A mesh archite allows carriers to establish alternative getion schemes that reduce the
amount of capacity required to be reserved forgmtatn purposes.

« A design that maximizes the use of open, non-petgny hardware and software interfaces to allow ¢estly upgrades as hardware
and software technology improves.

During the first quarter of 2001, we completed coinstruction activities relating to our North Angam intercity network. Also during
2001, we completed the migration of customer teefiom our original leased capacity network to oompleted North America intercity
network. Deployment of the North American interaiigtwork was accomplished through simultaneoustoaetfon efforts in multiple
locations, with different portions being completgdifferent times. In 2003, we added approximage885 miles to our North America
intercity network as part of the Genuity transactiand in 2005, we added approximately 30,000 nfifesuding IRUS) to our intercity netwao
as part of the WilTel Communications transaction2006 and January 2007, we added approximatedp@6niles (including IRUs) to our
North America intercity network as part of the was acquisitions during that period, (including Breadwing transaction which closed ee
in the first quarter of 2007).

In Europe, we have completed construction of duerfioptic intercity network with characteristicenfiar to those of the North American
intercity network in a multiple ring architectu®uring 2000, we completed the construction of Rirgnd Ring 2 of our European network.
Ring 1, which is approximately 1,900 miles, consgbte major European cities of Paris, Frankfurt,sfardam, Brussels and London and was
operational at December 31, 2000. Ring 2, whicpjsroximately 1,650 miles, connects the major Geruoitkes of Berlin, Cologne,
Dusseldorf, Frankfurt, Hamburg, and Munich. Ringezame operational during the first quarter of 2@ibsequently, we created two
additional rings generally through IRU acquisitidoconnect to our expanded operations in Europeate described below. The first ring is
approximately 2,150 miles and connects Copenhditeckholm and Oslo and the second ring is appraeind,700 miles and connects
Milan, Zurich and Geneva.
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During 2002, we completed an expansion of our Ee@opoperations to seven additional cities. Our esipa to these additional locations
was facilitated through the acquisition of avaitabapacity from other carriers in the region. Dgr2®03, we completed an expansion of our
European operations to four additional cities.ddition, during 2004, we completed an expansioousfEuropean operations to two cities.
During 2005, we completed an expansion of our Eemopoperations to one city. During 2006, we obthiterk fiber primarily in those cities
currently served by leased wavelength capacityaaditionally in 2006 we completed an expansionwfBuropean operations to 9 additional
cities. In 2007, we expect to continue our Europegransion to 5 cities in Central and Eastern Erifmpobtaining dark fiber primarily in thc
cities currently served by leased wavelength capadie expect to use the dark fiber with approgriaansmission equipment to sell a full si
of transport and IP services.

Our European network is linked to our North Amenidatercity network by the Level 3 transatlanti28 Tbps capable cable system,
which was also completed and placed into servieaend2000. The transatlantic cable system—whictrefer to as the Yellow system—has a
current capacity available to us of 640 Gbps angpgradeable to 1.28 Thps. The deployment of tHWesystem was completed pursuant
co-build agreement announced in February 2000, etlyeGlobal Crossing Ltd. participated in the candtion of, and obtained a 50%
ownership interest in, the Yellow system. Underdbébuild agreement, Level 3 and Global Crossird) each now separately own and operate
two of the four fiber pairs on the Yellow systeme\also acquired additional capacity on Global Grgsktd.’s transatlantic cable, Atlantic
Crossing 1, during 2000 to serve as redundant dégdac our fiber pairs on the Yellow system. Wa@lown capacity in the TAT14 cable
system. In connection with the WilTel acquisitiove have secured additional capacity on Global @ngsstransatlantic cable, Atlantic
Crossing 1, and TAT-14. In 2006, we purchased 3i@@lBts of transatlantic capacity with the rightpiarchase 300 Gigabits of additional
capacity from Apollo Submarine Cable System LtdJdmuary 2007 we purchased 150 Gigabits of thaiaeddi capacity available from Apol
Submarine Cable System Ltd. We are also now an oemée Japan-US, and China-US cable systemsraiiRllhholder on Southern Cross
cable system, all by virtue of the Wiltel acquisiti

Local Market Infrastructure. Our local facilities include fiber optic metropalit networks connecting our intercity network and
Gateway’s to buildings housing communications-istea end users and traffic aggregation pointsluging ILEC and CLEC central offices,
long distance carrier points-of-presence or POBkdsead-ends, wireless providers’ facilities amginet peering and transit facilities. As of
December 31, 2006, and after giving effect to ttgugsition of Broadwing, we had in the aggregateragimately 6,500 traffic aggregation
points and buildings connected to our metropolitatworks. Our high fiber count metropolitan netwsogllow us to extend our services dire
to our customers’ locations at low costs, becalseavailability of this network infrastructure dogs require extensive multiplexing
equipment to reach a customer location, whichdsiired in ordinary fiber constrained metropolitatworks.

After giving effect to the acquisition of Broadwinge had secured approximately 6.9 million squaet 6f space for our Gateway and
transmission facilities as of December 31, 2006, lzed completed the buildout of approximately 4iian square feet of this space. Our
initial Gateway facilities were designed to houseal sales staff, operational staff, our transmissind Internet Protocol routing and Softsw
facilities and technical space to accommodate etiog services—that is, the colocation of equipni®nhighvolume Level 3 customers, in
environmentally controlled, secure site with diractess to Level 3's network generally through diaailt tolerant connections. Some of our
facilities are larger than our initial facilities@ were designed to include a smaller percentagetalfsquare feet for our transmission and
Internet Protocol routing/Softswitch facilities aadarger percentage of total square feet to sumotocation services. Availability of these
services varies by location.

As of December 31, 2006, and after giving effedh®acquisition of Broadwing, we had operatiofejlities-based, local metropolitan
networks in 116 U.S. markets and 9 European markets
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As of December 31, 2006, and after giving effedt®acquisition of Broadwing, we had approximatedp markets in service in North
America and approximately 32 markets in servicEumope.

Our Content Delivery Network

Content Delivery Network, or CDN, describes a systéd computers networked together across the latémprovide content to users in
the most efficient manner to enable an optimal egperience. In a CDN, nodes or groups of compatersieployed in multiple locations
closer to the end user, also known as the “edgleeofietwork” and cooperate with each other to fsatexjuests for content by end users,
transparently moving content behind the scenegtimize the delivery process. Requests for cordemtdirected intelligently through
sophisticated software applications to nodes treabptimal for the needs of the end users, suehsgecific level of performance or cost
efficiency. For example, when optimizing for perfance, node locations that can serve content quickhe user may be chosen, whereas,
when optimizing for cost, node locations that &sslexpensive to serve from may be chosen instead.

Our content delivery network is a unique configimatof our hosting and network assets located prapgmately 25 countries, which is
designed to improve the performance, reliabilityd aeach of web applications.

We believe that as a result of the combinationusfrecently acquired CDN assets and our existifrgstructure, we are strongly
positioned to grow the Level 3 market share inGEN business. This belief is based on several facto

* Network Scale.Because we own our own network, our ability to @&se capacity to meet the needs of content previsgreater the
other CDN providers who do not have the flexibilibyquickly increase their available network capaci

« Network Reach Our customers reach global Internet destinatising an average number of “hofisdt are fewer than with most ¢
other provider, enabling our customers to easihetheir audiences and provide better performaftoe fewer number of hops
required by our customers to reach their Interestidations serves to reduce latency and jitter.

» Low Cost Position Because we own the underlying network infradtre, we believe that we are positioned to oftest advantages
to our customers. By moving content at scale, ostamers can take advantage of lower unit costedndwidth, colocation, servers
and disk space.

CDN Applications

There are an increasing number of application€foN, across many types of customers, particularigrhet-centric businesses and
businesses that desire to accommodate increadarghyr file sizes for transmission over the Intér@®cial Networking businesses require
CDN to provide their customers with fast reliablagic and video downloads. Likewise, through theafSéDN, software companies are able
to provide software downloads for their custom@sline retailers and advertisers use CDN servigcgsdvide images and flash files and to
download advertisements. The media and entertainmeuastries use CDN services to providedamand streaming and live streaming. Or
gaming companies provide for game downloads, agiptics updates and delivery of demos and trailersugh CDN.

Content Distribution Services Architecture

The CDN platform uses our existing physical netwankl infrastructure, and is composed of the Edgees®er computer, which provides
caching and streaming functions and the Globalesewnhich provides load balancing—that is, a corapttiat directs the traffic to the most
efficient server to meet the end users request Ellge server enables the storage of popular coimenlocation that is closer to the end
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user and thereby reduces bandwidth requirementgvgrdves client response times for content stimetle cache. The Global server or
computer load balancing components of the CDN thrend user requests to the content source thasisable to serve the request of the
particular end user, such as routing to the semited that is closest to the end user or to tleevdth the most capacity, depending on the
particular need of the end user.

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

We also distribute advertising spots to radio abelMision stations throughout the United Stateth béectronically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdastdbuting content for content owners
and rights holders.

Distribution Strategy

Our communications services sales strategy withe&tso our Wholesale Markets Group and Europe igitize a direct sales force
focused on companies with high bandwidth and/oceoequirements. These businesses include incundititexchange carriers, established
next generation carriers, international carries® &nhown as PTTs, major ISPs, broadband cableis@evoperators, major interexchange
carriers, wireless carriers, systems integrataréegiments, emerging VolP service providers, cgltiard providers, conferencing providers
and call centers.

With respect to our Business Markets Group, mediutarge enterprises will be serviced by a Majorrkéés Sales Force or a direct sales
force. Smaller business opportunities will be sggdiby the Small Business Sales Channel and wikigdly offer pre-defined bundles of
services.

Our communications services sales strategy withegtsto the Content Markets Group is also to @ibizdirect sales force. Targeted
customers include video distribution companiesyjters of online gaming and mega-portals; softveeice providers; social networking
providers; and traditional media distribution comiga including broadcasters, television networks sports leagues.

We have in place policies and procedures to retfimiinancial condition of potential and existingstomers. We apply these procedures
to determine whether collectibility is probablegsrio the time that we begin delivering servicea tustomer. If the financial condition of an
existing customer deteriorates to a point wherev@ayt for services is in doubt, we will not recognievenue attributable to that customer until
we receive cash. Based on these policies and proegdve believe our exposure to collection risthimithe communications business and the
possible effect on our financial statements istiahi We are not immune from the effects of possilol@nturns in the economy and specifically
the telecommunications industry; however, we belithe concentration of credit risk with respeateceivables is mitigated due to the
dispersion of our customer base among geograpbasand remedies provided by terms of contractsttates.

For the year ended December 31, 2006, our topustomers represented approximately 54% of our dimladed total revenue. Revenue
from our largest customer, AT&T Inc. and its sulsids, including SBC Communications, BellSouth &idgular, (assuming those
subsidiaries were wholly owned by AT&T for all 0d@6), represented approximately 32.4% of our cadatad total revenue for 2006. The
next
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largest customer accounted for approximately 6.6%o consolidated total revenue and most of theaiaing top ten customers each account
for 2% or less of our consolidated total revenue.

In connection with the acquisition of WilTel in Deaber 2005, we acquired a large customer contegetden WilTel and SBC
Communications, a subsidiary of AT&T. We expect ti@ revenue generated under this contract wiltinae to decline over time as SBC
Communications migrates its traffic from our netlwtw the merged SBC and AT&T Communications netwbet SBC Communications
acquired from the former AT&T.

Business Support Systems

In order to pursue our sales and distribution sgiass, we have developed and are continuing tolaleaad implement a set of integrated
software applications designed to automate ouratjiperal processes. Through the development of astpbcalable business support system,
we believe that we have the opportunity to deval@pmpetitive advantage relative to traditionat¢emmunications companies. In addition,
we recognize that for the success of certain ofsewvices that some of our business support sysigiingeed to be easily accessible and us
directly by our customers.

Key design aspects of the business support systeglapment program are:
 integrated modular applications to allow us to @gigr specific applications as new services areahlail

* a scalable architecture that allows our customedsdsstributors direct access to certain functithvag would otherwise have to be
performed by our employees;

» phased completion of software releases designaliiow us to test functionality on an incrementasiba

“web-enabled” applications so that on-line accesartler entry, network operations, billing, andtouoser care functions is available to
all authorized users, including our customers;

« use of a tiered, client/server architecture thaeisigned to separate data and applications, axpected to enable continued
improvement of software functionality at minimumstcand

« use of pre-developed or “shrink wrapped” applicagiovhere applicable, which will interface to onternally developed applications.

Our Employees

As of December 31, 2006, and after giving effedh®acquisition of Broadwing, we had approximaf&Kg00 employees. We believe that
our success depends in large part on our abiligitttact and retain substantial numbers of qualiémployees.
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Competition

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

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 vymgsfmilar business and by the amount of inventwrgapacity each brought to the market
for many services. The result of these actionsawmagversupply of capacity and an intensely competé&nvironment.

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

While we believe that the long-run industry struetwill evolve toward that described above, unéetyasurrounds how the existing
competitive landscape will evolve toward this namcture. For example, while a number of next-gatien and incumbent providers have
been consolidated, we believe there are still abarrof competitors operating fundamentally pooritess models, with severe resource
constraints, and are unlikely to be long-term stokg in their current forms. In addition, the uléita impact of the recently completed
transactions by AT&T and Verizon is yet to be known

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

Our primary competitors are long distance carrig@imbent local exchange carriers, competitivallexchange carriers, PTTs, Content
Delivery Network companies, and other companiesghavide communications services. The followinfpimation identifies key competitors
for each of our product offerings.

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

For our IP and Data services, we compete with canegahat include Verizon, Sprint, AT&T, Qwest Cmiunications, Global Crossing,
Cogent and XO in North America, and Sprint, VerizBrance Telecom, Deutsche Telecom, Global CrossingCogent in Europe.

For transport services, our key competitors inUhéed States are other facilities based commuisicatcompanies including AT&T,
Verizon, Sprint, Qwest Communications and XO. Indpe, our key competitors are other carriers sscR&l's, Telia International, Colt
Telecom Group plc, Verizon, and Global Crossing.
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Our key competitors for our colocation servicesatteer facilities based communications companied,ather colocation providers such
as web hosting companies and third party colocat@mmpanies. In the United States, these compamibsdie AT&T, Savvis, Equinix,
Switch & Data and Qwest Communications. In Euraoanpetitors include Global Switch, InterXion, Redbuielecity and Telehouse Europe.

For enterprise services, our key competitors inelinldumbent local exchange carriers (such as AT&éFjzon and Qwest), long distance
services providers (such as Sprint), and competiteal exchange carriers (such as Time Warnercdaieand XO).

For content distribution network or CDN servicest key competitors include Akamai Technologies bimdelight Networks.

The communications industry is subject to rapid sigdificant changes in technology. For instaneeent technological advances permit
substantial increases in transmission capacitytf hew and existing fiber, and the introductiomefv products or emergence of new
technologies may reduce the cost or increase thgysof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be rtrants to the communications industry, whichrexeburdened by an installed base of
outmoded or legacy equipment.

Regulation
Federal Regulation

The Federal Communications Commission or the FCJurésdiction over interstate and internationahoounications services, among
other things. The FCC imposes extensive regulattonsommon carriers that have some degree of mpdweer such as incumbent local
exchange carriers or ILECs. The FCC imposes legdaon on common carriers without market powachsas us. The FCC permits these
non-dominant carriers to provide domestic inteesgarvices (including long distance and accesscasivwithout prior authorization; but it
requires carriers to receive an authorization twstruict and operate telecommunications facilitied @ provide or resell telecommunications
services, between the United States and interraltpints. We have obtained FCC approval to landiaunsatlantic cable in the United States.
We have obtained FCC authorization to provide idéonal services on a facilities and resale basisler the Telecommunications Act of
1996 or the 1996 Act, any entity, including caldevision companies, electric and gas utilitiesy miater any telecommunications market,
subject to reasonable state regulation of safetglity and consumer protection.

Generally speaking, CLEC access to ILEC networkbuitity poles are implemented through individnagotiations, which are governed
by the 1996 Act and applicable FCC Rules. Undel®&6 Act, CLEC access to ILEC networks is hearglyulated and the rules governing
that access have been contentious. Over the pastsgears, however, the United States Supremet®as affirmed FCC jurisdiction over
ILEC unbundling, certain specific unbundling reguirents and the FCC's authority to set the mechawisith governs the rates ILECs may
charge for interconnection and unbundling.

The FCC has been gradually reducing the obligationd ECs to provide unbundled network elementstdmost recent order in 2005,
the FCC eliminated the obligation to provide logaitching and identified circumstances under wiaoHLEC’s unbundling obligations with
regard to high capacity local loops and dedicatadsport would also be eliminated. The availabibtyhigh capacity loops and transport
depends upon tests based on the capacity of thi#gyfatbe business line density of incumbent wienters, and the existence of collocated fiber
providers in incumbent wire centers. We do not elfensively on unbundled network elements purah&sen ILECs but we do purchase
special access provided by the ILECs under comsti@actariffs.
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The FCC has pending a Notice of Proposed RulemgkiMBRM?”) to initiate a comprehensive review of ealgoverning the pricing of
special access service offered by ILECs subjeptite cap regulation. Special access pricing bgalwrriers currently is subject to price cap
rules, as well as pricing flexibility rules whiclermit these carriers to offer volume and term dists and contract tariffs (Phase | pricing
flexibility) and/or remove from price caps regutatispecial access service in a defined geograpbic(®hase Il pricing flexibility) based on
showings of competition. In the NPRM the FCC tam&dy concludes to continue to permit pricing fleity where competitive market forces
are sufficient to constrain special access pricesundertakes an examination of whether the cutriggers for pricing flexibility accurately
assess competition and have worked as intended\NPRM also asks for comment on whether certainasp# ILEC special access tariff
offerings (e.g., basing discounts on previous vasmof service; tying nonrecurring charges and teation penalties to term commitments; i
imposing use restrictions in connection with digus), are unreasonable. At this time, we have di#tion when the FCC might conclude t
rulemaking and we cannot predict the impact, if,ahg NPRM will have on our network cost structure.

The 1996 Act also codifies the ILECs’ equal acaess$ nondiscrimination obligations and preempts mscgtent state regulation.

As of August 1, 2001, our tariffs for interstatedarser services were eliminated and our tariffdrfternational interexchange services
were eliminated on January 28, 2002. Our rates stilisbe just and reasonable and nondiscriminatOnyr state tariffs remain in place. We
have historically relied primarily on our salesderand marketing activities to provide informattorour customers regarding these matters and
expect to continue to do so. Further, in accordavitethe FCC’s orders we maintain a schedule ofrates, terms and conditions for our
domestic and international private line servicemonweb site.

Intercarrier compensation. Telecommunications carriers compensate one anfithaaffic carried on each other’s networks.
Interexchange carriers pay access charges toteleahone companies for long distance calls thgtrate and terminate on local networks.
Local telephone companies typically charge oneterdbr local and Internet-bound traffic termingtion each other’s networks. The entire
methodology by which carriers compensate one anfthexchanged traffic, whether it be for localtrastate or interstate traffic, is under
review at the FCC.

Apart from this comprehensive review of intercariempensation, individual compensation issues baen the subject of FCC rulings.
The issue of compensation to be paid for callsediab the Internet service providers has beenrdfigignt one in the regulatory areas.
Beginning in June 1997, every RBOC advised CLE@sttey did not consider calls in the same lochingparea from their customers to the
CLEC's ISP customers to be local calls under tieraonnection agreements between the RBOCs ardltE€s. The RBOCs claimed that
these calls are exchange access calls for whidieexe access charges would be owed. The RBOCsedahowever, that the FCC exempted
these calls from access charges so that no contpan&owed to the CLECs for transporting and teating such calls. As a result, the
RBOCs threatened to withhold, and in many casesvdithold, reciprocal compensation for the transpmd termination of such calls. On
February 25, 1999, the FCC issued a DeclaratorinRuin the issue of inter-carrier compensationcils bound to ISPs. The FCC ruled that
the calls are jurisdictionally interstate callst foxal calls.

The FCC, however, determined that this issue waslispositive of whether intercarrier compensai®owed. That decision was appei
to the D.C. Circuit which held that the FCC hadefaito adequately support its conclusions underghjairements of the 1996 Act. On
April 18, 2001, the FCC adopted a new order regarditercarrier compensation for ISP-bound trafticthat Order, the Commission
established a new intercarrier compensation meshafar ISP-bound traffic with declining rates oeethree year period. In addition to
establishing a new rate structure, the Commissamped the
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amount of ISP bound traffic that would be “compdiis&and prohibited payment of intercarrier compait for ISP-bound traffic to carriers
entering new markets. The April 2001 order was afgukto the D.C. Circuit. On May 3, 2002, the DQrcuit found that the FCC had not
provided an adequate legal basis for its ruling, #werefore remanded the matter to the FCC. lintieeim, the court let the FCC'’s rules stand.
It is unclear when the FCC will issue revised firgh in response to the latest remand. On Octol®0@l, the FCC adopted an order in
response to a July 2003 Petition for Forbeararied By Core Communications (“Core Petition”) askthg FCC to forbear from enforcing the
rate caps, growth cap, and new market and mirratites of the ISP Remand Order. The FCC grante€tire Petition with respect to the
growth cap and the new market rules, but deniedP#t#ion as to the rate caps and mirroring rul€eKe Order”). That decision has been
appealed to the D.C. Circuit.

Prior to 2004, we entered into agreements proviétingpayment of compensation for terminating ISR1mb traffic with Verizon, in its
former Bell Atlantic operating territory, with SBCorporation for the 13-state operating territorgttimcludes its affiliates Pacific Bell,
Southwestern Bell, Ameritech and Southern New Ergjleelephone, and with BellSouth in its nine-stgterating territory. We also entered
into interconnection agreements with Qwest, CinainBell Telephone, and Sprint that reflect theinarrier compensation rates adopted b
FCC in its ISP Remand Order. Given the general aicty surrounding the effect of the FCC decisj@appeals, and the remand, we may |
to change how we treat the compensation we redeiverminating calls bound for ISP-bound traffi¢tie agreements under which
compensation is paid provide for the incorporatibehanges in FCC rules and regulations.

In May 2004, we reached a new interconnection ageet with Bell South, now AT&T, that incorporatdtetterms of the ISP Remand
Order. BellSouth requested renegotiation of thigament in early October 2006 however the partesitue to provide services and exchange
payments under the agreement until a successceragre is reached. In September 2004, Level 3 amddfeamended our existing
interconnection agreement to establish intercaceenpensation terms. The compensation sectiorabfilreement expires in August 2007.
Level 3 and Verizon will continue to provide semscunder this agreement until a successor agreeésesaiched. In late 2003, we reached an
agreement with SBC, now AT&T, continuing paymenttfee exchange of ISBeund traffic. In February 2005, we and SBC agteesliccess:
interconnection agreements which cover the payifoerhe exchange of ISBeund traffic. The SBC agreement expired on Decer@be2006
Level 3 and SBC continue to provide services ardhamnge payments under that agreement until a sarcagreement is reached.

We are negotiating new agreements with each o&tbagiers but at this time cannot predict whatfie terms will be, including
compensation for ISP-bound traffic.

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

State Regulation

The 1996 Act is intended to increase competitiothentelecommunications industry, especially inltoal exchange market. With respect
to local services, ILECs are required to allow iatgnection to their networks and to provide unbeddccess to network facilities, as well as
a number of other pro-competitive measures. Bectngsenplementation of the 1996 Act is subjecttionerous state
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rulemaking proceedings on these issues, it is otiyrdifficult to predict how quickly full compeiiin for local services will be realized.

State regulatory agencies have jurisdiction wharfailities and services are used to provide Bitrge telecommunications services. A
portion of our traffic may be classified as integsttelecommunications and therefore subject te ségulation. We expect that we will offer
more intrastate telecommunications services (inotpdtrastate switched services) as our businedgeoduct lines expand. To provide
intrastate services, we generally must obtain #ficate of public convenience and necessity frowm $tate regulatory agency and comply with
state requirements for telecommunications utilitiesluding state tariffing requirements. We cuthgiare authorized to provide
telecommunications services in all fifty states #mel District of Columbia. In addition, we will wequired to obtain and maintain
interconnection agreements with ILECs where we wasprovide service. We expect that we should be tbnegotiate or otherwise obtain
renewals or successor agreements through adogtmthers’ contracts or arbitration proceedingsh@ligh the rates, terms, and conditions
applicable to interconnection and the exchangeaffi¢ with certain ILECs could change significgnih certain cases. The degree to which the
rates, terms, and conditions may change will depenidnly upon the negotiation and arbitration psxand availability of other
interconnection agreements, but will also depergignificant part upon state commission proceedihgseither uphold or modify the current
regimes governing interconnection and the exchahgertain kinds of traffic between carriers. Inyi2004, we reached agreement on new
interconnection agreements with BellSouth in alf $he BellSouth states. In September 2004, wehezhoew interconnection agreements \
Verizon, and with SBC in February 2005.

States also often require prior approvals or raztfons for certain transfers of assets, customreosvnership of certificated carriers and
for issuances by certified carriers of equity obtde

Local Regulation

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

Regulation of Voice over Internet Protocol (Vo
Federal and State

Due to the growing acceptance and deployment oP\sgrvices, the FCC and state public utility consiniss are conducting regulatory
proceedings that could affect the regulatory dudies rights of entities such as us or our affibateat provide IP-based voice applications.
There is regulatory uncertainty as to the impositibaccess charges and other taxes, fees andasgeshon VolIP services that use the public
switched telephone network. There is regulatoryeutainty as to the imposition of traditional retgibmmon carrier regulation on VolP
products and services.

The FCC is also considering several petitions filgdndividual companies concerning the regulatigits and obligations of providers
IP-based voice services, and networks that hamdleaked voice traffic or that exchange that trafiif operators of PSTN facilities.

On October 18, 2002, AT&T Corporation filed a petitwith the FCC requesting a declaratory rulingttbells that originate and termin
on the PSTN, but which may be converted into IRmdusome part of the transmission, are exempt fioness charges under existing FCC
rules. On April 21,
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2004, the FCC rejected AT&T’s Petition, statingtttiee calls described by AT&T were telecommunicasgiservices subject to access charges
under existing FCC rules.

On September 22, 2003, Vonage Holdings Corporatioonage filed a petition with the FCC requestindeclaration that its offerings,
which originate on a broadband network in IP foremad terminate on the PSTN, or vice versa, aredtai information services not subject to
state regulation under the federal Communicatiotisafid existing FCC rules. On November 10, 2004 R8C adopted an order ruling that
Vonage's service was an interstate service noestibp state regulation. The FCC did not rule weethe service is only an information
service that is not subject to Title Il under thet.AAppeals were filed in a number of circuits, alhappeals were consolidated and assigned to
the U.S. Court of Appeals for the 8th Circuit. Oaefjuments were heard on January 12, 2006. A dadsipending. Until a decision is
released, we cannot predict how a ruling mightcféeir provision of VolP services.

On June 3, 2005, the FCC issued an order requatingterconnected VolP providers to deliver enreah®11 capabilities to their
subscribers by no later than November 28, 2005hee modified our service offerings to VolP provila order to assist those providers in
complying with the FCC mandate. A number of paréippealed this FCC order. On December 15, 200D @& €ircuit Court of Appeals
upheld the FCC VolP 911 Order in its entiretysltao early to predict how this outcome will affeatstomer demand for our 911 services

A number of state public utility commissions ar@docting regulatory proceedings that could impactra@hts and obligations with
respect to IP-based voice applications. PreviotisgyMinnesota Public Utilities Commission or MPU@ed that Vonage’s DigitalVoice
service was a telephone service under state ladvpatered Vonage to obtain state certificatiom fériffs, and comply with 911 requirements
before continuing to offer the service in the st¥tenage filed a request in the Federal Districu€or the District of Minnesota to enjoin the
MPUC's decision. On October 16, 2003, a federaj@udranted Vonage’s request for an injunction, kafing that Vonage provides an
information service immune from state regulatiod #mereby barring the MPUC from enforcing its diexis On December 22, 2004, the U.S.
Court of Appeals for the Eighth Circuit affirmecdetBistrict Court’s judgment on the basis of the FCdetermination that Vonage's service
was interstate and noted that the MPUC would betivechallenge the injunction if it or another paptevailed on an appeal of the FCC'’s
Vonage Order.

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

European Regulation

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

The European Union’s approach to the regulatio@® turns on whether VolIP is voice telephony. Bugopean Commission has
defined voice telephony to have four elementsc@hmercial offering as voice telephony; (2) promisto the public; (3) provision to and from
the public switched telephone network terminatiomts; and (4) direct speech transport and switgbiitspeech in real time,
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particularly at the same level of reliability armegch quality as provided by the PSTN. In its “Camioation from the Commission,
Consultation on Voice on the Internet” in June 2a6@ European Commission directed that “MembeteStshould continue to allow Internet
access providers to offer voice over Internet proteinder data transmission general authorizatiand,that specific licensing conditions are
not justified.”

The European Commission has subsequently redetmddfinitions to suggest that some VolP offeriags voice telephony. In its
December 2000 communication, the European Commisgited that increasing quality and reliabilityeedl as marketing of voice capabiliti
with bundled services, made certain kinds of “vager Internet” much more like voice services. Whhe current European Commission
directives do not mandate the treatment of VolRase telephony, the commission will continue tevaluate the regulation of VoIP as sen
quality becomes the equivalent of traditional vdielephony.

In February 2003, the European Union adopted aregwlatory framework for electronic communicatidnat is designed to address in a
technologically neutral manner the convergenceoafraunications across telecommunications, compungbaoadcasting networks. The
directives address: (1) framework (2) interconrmattind access, (3) authorization and licensinguiidjersal service and (5) privacy. These
directives and an additional decision on radio spet replace the existing 20 directives on elegraommunications. Under the framework,
voice telephony providers will face additional gfaltions, including specific licensing and universalvice obligations. Others will likely face
new regulation. One example could be VolP. If itlsssified as an electronic communications seyvather than voice telephony, it would ¢
be subject to additional regulations to achieveilagry parity with other electronic communications

The United Kingdom was one of the first countrieduily implement the European Union’s new framekvfor electronic
communications, which it did by July 25, 2003. Aat time, certain provisions of the United Kingdartelecommunications Act of 1984 were
repealed. Pursuant to that framework, the licensggme was replaced with a general authorizattr. 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 is carside be a Publicly Available Telephone ServicATB). A service is considered to be a
PATS if the following conditions are met: it is rkated as a substitute for the traditional telephsmrgice; the service appears to the customer
to be a substitute for the traditional public télepe service over which they expect access to eaneygservices; or the service provides the
customers sole means of access to the traditiirealitcswitched public telephone network.

While the Ofcom, the United Kingdom regulator, leatablished technical standards and interconnegtbts for VolP service providers,
it has recently opened a consultation to assesaphpriate allocation of phone numbers to Vol@vjaters. We cannot predict the result of
this proceeding and how it will affect our ability provide services.

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

The Canadian Radio-television and Telecommunicat@ommission, or the CRTC, has jurisdiction to tatgulong distance
telecommunications services in Canada. Regulatevgldpments over the past several years have tatedinthe historic monopolies of the
regional telephone companies, bringing signifigarhpetition to this industry for both domestic anigérnational long distance services, but
also
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lessening regulation of domestic long distance cmgs. Resellers, which, as well as facilities Haseriers, now have interconnection rights,
but which are not obligated to file tariffs, maytmmly provide transborder services to the U.Stdselling the services provided by the regic
companies and other entities but also may reseléhnvices of the former monopoly internationatiear Teleglobe Canada or Teleglobe,
including offering international switched servigasvisioned over leased lines. Although the CRT@nerly restricted the practice of
“switched hubbing” over leased lines through intediate countries to or from a third country, theTCRifted this restriction. The Teleglobe
monopoly on international services and undersebedabding rights terminated as of October 1, 128ough the provision of Canadian
international transmission facilities based serviemains restricted to “Canadian carriers” withjarigy ownership by Canadians. Ownership
of non-international transmission facilities amaitied to Canadian carriers but we can own inteonati undersea cables landing in Canada. We
cannot, under current law, enter the Canadian naskea provider of transmission facilities basehéstic services. In 2003, two committee
the Canadian House of Commons issued conflictingmenendations on whether to lift the foreign owhgrsestrictions that prohibit carriers
like us from owning intrazanadian transmission facilities. If the ownergigigtrictions are repealed, we anticipate that webeiable to expar
our operations and service offerings in CanadaeReCRTC rulings address issues such as the frarkdarointernational contribution charcg
payable to the local exchange carriers to offsetesof the capital and operating costs of the prorisf switched local access services of the
incumbent regional telephone companies, in thgeacy as ILECs, and the new entrant CLECs.

While competition is permitted in virtually all ath Canadian telecommunications market segmentbglieve that the regional compar
continue to retain a substantial majority of thealoand calling card markets. Beginning in May 1938@ CRTC released a number of decisions
opening to competition the Canadian local telecomications services market, which decisions werearegaplicable in the territories of all of
the regional telephone companies. As a result, orésvoperated by CLECs may now be interconnectéld tve networks of the ILECs.
Transmission facilities based CLECs are subjethiésame majority Canadian ownership “Canadiariet&nequirements as transmission
facilities based long distance carriers. CLECs hHheesame status as ILECs, but they do not hawersal service or customer tariff-filing
obligations. CLECs are subject to certain consumetection safeguards and other CRTC regulatorysigiet requirements. CLECs must file
interconnection tariffs for services to interexcharservice providers and wireless service provideestain ILEC services must be provided to
CLECs on an unbundled basis and subject to mandptming, including central office codes, subserilistings, and local loops in small url
and rural areas. For a five-year period, certdireoimportant CLEC services must be provided oordyundled basis at mandated prices,
notably unbundled local loops in large, urban ardasCs, which, unlike CLECs, remained fully regidld, are subject to price cap regulatio
respect of their utility services and these sesvioeist not be priced below cost. Interexchangeritaniton payments are now pooled and
distributed among ILECs and CLECs according torenfda based on their respective proportions oflerstial lines, with no explicit
contribution payable from local business exchangdirectory revenue. CLECs must pay an annual eefgcunications fee based on their
proportion of total CLEC operating revenue. All biled and unbundled local services (including redidélines and other bulk services) may
now be resold, but ILECs need not provide thesées to resellers at wholesale prices. Transmisioilities based local and long distance
carriers (but not resellers) are entitled to caleemuipment in ILEC central offices pursuant tong and conditions of tariffs and intercarrier
agreements. Certain local competition issues dte¢osbe resolved. The CRTC has ruled that reselt@nnot be classified as CLECs, and thus
are not entitled to CLEC interconnection terms eoiditions. The CRTC conducted a proceeding in 2004view issues relating to the
introduction of VolP technology. The CRTC has eggexl a number of preliminary views about how ippsaes to regulate VolP services
including the view that VolP services (and senpeeviders) should be regulated according to the CREXxisting rules. If the preliminary
views are confirmed, then the rules for
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VolP-based services will depend on the categoseofice provider (ie., ILEC, CLEC or reseller), tieture of the service and the geographic
area in which the service is provided.

Our Other Business

Our company was incorporated as Peter Kiewit Sdne,in Delaware in 1941 to continue a construttiosiness founded in Omaha,
Nebraska in 1884. In subsequent years, we invesfegtion of the cash flow generated by our comwmsitva activities in a variety of othu
businesses. We entered the coal mining busines®4i8, the telecommunications business in 1988infoemation services business in 1990
and the alternative energy business in 1991. We hio made investments in several developmeng-stagtures.

In December 1997, our stockholders ratified thasiec of the Board to effect the split-off sepamgtour historical construction business
from the remainder of our operations. As a restuthe split-off, which was completed on March 3298, we no longer own any interest in the
prior construction business. In conjunction witk 8plit-off, we changed our name to “Level 3 Comiunations, Inc.,” and the entity that held
the prior construction business changed its namiBdter Kiewit Sons’, Inc.”

On November 30, 2005, we completed the sale of o)Btructure, LLC subsidiary to Infocrossing, Inct $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 located prignarithe United States.

On September 7, 2006, we completed the sale of 1ffGfe capital stock of our indirect, wholly ownsabsidiary, Software
Spectrum, Inc., to Insight Enterprises, Inc. Inroection with the transaction, we received totakpeals of approximately $351 million in cash.
Prior to the sale, Software Spectrum was a leadiiregt marketer of software and provider of softwhcensing services to corporations. With
the completion of the sale of Software Spectrumewiged the information services business.

Coal Mining

We are engaged in coal mining through our subsidk€P, Inc. (“KCP”). KCP has a 50% interest in tmines, which are operated by a
subsidiary of Peter Kiewit Sons’, Inc. (“PKS”). Dexr Coal Company (“Decker”) is a joint venture witfestern Minerals, Inc., which is a
subsidiary of Rio Tinto Energy America Inc. BlacktB: Coal Company (“Black Butte”) is a joint verguwith Bitter Creek Coal Company, a
subsidiary of Anadarko Petroleum Corporation. Tleekzr mine is located in southeastern Montana lsa@lack Butte mine is in
southwestern Wyoming. The coal mines use the sairfining method.

The coal produced from the KCP mines is sold priln&o electric utilities, which burn coal to prodel steam to generate electricity.
Essentially all of the sales were made under lemgytcontracts. Approximately 37%, 44% and 59% oP¥Jevenue in 2006, 2005 and 2004,
respectively, were derived from long-term contragith Commonwealth Edison Company (with Decker) ahe Detroit Edison Company
(with Decker). KCP has commitments to deliver apprately 12.2 million tons of coal through 2012 endontracts with Commonwealth
Edison and Detroit Edison. KCP also has other sal@smitments, including those with Sierra Pacifigho Power, PacifiCorp, and Minnesota
Power that provide for the delivery of approximgt@l3 million tons through 2009. The level of cdlslvs generated in recent periods by our
coal operations will not continue because the éejivequirements under certain of our current lterga contracts decline significantly. Under
a mine management agreement, KCP pays a subsai®S an annual fee equal to 30% of KCP’s adjusgsetating income. The fee for
2006 was approximately $2 million.
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The coal industry is highly competitive. KCP comgeehot only with other domestic and foreign cog@iers, some of whom are larger
and have greater capital resources than KCP, batvath alternative methods of generating elediriand alternative energy sources. In 2005,
the most recent year for which information is aafalié, KCP’s production represented less than 1%taf U.S. coal production. Demand for
KCP’s coal is affected by economic, political aedulatory factors. For example, recent “clean @ws may stimulate demand for low sulfur
coal. KCP’s western coal reserves generally hdegvasulfur content (less than one percent) anccareently useful principally as fuel for coal-
fired, steam-electric generating units.

KCP'’s sales of its coal, like sales by other westeral producers, typically provide for deliverydastomers at the mine. A significant
portion of the customer’s delivered cost of coaltisibutable to transportation costs. Most of ¢bal sold from KCP’s western mines is
currently shipped by rail to utilities outside Mant and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are serwetio railroads and such competitors’ customersrofienefit from lower transportation
costs because of competition between railroadsdal hauling business. Other western coal produparsicularly those in the Powder River
Basin of Wyoming, have lower stripping ratios (tfgatthe amount of overburden that must be remavedoportion to the amount of minable
coal) than the Black Butte and Decker mines, ofesulting in lower comparative costs of productids.a result, KCP’s production costs per
ton of coal at the Black Butte and Decker minesloaias much as four and five times greater thadymt@on costs of certain competitors.
Because of these cost disadvantages, there issnoaase that KCP will be able to enter into addiidong-term coal purchase contracts for
Black Butte and Decker production. In addition,siae€ost disadvantages may adversely affect KCHigyab compete for sales in the future.

We are required to comply with various federaltestnd local laws and regulations concerning ptate©f the environment. KCB’shari
of land reclamation expenses for the year endeémber 31, 2006 was approximately $3 million. KCsHare of accrued estimated
reclamation costs was $96 million at December 8062 We did not make significant capital expendituior environmental compliance with
respect to the coal business in 2006. We believe@upliance with environmental protection and lagstoration laws will not affect our
competitive position since our competitors in thiaimg industry are similarly affected by such lawwever, failure to comply with
environmental protection and land restoration laavsggctual reclamation costs in excess of our aisygould have an adverse effect on our
business, results of operations, and financial itimmd
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Glossary of Terms

access

access charges

backbone

ATM (asynchronous transfer
mode)

CAP

caching

capacity
carrier

CDN

central office

CLEC

co-carrier

common carrier

Telecommunications services that permit long distacarriers to use
local exchange facilities to originate and/or terate long distance
service.

The fees paid by long distance carriers to LEC®faginating and
terminating long distance calls on the LF local networks

A high-speed network that interconnects smaller, indepgnugtworks. |
is the through- portion of a transmission netwaikppposed to spurs
which branch off the throu¢- portions.

An information transfer standard that is one okaeyal class of packet
technologies that relay traffic by way of an addresntained within the
first five bytes of a standard fifty-three byte ¢ppacket or cell. The ATM
format can be used by many different informatiostemns, including
LANSs, to deliver traffic at varying rates, permitti a mix of data, voice
and video

Competitive Access Provider. A company that progiile customers wit
an alternative to the local exchange company foalltransport of private
line and special access telecommunications sen

A process by which a Web storage device or cacloe#ed between
Web servers (or origin servers) and a user, andheatrequests for
HTML pages and objects such as images, audio, ied vthen saves a
copy for itself. If there is another request fog game object, the cache
will use its copy, instead of asking the originvggrfor it again

The information carrying ability of a telecommurtioas facility.

A provider of communications transmission servigsgdiber, wire or
radio.

Content Distribution Network or CDN describes atsgsof computers
networked together across the Internet that cotpéransparently to
deliver various types of content to end users. délvery process is
optimized generally for either performance or cig¢hen optimizing for
performance, locations that can serve content gutokthe user are
chosen. When optimizing for cost, locations thatlass expensive to
serve from may be chosen inste

Telephone company facility where subscribers’ liaesjoined to
switching equipment for connecting other subsceliereach other,
locally and long distanci

Competitive Local Exchange Carrier. A company tt@ahpetes 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 other’s netamakprovides access
and services on an equal ba

A government-defined group of private companiesgrifiy
telecommunications services or facilities to theegal public on a non-
discriminatory basis
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conduit

DS-3

dark fiber
dedicated line
dialing parity

equal access

facilities based carriel
fiber optics

Gbps

ILEC

Interconnection

InterLATA
Internet
IntraLATA

ISDN

A pipe, usually made of metal, ceramic or plagtiat protects buried
cables.

A data communications circuit capable of transmgttilata at 45 Mbp:
Fiber optic strands that are not connected to tnisson equipmen
Telecommunications lines reserved for use by padiccustomers

The ability of a competing local or toll serviceopider to provide
telecommunications services in such a manner titbmers have the
ability to route automatically, without the useanfy access code, their
telecommunications to the service provider of thetemer’ designation

The basis upon which customers of interexchanggecaiare able to
obtain access to their Primary Interexchange Qatr{f1C) long distance
telephone network by dialing “1”, thus eliminatitige need to dial
additional digits and an authorization code to mbsaich acces:

Carriers that own and operate their own networkegudpment

A technology in which light is used to transpoffoirmation from one
point to another. Fiber optic cables are thin fikents of glass through
which light beams are transmitted over long disésnzarrying enormous
amounts of data. Modulating light on thin stranfiglass produces major
benefits including high bandwidth, relatively lowst, low power
consumption, small space needs and total inseitgitovelectromagnetic
interference

Gigabits per second. A transmission rate. One d@igajnals 1.024 billion
bits of information.

Incumbent Local Exchange Carrier. A company histily providing
local telephone service. Often refers to one ofRbgional Bell Operatin
Companies (RBOCSs). Often referred to as “LEC” (Udeechange
Carrier).

Interconnection of facilities between or amongrileéwvorks of carriers,
including potential physical colocation of one g&rs equipment in the
other carrie’s premises to facilitate such interconnect

Telecommunications services originating in a LAT#dderminating
outside of that LATA

A global collection of interconnected computer natkg which use a
specific communications protoct

Telecommunications services originating and tertimigain the same
LATA.

Integrated Services Digital Network. An informatitsansfer standard for
transmitting digital voice and data over telephtines at speeds up to 1
Kbps.
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ISPs

IXC

Kbps

LATA

leased line

LEC

local exchange

local loop

long distance carriers

Mbps

MPLS

multiplexing

NAP

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

Internet Service Providers. Companies formed teigeaccess to the
Internet to consumers and business customers cad hetworks

Interexchange Carrier. A telecommunications comphay provides
telecommunications services between local exchanges interstate or
intrastate basis

Kilobits per second. A transmission rate. One ktlelquals 1,024 bits of
information.

Local Access and Transport Area. A geographic eosaposed of
contiguous local exchanges, usually but not alweaitisin a single state.
There are approximately 200 LATASs in the Unitedt&se

An amount of telecommunications capacity dedicébeal particular
customer along predetermined rou

Local Exchange Carrier. A telecommunications comnyghat provides
telecommunications services in a geographic are&slinclude both
ILECs and CLECs

A geographic area determined by the appropriate stgulatory authorit
in which calls generally are transmitted without éharges to the calling
or called party

A circuit that connects an end user to the LECre¢wofffice within a
LATA.

Long distance carriers provide services betweeal lexchanges on an
interstate or intrastate basis. A long distanceieramay offer services
over its own or another carr’s facilities.

Megabits per second. A transmission rate. One nieggbals
1.024 million bits of information

MultiProtocol Label Switching. A standards-approvedhnology for
speeding up network traffic flow and making it @b manage. MPLS
involves setting up a specific path for a givenusetge of packets,
identified by a label put in each packet, thussgthe time needed for a
router or switch to look up the address to the mexte to forward the
packet to

An electronic or optical process that combinesgdaumber of lower
speed transmission lines into one high speed lrepbtting the total
available bandwidth into narrower bands (frequedtigision), or by
allotting a common channel to several differentraitting devices, one
at a time in sequence (time divisio

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

A data communications circuit capable of transmgttilata at 155 bp
A data communications circuit capable of transmittilata at 622 Mbp

A data communications circuit capable of transmittilata at
approximately 2.45 Gbp
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peering

POP

private line

PSTN

Public Safety Answering Point

RBOCs

reciprocal compensation

resale

router

selective router

SONET

The commercial practice under which ISPs excharaffid with each
other. Although ISPs are free to make a privaternenaial arrangement,
there are generally two types of peering. Withtdeseent free peering
arrangement the ISPs do not need to pay each fothitre exchange of
traffic. With paid peering, the larger ISP receipeyment from the
smaller ISP to carry the traffic of that smallePI$eering occurs at both
public and private exchange poir

Point of Presence. Telecommunications facility vereecommunications
provider locates network equipment used to conoestomers to its
network backbone

A dedicated telecommunications connection betweehuser locations

Public Switched Telephone Network. That portiormadbcal exchange
company’s network available to all users generaiya shared basis (i.e.,
not dedicated to a particular user). Traffic aldimg public switched
network is generally switched at the local exchacgapany’s central
offices.

An answering location for 911 calls originatingairgiven area. PSAPSs ¢
typically a common bureau used to answer emergeaity and dispatch
safety agencies such as police, fire, emergencycaleetc.

Regional Bell Operating Companies. Originally, #e¥en local telephone
companies established as a result of the AT&T Dittes.

The compensation of a CLEC for termination of alamll by the ILEC
on the CLEC'’s network, which is the same as thepmmsation that the
CLEC pays the ILEC for termination of local calls the ILEC's network

Resale by a provider of telecommunications serfisash as a LEC) of
such services to other providers or carriers oal@sale or a retail bas

Equipment placed between networks that relaystdatzose networks
based upon a destination address contained iratiaepackets being
routed.

Telephone switch or functional equivalent, con&dlby the relevant loc
exchange carrier (LEC), which determines the PSARHich a 911 call
should be delivered based on the location of tHec@ller.

Synchronous Optical Network. An electronics andvoek architecture
for variable bandwidth products which enables tnginsion of voice, data
and video (multimedia) at very high speeds. SONEg architecture
provides for virtually instantaneous restoratiorsefvice in the event of a
fiber cut or equipment failure by automaticallyaeting traffic in the
opposite direction around the rir
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special access services

streaming

switch

Tbps
T-1
unbundled

unbundled access

VolP
VPC

web site
wireless
world wide web or web

xDSL

The lease of private, dedicated telecommunicatioes or “circuits”

along the network of a local exchange company©AR, which lines or
circuits run to or from the long distance carri€@fs. Examples of special
access services are telecommunications lines rgrimétween POPs of a
single long distance carrier, from one long distacarrier POP to the
POP of another long distance carrier or from anwss to a long
distance carrier POI

Streaming is the delivery of media, such as moaieklive presentations,
over a network in real time. A computer (a streapsarver) sends the
media to another computer (a client computer), Wipiays the media as
it is delivered

A device that selects the paths or circuits to $edufor transmission of
information and establishes a connection. Switclgrthe process of
interconnecting circuits to form a transmissiorhgag¢tween users and it
also captures information for billing purpos

Terabits per second. A transmission rate. One itezghals 1.024 trillion
bits of information.

A data communications circuit capable of transmgitilata at
1.544 Mbps

Services, programs, software and training soldrseglg from the
hardware

Access to unbundled elements of a telecommunicatenvices
provider’s network including network facilities, @igment, features,
functions and capabilities, at any technically fielespoint within such
network.

Voice over Internet Protoc:

VolIP Paositioning Center. An entity that maintaimseand user location
database and manages the technology including dpggsyand routing
number pools used to deliver 911 calls to the cbPSAP for emergency
handling.

A server connected to the Internet from which Imé¢users can obtain
information.

A communications system that operates without wigsdlular service is
an example

A collection of computer systems supporting a comitetions protocol
that permits multimedia presentation of informatawer the Interne

A term referring to a variety of new Digital Subibar Line technologies.
Some of these new varieties are asymmetric witflerdiht data rates in tl
downstream and upstream directions. Others are sgriemDownstream
speeds range from 384 Kbps “SDSL") to 1.5 to 8 Mbps“ADSL").
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Directors and Executive Officers

Set forth below is information as of February 2802, about our directors and our executive officénsr executive officers have been

determined in accordance with the rules of the SEC.

Name Age
Walter Scott, Jr.(1 75

James Q. Crowe(’ 57
Kevin J. C Hara 46
Charles C. Miller, IlI 54
Thomas C. Stort 55
Sunit S. Pate 45
Sureel A. Choksi 34

Brady Rafuse 43
Eric J. Mortensel 48
Admiral James O. Ellis, Jr.( 59
Richard R. Jaros(: 55
Robert E. Julian(2 67
Arun Netravali(3) 60
John T. Reed(2)(« 63
Michael B. Yanney(1)(3)(4 73
Dr. Albert C. Yates(2 65

(1) Member of Executive Committee
(2) Member of Audit Committee
(3) Member of Compensation Committee

Position

Chairman of the Boar

Chief Executive Officer and Direct

President and Chief Operating Offic

Vice Chairman and Executive Vice Presid

Executive Vice President, Chief Legal Officer aretf@tary

Group Vice President and Chief Financial Offi

President Wholesale Markets Group of Level 3 Cominaiions,
LLC

President Content Markets Group of Level 3 Commatioos, LLC
and President and CEO of Europe Operat

Senior Vice President and Control

Director

Director

Director

Director

Director

Director

Director

(4) Member of Nominating and Governance Committee

Other Management

Set forth below is information as of February 2802, about the following members of senior managegrokLevel 3 Communications,

LLC, except as otherwise noted.

Name Age
Raouf F. Abdel 39
John Neil Hobb: 47
Lynn E. Refel 47
John F. Waters, J 42
Donald H. Gips 47
Kevin T. Hart 40

Joseph M. Howell, I 60

Position
President Business Markets Grc
President Global Network Servic
President Metro Network Servic
Executive Vice President, Chief Technology Offi
Group Vice Presider
Group Vice President, Chief Information Offic
Group Vice Presider

Walter Scott, Jr. has been the Chairman of the Bofthe Company since September 1979, and a dire€the Company since
April 1964. Mr. Scott has been Chairman EmerituBefer Kiewit Sons’, Inc. (“PKS”) since the spli-on 1998. Mr. Scott is also a director of
PKS, Berkshire Hathaway Inc., MidAmerican Energyldittgs Company, and Valmont Industries, Inc. andi€han of the Board of
Commonwealth Telephone Enterprises, Inc. (“Commattiel elephone”). Mr. Scott is also the Chairmanhaf Executive Committee of the

Board of Directors.
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James Q. Crowe has been the Chief Executive Offitlre Company since August 1997, and a diredttheCompany since June 1993.
Mr. Crowe was also President of the Company umiirbary 2000. Mr. Crowe was President and Chietktee Officer of MFS
Communications Company, Inc. (“MFS”) from June 1983une 1997. Mr. Crowe also served as ChairmaneoBoard of WorldCom from
January 1997 until July 1997, and as ChairmaneBtbard of MFS from 1992 through 1996. Mr. Crowerissently a director of
Commonwealth Telephone. Mr. Crowe is also a merobtirte Executive Committee.

Kevin J. O’'Hara has been President of the Compamgesiuly 2000 and Chief Operating Officer of then@pany since March 1998.
Mr. O’Hara was also Executive Vice President of @@mpany from August 1997 until July 2000. Priottiat, Mr. O’'Hara served as President
and Chief Executive Officer of MFS Global Networ&r8ices, Inc. from 1995 to 1997, and as Senior Wrssident of MFS and President of
MFS Development, Inc. from October 1992 to Augi#93. From 1990 to 1992, he was a Vice Presidenfs$ Telecom, Inc. (“MFS
Telecom”).

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

Thomas C. Stortz has been Executive Vice Presid@dnef Legal Officer and Secretary since Febru@94 Prior to that, Mr. Stortz was
Group Vice President, General Counsel and Secrefahe Company from February 2000 to February 280r to that, Mr. Stortz served as
Senior Vice President, General Counsel and Segrefahe Company from September 1998 to Februa®0@0. Prior to that, he served as
Vice President and General Counsel of Peter Ki8wits’,Inc. and Kiewit Construction Group, Inc. from Apti®91 to September 1998. He
served as a director of Peter Kiewit Sons’, Inc.

Sunit S. Patel has been Chief Financial OfficecesiMay 2003 and a Group Vice President of the Camppgace March 13, 2003. Prior to
that, Mr. Patel was Chief Financial Officer of Laog Glass Networks, Inc., a provider of metropalifdoer optic networks, from April 2000
until March 2003. Mr. Patel was Treasurer of WoddCInc. and MCIWorldcom Inc., each long distandepikone services providers from
1997 to March 2000. From 1994 to 1997, Mr. Pated Waeasurer of MFS Communications Company Incorapetitive local exchange carri

Sureel A. Choksi has been President Wholesale Naf&kup since August 2006. Prior to that, Mr. Gliakas Executive Vice President
of Switched Services from January 2006 to Augu862®srior to this role, Mr. Choksi was Executive¥iPresident of Services from
November 2004 to January 2006, responsible forldpireg and managing Leve’s communications services. Prior to that, Mr. Céiokas
Executive Vice President Softswitch Services franuary 2004 and Group Vice President Transport@nastructure from May 2003 until
January 2004. Mr. Choksi was a Group Vice PresidadtChief Financial Officer of the Company fronlyJ2000 to May 2003. Prior to that,
Mr. Choksi was Group Vice President Corporate Dewelent and Treasurer of the Company from Febru@®® 2intil August 2000. Prior to
that, Mr. Choksi served as Vice President and Treaf the Company from January 1999 to Februa®0@0. Prior to that, Mr. Choksi was a
Director of Finance at the Company from 1997 to8 3t Associate at TeleSoft Management, LLC in 188 an Analyst at Gleacher &
Company from 1995 to 1997.

Brady Rafuse has been President Content Marketsp&ioce August 2006 and President and CEO of auwg®an operations since
January 2006. Prior to this role, Mr. Rafuse wasuprVice President and President of our Europeanatipns from August 2001 to
January 2006 and Senior Vice President of Eurofades and Marketing from December 2000 to AuguBi.28rior to that, Mr. Rafuse serv
as Head of Commercial Operations for Concert, it jognture between AT&T and British Telecom, from
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September 1999 to December 2000, and in a varfgigsitions with British Telecom from 1987 until Bember 2000. His last position was as
General Manager, Global Energy Sector which he field August 1998 to September 1999 and prior &b tie was Deputy General Manager,
Banking Sector from April 1997 to August 1998.

Eric J. Mortensen has been Senior Vice PresidehtCamtroller of the Company since 2003. Prior tattiMr. Mortensen was Vice
President and Controller of the Company from 1992103 and was the Controller of the Company fr@®71to 1999. Prior to that,
Mr. Mortensen was Controller and Assistant Congrodif Kiewit Diversified Group for more than fivegrs.

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

Richard R. Jaros has been a director of the Comgiaiceg June 1993 and served as President of thg&@ugnirom 1996 to 1997. Mr. Jal
served as Executive Vice President of the Compeom f1993 to 1996 and Chief Financial Officer of @@mpany from 1995 to 1996. He also
served as President and Chief Operating Offic&@aEnergy from 1992 to 1993, and is presently aadar of Commonwealth Telephone.

Mr. Jaros is a member of the Compensation Committee

Robert E. Julian has been a director of the Compame March 1998. From 1992 to 1995 Mr. Juliavegras Executive Vice President
and Chief Financial Officer of the Company. Mr.idalis the Chairman of the Audit Committee.

Arun Netravali has been a director of the CompangesApril 2003. Prior to that, Mr. Netravali wai€f Scientist for Lucent
Technologies, working with academic and investnoammunities to identify and implement important nestworking technologies from
January 2002 to April 2003. Prior to that positibir, Netravali was President of Bell Labs as wslLaicent’s Chief Technology Officer and
Chief Network Architect from June 1999 to Januad®2. Bell Labs serves as the research and develdmmganization for Lucent
Technologies. Mr. Netravali is a director of Ag&ystems Inc. Mr. Netravali is a member of the Comspdon Committee.

John T. Reed has been a director of the Compawg 8ffarch 2003. Mr. Reed is also a Director of ahdi@nan of the Audit Committee
of First National Bank of Omaha. Mr. Reed is ald@miman of the Board of Alegent Health, a healtte system headquartered in Omaha,
Nebraska and a member of the Board and Chairm#dredkudit Committee of Father Flana’s Boys’ Home located in Boys Town, Nebras
Mr. Reed was Chairman of HMG Properties, the retdte investment banking joint venture of McCa@rpup, Inc. from 2000 until
February 2005. Prior to that, he was Chairman o€ktthy & Co., the investment banking affiliate oE®arthy Group. Prior to joining
McCarthy Group in 1997, Mr. Reed spent 32 yearb wWithur Andersen LLP. Mr. Reed is the Chairmanhaf Nominating and Governance
Committee and a member of the Audit Committee.

Michael B. Yanney has been a director of the Comsamce March 1998. He has served as ChairmaredBttard of The Burlington
Capital Group, LLC (formerly known as America Fi&dmpanies L.L.C.)
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for more than the last five years. Mr. Yanney asosed as President and Chief Executive Officdrhef Burlington Capital Group, LLC.
Mr. Yanney is the Chairman of the Compensation Cdtemand a member of the Executive Committee hadMominating and Governance
Committee.

Dr. Albert C. Yates has been a director of the Camypsince March 2005. Dr. Yates retired after 12 yas president of Colorado State
University in Fort Collins, Colorado in June 2068 was also a chancellor of the Colorado State &fmity System until October 2003, and
former member of the board of the Federal ResepsgdBof Kansas City-Denver Branch and the boawirettors of First Interstate Bank and
Molson Coors Brewing Company. He currently sengea director of Centennial Bank Holdings, Inc. &tdrTek, Inc. Dr. Yates is a member
of the Audit Committee.

Raouf F. Abdel has been President Business Maéketgp since February 2007. Prior to that, Mr. Abdat Group Vice President of
Integration and Development Services from March&2@0February 2007. Prior to those roles, Mr. Abdat Senior Vice President of
Integration and Development Services from Noven2885 to March 2006, responsible for managing L&&integration and systems and
process development. Prior to that, Mr. Abdel wesi& Vice President of Product Development frorpt&mber 2003 to November 2005,
responsible for developing and managing Level 3lpcdodevelopment activities. Prior to that, Mr. Abdias Senior Vice President of M&A
Integration from March 2002 to September 2003, sasible for managing the execution of Level 3'egration activities. From July 2000
until March 2002, Mr. Abdel was Senior Vice Presitlef Network Deployment, and from September 1988 duly 2000, Mr. Abdel was Vit
President of Colocation Services. Mr. Abdel joinedel 3 in February 1998 as Senior Director of Gargion.

John Neil Hobbs has been President Global Netwerki&s since August 2006. Prior to that, Mr. HobMas Executive Vice President
Sales and Marketing from January 2006 to Augus62B@ior to that, Mr. Hobbs was Group Vice Presidglobal Sales from September 2000
to January 2006. Prior to that, Mr. Hobbs was Bt Global Accounts for Concert, a joint ventbetween AT&T and British Telecom from
July 1999 until September 2000. Prior to that, Mobbs was Director Transition and Implementationtiie formation of Concert representing
British Telecom from June 1998 until July 1999.frdpril 1997 until June 1998, Mr. Hobbs was BritiBelecom’s General Manager for
Global Sales & Service and from April 1994 untiltRd997, Mr. Hobbs was British Telecom’s Generadger for Corporate Clients.

Lynn E. Refer has been President Metro Network iSeswsince August 2006. Prior to that, Mr. RefesWdief Executive Officer of
Looking Glass Networks, Inc., a provider of metriifao optical networking services, from April 206® August 2006. Prior to Looking Glass
Networks, Mr. Refer was Senior Vice President ofidegk Planning and Engineering at MCIWorldCom fréworil 1999 to March 2000. Froi
April 1997 until March 1999, Mr. Refer was Vice Bigent and then Senior Vice President of Planriyelopment and Business Analysis at
WorldCom and MCIWorldCom. Mr. Refer also held Vigeesident and Senior Vice President positions &b i@Bmmunications from 1993 to
1996.

John F. Waters, Jr. has been Executive Vice Presi@aief Technology Officer since January 200400 that, Mr. Waters was Group
Vice President and Chief Technology Officer of @@mpany from February 2000 to January 2004. Poidhat, Mr. Waters was Vice
President, Engineering of the Company from Novenil8&7 until February 1, 2000. Prior to that, Mr.t&fa was an executive staff membe
MCI Communications from 1994 to November 1997.

Donald H. Gips has been Group Vice President CatpdBtrategy since January 2001. Prior to that@iyss was Group Vice President,
Sales and Marketing of the Company from FebruaB02@rior to that, Mr. Gips served as Senior VicesRlent, Corporate Development from
November 1998 to February 2000. Prior to that, ®ips served in the White House as Chief DomesticyPAdvisor to Vice President Gol
from April 1997 to April 1998. Before working atéiWhite House, Mr. Gips was at the Federal Comnatigics Commission as the
International Bureau Chief and Director of Strateqgi
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Policy from January 1994 to April 1997. Prior t@ lgovernment service, Mr. Gips was a managemesuttamt at McKinsey and Company.

Kevin T. Hart has been Group Vice President Gl&atems Development and Chief Information Offidgace January 2005. Prior to
that, Mr. Hart was Vice President of Telecommunarst, Media & Entertainment at Capgemini (formelpnst & Young), a management
consulting firms in Dallas, Texas, for over nines@ In that role, he was responsible for the dvgrawth and direction of the organization’s
Communications Operations Support Systems, BilBoginess Support Systems and the Network Manage8ystéms service offerings and
delivery. Prior to joining Capgemini’'s managememnsulting practice, he held the positions of Dioectf Strategic Planning at International
Paper and Manager of Operations at SBC Communitatio

Joseph M. Howell, Ill has been Group Vice Presidemtporate Marketing since February 2000. Prigh&t, Mr. Howell served as Senior
Vice President, Corporate Marketing from Octobe9 7.8 February 1, 2000. Prior to that, Mr. Howe#lsna Senior Vice President of
MFES/WorldCom from 1993 to 1997.

Until the Annual Meeting of Stockholders in 2008 Board will be divided into three classes, desigd Class |, Class Il and Class |ll.
our 2007 Annual Meeting of Stockholders, the tefroftice of the following directors will expire: Wier Scott, Jr., James Q. Crowe, Robert E.
Julian, Arun Netravali, John T. Reed and MichaeYBnney. The term of office of the following indirals will expire at our 2008 Annual
Meeting of Stockholders: Admiral James O. Ellis, Richard R. Jaros and Dr. Albert C. Yates. Atreagnual meeting of stockholders,
successors to the class of directors whose teriinesxgt that annual meeting will be elected fona-gear term. Our officers are elected
annually to serve until each successor is eleatddjaalified or until his or her death, resignat@mremoval.

We believe that the members of the Audit Commiteeindependent within the meaning of the listitagndards of The NASDAQ Stock
Market, LLC. The Board has determined that Mr. RoEe Julian, Chairman of the Audit Committee, dfies as a “financial expert” as
defined by the Securities and Exchange Commis3iba.Board considered Mr. Julian’s credentials amanfcial background and found that he
was qualified to serve as the “financial expert.”

Code of Ethics

We have adopted a code of ethics that compliestiélstandards mandated by the Sarbanes-OxleyfR02. The complete code of
ethics is available on our websitevatiw.level3.com At any time that the code of ethics is not avddzon our website, we will provide a copy
upon written request made to Investor Relationgel.8 Communications, Inc., 1025 Eldorado Blvd.o@&nfield, Colorado 80021. We caution
you that any information that is included in ourbsige is not part of this -K. If we amend the code of ethics, or grant anwerafrom a
provision of the code of ethics that applies to exgcutive officers or directors, we will publiajsclose such amendment or waiver as reqt
by applicable law, including by posting such ameadtor waiver on our website &tvw.level3.conor by filing a Form 8K with the Securitie
and Exchange Commission or SEC.

SEC Filings

Our Form 10-K, along with all other reports and adraents filed with or furnished to the SEC are miyphvailable free of charge on the
investor relations section of our website as sareasonably practicable after we file such mdteviéth, or furnish them to, the SEC. We
caution you that the information on our websitads part of this or any other report we file witn,furnishes to, the SEC.
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Section 16(a—Beneficial Ownership Reporting Compliance

To our knowledge, no person that was a directacetive officer or beneficial owner of more thar#d 6f the outstanding shares of our
common stock failed to timely file all reports rémepal under Section 16(a) of the Securities Exchakgenf 1934.

Employees

As of December 31, 2006, and after giving effedh®wacquisition of Broadwing, we had approximaf&K00 total employees. We belie
that our success depends in large part on outyatiliattract and retain substantial numbers ofifieé employees.

Item 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time to time makenor may have made certain forwéwdking statements, whether orally or in writi
including without limitation statements made ob®made in this Form 10-K, our Quarterly Report$orm 10-Q, information contained in
other filings with the Securities and Exchange Cassion, press releases and other public documestsitgments. In addition, our
representatives, from time to time, participatspeeches and calls with market analysts, confesanith investors or potential investors in our
securities and other meetings and conferences. $bthe information presented at these speech#s, geeetings and conferences may inc
forward-looking statements. We use words like “etpg “anticipates” or “believes” to identify forwa-looking statements.

We wish to ensure that all forward-looking statetaeare accompanied by meaningful cautionary statésneo as to ensure to the fullest
extent possible the protections of the safe hagbtablished in the Private Securities LitigatiofidRm Act of 1995. Accordingly, all forward-
looking statements are qualified in their entireyyreference to, and are accompanied by, the faligwiscussion of certain important factors
that could cause actual results to differ matsrifsthm those projected in such forward-looking staénts. We caution the reader that this list of
important factors may not be exhaustive. We opénaterapidly changing business, and new risk factonerge from time to time. We cannot
predict every risk factor, nor can we assess thgaot if any, of all such risk factors on our besis or the extent to which any factor, or
combination of factors, may cause actual resultiffer materially from those projected in any f@md-looking statements. Accordingly,
forward-looking statements should not be reliedrugs a prediction of actual results. Further, weentake no obligation to update forward-
looking statements after the date they are madentorm the statements to actual results or chaimgasr expectations.

Risks Related to Our Businesses

Communications Group

Our financial condition and growth depends upon thesuccessful integration of our acquired businesséd/e may not be able to
efficiently and effectively integrate recently acqired operations, and thus may not fully realize theanticipated benefits from such
acquisitions.

Level 3 and Broadwing entered into the Broadwinggaewith the expectation that our acquisition ed& wing will result in benefits to
each company. Achieving the anticipated benefithefBroadwing merger will depend in part upon vaeetwe can integrate our businesses in
an efficient and effective manner.

In addition, since December 2005, we have acquédiel Communications Group, LLC, Progress TelecainC, ICG Communication:
Inc., TelCove, Inc., Looking Glass Networks Holdigg., Inc. and

38




the CDN services business of SAVVIS and from timérhe we may acquire additional businesses inrdlezwe with our business strategy.
The integration of our acquired businesses andanye businesses that we may acquire involvesnabeu of risks, including, but not limited
to:

« demands on management related to the significaréase in size after the acquisition;

« the disruption of ongoing business and the divarsiomanagement’s attention from the managemedaidf operations to the
integration of operations;

« loss of key personnel of the recently acquired ajans;

 loss of customers post-integration;

« higher integration costs than anticipated,;

« failure to fully achieve expected synergies and<eavings;

« difficulties in the assimilation and retention efhly qualified, experienced employees;

* resistance to the assimilation of different cultuagd practices, and complexity in the assimilatibpersonnel and operations which
are broadly geographically dispersed; and

« unanticipated impediments in the integration ofatépents, systems, including accounting systembntdogies, books and records
and procedures, as well as in maintaining unifatandards, controls, including internal control ofieancial reporting required by the
Sarbanes-Oxley Act of 2002, procedures and policies

If we cannot efficiently and effectively integratequired businesses or operations, we would bby likeexperience material negative
consequences to our business, financial conditioesults of operations. Successful integratiothe§e acquired businesses or operations will
depend on our ability to manage these operatieadize opportunities for revenue growth presentedtiengthened service offerings and
expanded geographic market coverage and, to sogrealdo eliminate redundant and excess costdlyoréalize the expected synergies.
Because of difficulties in combining geographicaligtant operations, we may not be able to achieedinancial strength and growth we
anticipate from the acquisitions.

We cannot be certain that we will realize our apéited benefits from our recent acquisitions, at the will be able to efficiently and
effectively integrate the recently acquired operaias planned. If we fail to integrate the regeadiquired operations efficiently or fail to
realize the benefits we anticipate, it could haveaterial adverse effect on our business, finarziatlition, results of operations and future
prospects.

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

We must continue to increase the volume of Intemfetia, voice and video transmissions on our conications network at acceptable
prices in order to realize our targets for antitdgesales and revenue growth, cash flow, operafiiiciencies and the cost benefits of our
network. If we do not maintain or improve our cuntreslationship with existing customers and develepr large volume and enterprise
customers, we may not be able to substantiallyesme traffic on our network, which would adversafgct our ability to become profitable.

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

If technology that is necessary for us to provide services was determined by a court to infringatent held by another entity that is
unwilling to grant us a license on terms acceptébigs, we could be precluded by court order framg such technology and would likely be
required to pay a significant
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monetary damages award to the patent-holder. T¢eessful enforcement of such patents, or our iitphd negotiate a license for any such
technology on acceptable terms, could force ug&se using the technology and offering servicesrpurating the technology. In the event
that a claim of infringement was brought againsbased on the use or sale of our technology onagany of our customers based on their use
of our technology for which we would be obligatedridemnify, we could be subject to litigation tetermine whether such use or sale of the
relevant technology is, in fact, infringing. Thisdation would be expensive and distracting, re¢gss of the outcome of the suit.

While our own extensive patent portfolio may dettirer telecommunications providers from bringinghsactions, patent infringement
claims are increasingly being asserted by pateldifgpcompanies, whose sole business model isftr@npatents against operators, such as
Level 3, for monetary gain. Because such patemtihglcompanies do not provide services or use tdolyy, the assertion of our own patents
by way of counter-claim would be largely ineffe&iwwe have already been the subject of time-cormsyand expensive patent litigation
brought by certain patent holding companies andavereasonably expect that we will face furtheintgain the future.

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 continugetcelop effective business support systems. Thasc@mplicated undertaking requiring
significant resources and expertise and suppam fiord-party vendors. Business support systemsaeeed for:

« implementing customer orders for services;
* provisioning, installing and delivering these sees; and
« monthly billing for these services.

Because our business provides for continued rapith in the number of customers that we servethad/olume of services offered,
there is a need to continue to develop our busisggort systems on a schedule sufficient to mexgtgsed service rollout dates. The failure to
continue to develop effective business supporesystcould materially adversely affect our abildyirhplement our business plans and meet
our financial goals and objectives.

Our revenue is concentrated in a limited number otustomers.

A significant portion of our communications revensi€oncentrated among a limited number of custerntesr the year ended
December 31, 2006, our top ten customers represaptaoximately 54% of our consolidated total rexerRevenue from our largest
customer, AT&T Inc. and its subsidiaries, includBBC Communications, BellSouth and Cingular, (assgrthose subsidiaries were wholly
owned by AT&T for all of 2006), represented approately 32.4% of our consolidated total revenue2fa®6. The next largest customer
accounted for approximately 6.6% of our consolidateal revenue and most of the remaining top tesianers each account for 2% or less of
our consolidated total revenue. If we lost one orerof these major customers, or if one or moreomajstomers significantly decreased or:
for our services, our business would be materetigt adversely affected.

In connection with the acquisition of WilTel in Derober 2005, we acquired a large customer contetetden WilTel and SBC
Communications, a subsidiary of AT&T. We expect ti@ revenue generated under this contract wiltinae to decline over time as SBC
Communications migrates its traffic from our netlwtw the merged SBC and AT&T Communications netwbet SBC Communications
acquired from the former AT&T.
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We may lose customers if we experience system faig that significantly disrupt the availability and quality of the services that we
provide.

Our operations depend on our ability to avoid aritityate any interruptions in service or reducedatdty for customers. Interruptions in
service or performance problems, for whatever neasould undermine confidence in our services ane us to lose customers or make it
more difficult to attract new ones. In additionchase many of our services are critical to thertmssies of many of our customers, any
significant interruption in service could resultlast profits or other loss to customers. Althowgdhattempt to disclaim liability in our service
agreements, a court might not enforce a limitatiodiability, which could expose us to financias$o In addition, we often provide our
customers with guaranteed service level commitméitge are unable to meet these guaranteed sdexeécommitments as a result of
service interruptions, we may be obligated to pewiredits, generally in the form of free servioed short period of time, to our customers,
which could negatively affect our operating results

The failure of any equipment or facility on ourwetk, including the network operations control ardnd network data storage locatic
could result in the interruption of customer seevimtil necessary repairs are effected or replaneeguipment is installed. Network failures,
delays and errors could also result from natursdsters, terrorist acts, power losses, securigchies and computer viruses. These failures,
faults or errors could cause delays, service infgions, expose us to customer liability or reqeixpensive modifications that could
significantly hurt our business.

There is no guarantee that we will be successful tombining our existing service offering with our ecently acquired content
distribution services.

As we believe that one of the largest sourcestoféuincremental demand for our communicationsiseswvill be derived from custome
that are seeking to distribute their feature riohtent or video over the Internet, we purchasecatiment distribution network or CDN assett
SAVVIS, Inc. in January 2007. As a result of thigjaisition, we now need to combine this CDN sendffering with our existing
communications services—including high speed Irteatcess, transport and colocation services—ige@ single source, end-to-end
content distribution solution. Although we havedshigh speed Internet access, transport and cadocservices since the late 1990's, we have
only been selling our CDN services since the cotigieof the acquisition of the SAVVIS assets inuarry 2007. As a result, there are many
difficulties that we may encounter, including cumtr acceptance, intellectual property matters,neldgical issues, developmental constraints
and other problems that we may not anticipate. @eno guarantee that we will be successful iregeting significant revenues from our Cl
service offering.

Rapid technological changes can lead to further copetition.

The communications industry is subject to rapid sigdificant changes in technology. In additiorg thtroduction of new services or
technologies, as well as the further developmemeiadting services and technologies may reducedkeor increase the supply of certain
services similar to those that we provide. As altesur most significant competitors in the futunay be new entrants to the communications
industry. These new entrants may not be burdenexhligstalled base of outdated equipment. Our éusuccess depends, in part, on our at
to anticipate and adapt in a timely manner to tetidgical changes. Technological changes and thétirag competition could have a material
adverse effect on our business.
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Failure to complete development, testing and introdction of new services, including VolP services, ot affect our ability to compete in
the industry.

We continuously develop, test and introduce newroanications services that are delivered over ouranications network. These n
services are intended to allow us to address ngmeets of the communications marketplace and tgetenfor additional customers. In
certain instances, the introduction of new servieggiires the successful development of new tecigyolTo the extent that upgrades of
existing technology are required for the introdoietof new services, the success of these upgradedendependent on the conclusion of
contract negotiations with vendors and vendors imgéheir obligations in a timely manner. In addlitj new service offerings may not be
widely accepted by our customers. If our new seraifferings are not widely accepted by our cust@nee may terminate those service
offerings and be required to impair any assetsforiation technology used to develop or offer ehssrvices. If we are not able to
successfully complete the development and intradnaif new services in a timely manner, our businesuld be materially adversely affect

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

The development of our communications businessimedjuand may continue to require, significant exgitures. These expenditures
could result in substantial negative cash flow froperating activities and substantial net losseshf® near future. For the fiscal years ended
December 31, 2006 and December 31, 2005, we irtlosses from continuing operations of approxima$g190 million and $707 million,
respectively. We expect to continue to experienseds, and may not be able to achieve or sustanatipg profitability in the future.
Continued operating losses could limit our abil@yobtain the cash needed to expand our networkenmterest and principal payments on our
debt or fund other business needs.

We will need to continue to expand and adapt otwaokk in order to remain competitive, which may ueg significant additional
funding. During 2005, we deployed a new generaiooptical transmission equipment. Additional exgian and adaptations of our
communications network’s electronic and softwamaponents will be necessary in order to respond to:

e growing number of customers;

» the development and launching of new services;

* increased demands by customers to transmit largeuats of data,;
¢ changes in customers’ service requirements;

« technological advances by competitors; and

e governmental regulations.

Future expansion or adaptation of our network midjuire substantial additional financial, operagicend managerial resources, which
may not be available at the time. If we are unablexpand or adapt our network to respond to tdeselopments on a timely basis and at a
commercially reasonable cost, our business withiagerially adversely affected.
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The prices we are able to charge for certain of oucommunications services have been decreasing iretpast and may decrease owvt
time resulting in lost revenue for which we may beinable to compensate.

Over the past few years, the prices that we arestabtharge for certain of our communications sswvihave been decreasing. These
decreases resulted from downward market pressdretaer factors including:

¢ increased transmission capacity by our compet#ndsus on our respective existing and new networks;

e our customer agreements containing volume basethgror other contractually agreed upon decreaspsiées during the term of the
agreement; and

» technological advances or otherwise.

As our prices for communications services decréasehatever reason, if we are unable to increesféic volume through additional
services from which we can derive additional rexeauif we are unable to reduce our operating exggnour operating results will decline.

Excluding the effects of acquisitions, we also oo to expect managed modem related revenue tnaerto decline primarily due to:
e an increase in the number of subscribers migratifyoadband services;
¢ continued pricing pressures; and

¢ declining customer obligations under existing cactwal arrangements.
We may be liable for the material that content provders distribute over our network.

The law relating to the liability of private netvkooperators for information carried on or dissertedahrough their networks is still
unsettled. We may become subject to legal claitasing to the content disseminated on our netwbdt.example, lawsuits may be brought
against us claiming that material on our networkadrich one of our customers relied was inaccui@kaims could also involve matters such as
defamation, invasion of privacy and copyright infflement. In addition, there are other issues ss@nkne gambling where the legal issues
remain unclear. Content providers operating privetisvorks have been sued in the past, sometimegssfally, based on the content of
material. If we need to take costly measures tagedur exposure to these risks, or are requireléfiend ourselves against such claims, our
financial results could be negatively affected.

Because our VoIP services are relatively new senrés there is no guarantee that these services willig broad market acceptance.

Although we have sold Softswitch based servicesesihe late 1990’s, we have only been selling auic® over Internet Protocol (or
VolIP) services for a limited period of time. Asesult, there are many difficulties that we may emter, including regulatory hurdles,
technological issues, intellectual property maftdevelopmental constraints and other problemswieatay not anticipate. To date, our
revenue from the sale of VoIP services has not bagrificant relative to our total consolidatedeaues and there is no guarantee that we will
be successful in generating significant VolP rewsnu
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The success of our subscriber based VolP servicasdependent on the growth and public acceptance WbIP telephony in general.

The success of our subscriber based VolP sendagsgendent upon future demand for VoIP telephenyices in general in the
marketplace. In order for the IP telephony marketdntinue to grow, several things need to ocawtuding the following:

» Telephone and cable service providers must contimirevest in the deployment of high speed broadbeatworks to residential and
commercial customers.

* VolIP networks must continue to improve quality efdce for real-time communications, managing efeich as packet jitter, packet
loss and unreliable bandwidth, so that toll-quadigyvice can be provided.

» VolP telephony equipment and services must achaesieilar level of reliability that users of thelpic switched telephone network
have come to expect from their telephone servicduding emergency calling features and capatslitie

* VolIP telephony service providers must offer cost Beature benefits to their customers that aréaefft to cause the customers to
switch away from traditional telephony service pdavs.

If any or all of these factors fail to occur, ouol¥? services business may not continue or growkpsated.

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

We use network resources owned by other compamigsoftions of our network both in the United Ssaé@d in Europe. We obtain the
right to use such network portions, including btetlecommunications capacity and rights to use @lbgk, through operating leases and IRU
agreements in which we pay for the right to usénsather companies’ fiber assets and through agreenmewhich we exchange the use of
portions of our network for the use of portionssath other companies’ networks. In several of ttramgeements, the counter party is
responsible for network maintenance and repa&.dbunter party to a lease, IRU or an exchangemsufinancial distress or bankruptcy, we
may not be able to enforce our rights to use setWark assets or, even if we could continue tosussn network assets, we could incur
material expenses related to maintenance and ré&aicould also incur material expenses if we weggiired to locate alternative network
assets. We may not be successful in obtaining nedde alternative network assets if needed. Faftuobtain usage of alternative network
assets, if necessary, could have a material adirapseet on our ability to carry on business operadi In addition, some of our agreements
other providers require the payment of amountséovices whether or not those services are used.

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

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

We believe that our future success will depencige part on our ability to attract and retain higgkilled, knowledgeable, sophisticated
and qualified managerial, professional and tectmiessonnel. We

44




have experienced significant competition in atiracand retaining personnel who possess the skidlswe are seeking. As a result of this
significant competition, we may experience a sly@taf qualified personnel.

Our businesses are managed by a small number afXesptive officers, particularly James Q. Crowkie€Executive Officer, Kevin J.
O’Hara, President and Chief Operating Officer améi@s C. Miller, 111, Vice Chairman and ExecutiV&e President. The loss of any of these
key executive officers could have a material adveféect on our business.

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

If we are unable, on acceptable terms and on dytib@sis, to obtain and maintain the franchisesnits and rights-of-way needed to
expand and operate our network, our business dmutdaterially adversely affected. In addition, ¢hecellation or non-renewal of the
franchises, permits or rights-of-way that are ai#dicould materially adversely affect our busin€ss. communications operating subsidiaries
are defendants in several lawsuits that, among titiegs, challenge the subsidiaries’ use of rigiftsvay. The plaintiffs have sought to have
these lawsuits certified as class actions. Ikislji that additional suits challenging use of dghts-of-way will occur and that those plaintiffs
also will seek class certification. The outcoméhi$ litigation may increase our costs and advgrafect our operating results.

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

Our business is dependent on third-party supplaeriber, computers, software, optronics, transiais electronics and related
components that are integrated into our networ&nif of these relationships is terminated or a beipfails to provide reliable services or
equipment and we are unable to reach suitablenalige arrangements quickly, we may experienceifidgnt additional costs. If that happens,
our business could be materially adversely affected

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

Additional network capacity available from our coetipors may cause significant decreases in thegffiar the services that we offer.
Prices may also decline due to capacity increassdting from technological advances and stratagguisitions. Increased competition has
already led to a decline in rates charged for vari@lecommunications services.

Recent acquisitions by AT&T and Verizon will createa tendency for the ILEC acquirer to favor their wholly owned or fully integrated
interexchange carrier.

We acquire a significant portion of our access,dtenection between our owned network and the met@remises, from ILECs. With
the recent ILEC acquisitions of major interexhanggiers, the ILECs now compete directly with ousimess and may have a tendency to
favor themselves and their affiliates to our deénirt It is not yet clear what effect, if any, willsult from the constraints agreed to by the IL
to protect independent interexchange carriers ag#iis discrimination in the procurement of thétlemeck local access circuits. The ILECs
favoring themselves in access could have a matadizdrse effect on our ability to obtain and retaistomers because access is often nece
in most cases to connect enterprise customersaneérccustomers to our network. Network accessesgmts a very large portion of our total
costs and if we face less favorable pricing andigioning, we will be at a competitive disadvantagesus the ILECs.
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The opportunity to obtain access from competitive ecess providers to the ILECs has been significantieduced as a result of the AT&T
and Verizon mergers.

A principal method of connecting with our customisrghrough local transport and last mile circwits purchase from the ILEC. Another
method is our purchasing such circuits from contppetiaccess providers like AT&T and MCI. We belighat competitive access providers
the only entities that exert competitive pricing@gsure on the ILECs. While the likely result of #oguisitions by AT&T and Verizon is higher
prices for special access over time, it is not jibs$o determine at this time how adverse the lt@mm effect on us will be.

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
our business and our existing and potential cortgrstiDelays in receiving required regulatory appte (including approvals relating to
acquisitions or financing activities), completimgarconnection agreements with incumbent local argk carriers or the enactment of new and
adverse regulations or regulatory requirements haay a material adverse effect on our businessddition, future legislative, judicial and
regulatory agency actions could have a materiadesdveffect on our business.

Federal legislation provides for a significant dgration of the U.S. telecommunications industngluding the local exchange, long
distance and cable television industries. Thisslagipn remains subject to judicial review and &iddal Federal Communications Commission,
or FCC, rulemaking. As a result, we cannot prettiietlegislations effect on our future operations. Many regulatriions are under way or
being contemplated by federal and state authoriigarding important items. These actions coulcelammaterial adverse effect on our
business.

States also often require prior approvals or raztfons for certain transfers of assets, customreosvnership of certificated carriers and
for issuances by certified carriers of equity obtde
Canadian law currently does not permit us to offerservices directly in Canada.

Ownership of facilities that originate or terminataffic in Canada is currently limited to Canadiarriers. This restriction hinders our
entry into the Canadian market unless appropriagmgements 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 serviceigeos as enhanced service providers. In additiemg@ess has, to date, not sought to
heavily regulate the provision of IP-based servi@h Congress and the FCC are considering prégpdsat involve greater regulation of IP-
based service providers. Depending on the contehseope of any regulations, the imposition of segulations could have a material adv:
effect on our business and the profitability of earvices.

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

The communications industry is highly competitiMany of our existing and potential competitors héimancial, personnel, marketing
and other resources significantly greater tharMasiy of these competitors have the added competitidvantage of a larger existing customer
base. In addition, significant new competition cbatise as a result of:

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

« allowing foreign carriers to compete in the U.Srke#
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« further technological advances; and

« further deregulation and other regulatory initiav

If we are unable to compete successfully, our lassircould be significantly hurt.
We may be unable to successfully identify, managed assimilate future acquisitions, investments andtrategic alliances, which could
adversely affect our results of operations.

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

« the difficulty of identifying appropriate investmsnstrategic allies or opportunities;

« the possibility that senior management may be redub spend considerable time negotiating agretnserd monitoring these
arrangements;

« the possibility that definitive agreements will roet finalized;

« potential regulatory issues applicable to the mi@nunications business;

 the loss or reduction in value of the capital irkreent;

« the inability of management to capitalize on theaunities presented by these arrangements; and

« the possibility of insolvency of a strategic ally.

There can be no assurance that we would successfidtcome these risks or any other problems eriecech with these investments,
strategic alliances or similar arrangements.
Revenue under our agreement with SBC Services isgected to continue to decline materially.

As part of our acquisition of the communicationsibess of WilTel Communications Group, LLC, or WélITwe acquired a multi-year
contract with SBC Services, Inc. which we refeasothe SBC Contract Services Agreement. Receri, Services Inc. became a subsidiary
of AT&T Inc. and announced its intention to migr#te services provided by WilTel to the merged SBvices, Inc. and AT&T network.
WilTel and SBC amended the SBC Contract Servicesemgent to run through 2009 and it provides a reimgigross margin purchase
commitment of $67 million through the end of 20aid $75 million from January 2008 through the eh20®9. Originating and terminating
access charges paid to local phone companies ssegéhrough to SBC in accordance with a formwadpproximates cost. Additionally, the
SBC Master Services Agreement provides for the mangraf $25 million in 2007 from SBC if we meet @@t performance criteria. We expect
the revenue generated by the SBC Contract Seragpesment to decline materially in 2007.

Other Operations

Environmental liabilities from our historical operations could be material.

Environmental liabilities from our historical op&icms could be material. Our operations and proggdre subject to a wide variety of
laws and regulations relating to environmental getibn, human health and safety. These laws andations include those concerning the use
and management of hazardous and non-hazardousscéstand wastes. We have made and will continoake significant expenditures
relating to our environmental compliance obligasioBespite our best efforts, we may not at all sihe in compliance with all of these
requirements.
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In connection with certain historical operationg ave responded to or been notified of potentisrenmental liability at approximately
148 properties as of February 15, 2007. We aregatym addressing or have liquidated 70 of thospeties. Of these: (a) we have formal
commitments or other potential future costs atiféss(b) there are 10 sites with minimal futurstso (c) there are 11 sites with unknown fu
costs and (d) there are 34 sites with no likelyrfetcosts. The remaining 78 properties have beenatd for several years. We could be held
liable, jointly or severally, and without regardftult, for such investigation and remediation. Thecovery of additional environmental
liabilities related to historical operations or ogas in existing environmental requirements coaldeha material adverse effect on our busir

Potential liabilities and claims arising from coaloperations could be significant.

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

General

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

If we were unable to comply with the restrictiomslacovenants in any of our debt agreements, thetddibe a default under the terms of
those agreements. As a result, borrowings under aiisbt instruments that contain cross-acceleratiamoss-default provisions may also be
accelerated and become due and payable. If afhesétevents occur, there can be no assuranceahabwd be able to make necessary
payments to the lenders or that we would be ablmdbalternative financing. Even if we were albeobtain alternative financing, there can be
no assurance that it would be on terms that arepaable.

We have substantial debt, which may hinder our groth 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 expenditures could be
impaired or financing may not be available on atzigle terms;

« a substantial portion of our cash flow will be usednake principal and interest payments on outitgndebt, reducing the funds that
would otherwise be available for operations andrieibusiness opportunities;

« asubstantial decrease in cash flows from operatitigities or an increase in expenses could mia¢tifficult to meet debt service
requirements and force modifications to operations;

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

substantial debt may make us more vulnerable mantlirn in business or the economy generally.
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We had substantial deficiencies of earnings to céixed charges of approximately $722 million foetfiscal year ended December 31,
2006. We had deficiencies of earnings to coverdfigiearges of $634 million for the fiscal year en@etember 31, 2005, $409 million for the
fiscal year ended December 31, 2004, $681 millartlie fiscal year 2003 and $936 million for thecél year 2002.

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 gbibtoperate our business would be
impaired. As of December 31, 2006, not taking #xtoount capital markets transaction that we engamgedring the first quarter 2007, we had
an aggregate of approximately $7.362 billion ofgderm debt on a consolidated basis and includingeotimaturities, and approximately $:
million of stockholders’ equity.

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

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

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

« borrow additional money or issue guarantees;

< pay dividends or other distributions to stockhaodgler

* make investments;

« create liens on assets;

» sell assets;

« enter into sale-leaseback transactions;

e enter into transactions with affiliates; and

e engage in mergers or consolidations.
If certain transactions occur with respect to our epital stock, we may be unable to fully utilize oumet operating loss carryforwards to
reduce our income taxes.

As of December 31, 2006, we had net operatingdasyforwards of approximately $7.0 billion for fa@l income tax purposes. If certain
transactions occur with respect to our capitallstbat result in a cumulative ownership change ofaerthan 50 percentage points by 5-percent
stockholders over a threear period as determined under rules prescribatidi).S. Internal Revenue Code and applicablelaggos, annue
limitations would be imposed with respect to oduitigbto utilize our net operating loss carryforvdgrand certain current deductions against
taxable income it achieves in future periods.

We have entered into transactions over the lasetiears resulting in significant cumulative chanigethe ownership of our capital stock.
Additional transactions that we enter into as wasltransactions by existing 5% stockholders thadeveot participate in could cause us to ir
a 50 percentage point ownership change by 5% stda&ts and, if we trigger the above-noted InteRevenue Code imposed
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limitations, such transactions would prevent ugnffally utilizing net operating loss carryforwarded certain current deductions to reduce
income taxes.
The unpredictability of our quarterly results may adversely affect the trading price of our common stok.

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

« The timing of costs associated with our integrafictivities with respect to our recently compleseguisitions;
« demand for communications services;

 loss of customers or the ability to attract newtconers;

« changes in pricing policies or the pricing policeour competitors;

« costs related to acquisitions of technology or hesses;

« changes in regulatory rulings; and

« general economic conditions as well as those gpdoithe communications and related industries.

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

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

Congress, the SEC, other regulatory authoritiestl@dnedia are intensely scrutinizing a numbeirarfcial reporting issues and
practices. Although all businesses face uncertairtty respect to how the U.S. financial disclostggime may be impacted by this process,
particular attention has been focused recentlyhertélecommunications industry and companies’ pmetations of generally accepted
accounting principles.

If we were required to restate our financial stagata as a result of a determination that we haatiactly applied generally accepted
accounting principles, that restatement could asbigraffect our ability to access the capital mexloe the trading price of our securities. The
recent scrutiny regarding financial reporting his® aesulted in an increase in litigation in thie¢emmunications industry. There can be no
assurance that any such litigation against us wootanaterially adversely affect our business erttading 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 attacksahdequent events, there has been considerablgainigein world financial markets.
The full effect on the financial markets of thesems, as well as concerns about future terrotiatles, is not yet known. They could, however,
adversely affect our ability to obtain financing tenms acceptable to us, or at all.
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There can be no assurance that there will not tikeefuterrorist attacks against the United Statdd.8. businesses. These attacks or al
conflicts may directly affect our physical facidis or those of our customers. These events coukkaansumer confidence and spending to
decrease or result in increased volatility in th8.land world financial markets and economy. Anthee 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 thtetl States, as well as rights to undersea capadity extending to other countries,
that expose us to risks inherent in internatiopedrations. These include:

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

« foreign currency exchange rates may fluctuate, wba@uld adversely affect our results of operatiang the value of our international
assets and investments;

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

« difficulties and costs of compliance with foreigiwis and regulations that impose restrictions orirugstments and operations, with
penalties for noncompliance, including loss offises and monetary fines;

« 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.

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

We may issue equity in the future in connectiorhweitquisitions or strategic transactions, to adjustratio of debt to equity, including
through repayment of outstanding debt, to fund exjmn of our operations or for other purposes. Vg imsue shares of our common stock at
prices or for consideration that is greater thaless than the price at which we are offering @mmmon stock in this offering. To the extent we
issue additional equity securities, your percentageership of our common stock would be reduced.

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

We cannot predict what effect, if any, future igstes by us of our common stock will have on thekatgprice of our common stock. In
addition, shares of our common stock that we igswennection with an acquisition, may not be sabje resale restrictions. The market price
of our common stock could drop significantly if tn large holders of our common stock, or recifserf our common stock in connection
with an acquisition, sell all or a significant gort of their shares of common stock or are peraehwethe market as intending to sell these
shares other than in an orderly manner. In additlogse sales could impair our ability to raiseitehhrough the sale of additional common
stock in the capital markets.
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Anti -takeover provisions in our charter and by-laws could limit the share price and delay a changef management

Our restated certificate of incorporation and bydacontain provisions that could make it more diffi or even prevent a third party from
acquiring us without the approval of our incumbleoard of directors. These provisions, among othiegs:

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

« limit the right of stockholders to call special rtings of stockholders; limit the right of stockheld to present proposals or nominate
directors for election at annual meetings of stodttérs; and

« authorize the board of directors to issue prefestedk in one or more series without any actiorthenpart of stockholders.

In addition, the terms of most of our long term dedmuire that upon a “change of control,” as dedifn the agreements that contain the
terms and conditions of the long term debt, we nakeffer to purchase the outstanding long ternt debither 100% or 101% of the aggre!
principal amount of that long term debt.

These provisions could limit the price that investmight be willing to pay in the future for shamdour common stock and significantly
impede the ability of the holders of our commorcktto change management. Provisions and agreeitiettisihibit or discourage takeover
attempts could reduce the market value of our comstack.

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

The market price of our common stock has been sttgevolatility and, in the future, the marketg&iof our common stock may fluctuate
substantially due to a variety of factors, inclugin

« the depth and liquidity of the trading market far gommon stock;
< quarterly variations in actual or anticipated opiagaresults;

« changes in estimated earnings by securities asalyst

» market conditions in the communications servicesigtry;

« announcement and performance by competitors;

« regulatory actions; and

» general economic conditions.

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

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our headquarters are located on 46 acres in teddoken Advanced Technology Environment within @ity and County of Broomfield,
Colorado. The campus facility, which is owned by wholly owned subsidiary HQ Realty, Inc., encomgessapproximately 850,000 square
feet of office space.
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Additionally, we lease approximately 121,180 squfast of office and technical space in a buildiagdted at 180 Peachtree Street, NW in
Atlanta, Georgia. As part of the WilTel acquisitiome also lease approximately 213,594 square fegffioe and technical space in the build
known as One Technology Center located at 100 Sointinnati Avenue in Tulsa, Oklahoma. As partted TelCove acquisition in 2006, we
also lease approximately 54,000 square feet af@fpace in the Southpointe office park in CanorggtRennsylvania, comprised of
approximately 42,500 square feet in the buildirgated at 121 Champion Way and approximately artiaddi 11,300 square feet in the
building located at 601 Technology Drive. As pdrthee Broadwing acquisition in the first quarter2ff07, we lease approximately 130,000
square feet of office space in a building locate#il®2 South Capital of Texas Highway in Austinxd® In Europe, we have approximately
211,000 square feet of office space in the Unitetglom, approximately 10,000 square feet of offipace in Germany, and approximately
3,000 square feet of office space in France.

Properties relating to our network operations en¢bmmunications business are described under “ITEBUSINESS—Our
Communications Network” above.

Our Gateway facilities are designed to house Isahds staff, operational staff, our transmissiosh l&hrouting/switching facilities and
technical space to accommodate colocation of eqerpioy high-volume Level 3 customers. We ended 28f6r giving effect to the
acquisition of Broadwing, with approximately 6.9llioh square feet of space for our Gateway andstrassion facilities and have completed
construction on approximately 4.6 million squaretfef this space. Our Gateway space is either owsgads or is held pursuant to long-term
lease agreements.

We have entered into various agreements regardingraused office and technical space in orderdace our ongoing operating
expenses regarding such space.

Properties relating to our coal mining segmentdascribed under “ITEM 1. BUSINESS—Our Other Bus#gss above. In connection
with certain existing and historical operations, ave subject to environmental risks.

ITEM 3. LEGAL PROCEEDINGS
Right of Way Litigation

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as a defendaBairer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 states fih state court in Madison County, lllinois. byJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.akt, a purported two state class action filed inth®. District
Court for the District of Idaho. In November of B)@he court granted class certification only tog state of Idaho, which decision is on apy
In September 2002, Level 3 Communications, LLC Afitiams Communications, LLC were named as defetalarSmith et. al. v. Sprint
Communications Company, L.P., et,ah purported nationwide class action filed inthréted States District Court for the Northern Distof
lllinois. In April 2005, the Smith plaintiffs filee&h Fourth Amended Complaint which did not include/&l 3 or Williams Communications, Inc.
as a party, thus ending both companies’ involvenretite Smith case. On February 17, 2005, Levebfi@unications, LLC and Williams
Communications, LLC were named as defendankdabDaniel, et. al., v. Qwest Communications Corpioratet al., a purported class action
covering 10 states filed in the United States RistCourt for the Northern District of Illinois. Hse actions involve the companies’ right to
install its fiber optic cable network in easemeartd right-of-ways crossing the plaintiffs’ land.deneral, the companies obtained the rights to
construct their networks from railroads, utiliti@d others, and have installed their networksgatbe rights-ofway so granted. Plaintiffs in t
purported class actions assert that they are tmei@aof lands over which the companies’ fiber op#ible networks pass, and that the railroads,
utilities, and others who granted the
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companies the right to construct and maintain theiworks did not have the legal authority to doTte complaints seek damages on theories
of trespass, unjust enrichment and slander ofditié property, as well as punitive damages. Thepemiies have also received, and may in the
future receive, claims and demands related tosightway issues similar to the issues in thesescds® may be based on similar or different
legal theories. To date, other than as noted aladvadjudicated attempts to have class actiomstgtanted on complaints filed against the
companies or any of their subsidiaries involvingils and demands related to rights-of-way issues haen denied.

It is still too early for the Company to reach aclusion as to the ultimate outcome of these astiblowever, management believes that
the Company and its subsidiaries have substargfahdes to the claims asserted in all of theserefiand any similar claims which may be
named in the future), and intends to defend thegorausly if a satisfactory form of settlement ig approved.

Broadwing Class Action

Between May 7, 2001 and June 15, 2001, nine clagmndawsuits were filed in the United States BéstCourt for the Southern District
of New York relating to the Broadwing Corporatianitial public offering on behalf of all persons wharchased the Broadwing stock between
July 28, 2000 and the filing of the complaints. lEa€ the complaints named as defendants: Broadvitmdjrectors and officers who signed the
registration statement in connection with its adippublic offering, and certain of the underwrittrat participated in the initial public offering.
Broadwing’s directors and officers have since baismissed from the case, without prejudice. Thepaints allege that the registration
statement and prospectus relating to the Broadimitigl public offering contained material misrepemtations and/or omissions in that those
documents did not disclose (1) that certain ofuthderwriters had solicited and received undiscldsed and commissions and other economic
benefits from some investors in connection withdfstribution of the Broadwing common stock in thitial public offering and (2) that certe
of the underwriters had entered into arrangemeittsseme investors that were designed to distatt@arinflate the market price for the
Broadwing common stock in the aftermarket followthg initial public offering. The complaints asletbourt to award to members of the class
the right to rescind their purchases of Broadwiragsmmon stock (or to be awarded rescissory damégesclass member has sold the
Broadwing stock) and prejudgment and post-judgrirgetest, reasonable attorneys’ and experts witfiess and other costs.

On February 15, 2005, the Judge granted prelimiappyoval of a proposed settlement agreement battheeplaintiffs and defendants,
including Broadwing. The proposed settlement id &lion guaranteed settlement. The insurance eomgs for the defendants agreed to pay
up to $1 billion dollars in total to the extent thiadgment is rendered for the plaintiffs. If plaifs succeed in recovering more than $1 billion
from the underwriters, the companies that wentipubuch as Broadwing, will not have to pay anyitididal amounts. The defendants’
insurance companies will be paying the settlentfeaitis subject to the final approval of the distdourt.

On August 31, 2005 the Judge issued an order yilagitertain provisions of the proposed settlenzemt set deadlines for its final
approval. On April 21, 2006, one of the underwstsued in this class action, JPMorgan Chase, acadumsettlement with plaintiffs for $425
million. On April 24, 2006, a fairness hearing twe {proposed settlement was held in which the Jdateot rule on the proposed settlement,
but instead took the proposed settlement undesadhént. Should the Judge not grant final apprdvileosettiement agreement, we believe
that we have meritorious defenses to plaintiff@gdtions and will vigorously defend ourselves.

In an appeal by a series of underwriters from tigridt Court decision to grant class certificatiarthis matter the Second Circuit Court
of Appeals (“Second Circuit”) issued an opinion@acember 5, 2006 reversing the District Court adettifying the class. The District Col
has indicated
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that it will hold in abeyance a final decision cemuing granting approval of the settlement agre¢mpending the resolution of petitions seel
clarification by the Second Circuit of its decisiand the impact that such decision will have onatbiéity of this matter to proceed as a class
action. On January 7, 2007 plaintiffs filed a petitfor rehearing and rehearing en banc with theo8e Circuit with respect to the class
certification issue. On January 24, 2007 the Se&intlit entered an order permitting the defendartterwriters to brief the issues raised ir
petition for rehearing within 14 days. No hearirggtbeen scheduled on the petition as of Februar(@y .

The Company and its subsidiaries are parties to/yrotiver legal proceedings. Management believesaimatesulting liabilities for these
legal proceedings, beyond amounts reserved, wiliraderially affect the Company’s financial conalitior future results of operations, but
could effect future cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted during the fourth quastehe fiscal year covered by this report to sevott security holders, through the
solicitation of proxies or otherwise.

Part Il

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information. Our common stock is traded on the NASDAQ Globae8eMarket of The NASDAQ Stock Market LLC under the
symbol “LVLT.” As of February 23, 2007, there were approximateddd holders of record of our common stock, pau@d.01 per share. T
table below sets forth, for the calendar quartedgcated, the high and low per share closing sate® of our common stock as reported by the
NASDAQ Global Select Market of The NASDAQ Stock Mar LLC.

Year Ended December 31, 200 High Low

First Quarte| $5.60 $2.73
Second Quarte 5.72  3.78
Third Quartel 546 3.44
Fourth Quarte 6.02 4.93
Year Ended December 31, 200 High Low

First Quarte $3.34 $1.90
Second Quarte 244 162
Third Quartel 235 1.90
Fourth Quarte 3.9C 2.06
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Equity Compensation Plan InformationWe have only one equity compensation plan—The 186k Plan, as amended—under which
we may issue shares of our common stock to empdoyécers, directors and consultants. This plas bheen approved by our stockholders.
The following table provides information about gteares of our common stock that may be issued eperctise of awards under the 1995
Stock Plan as of December 31, 2006.

Number of
securities to be Number of
issued upon securities
exercise of remaining available
outstanding Weighted-average for future
options, exercise price of issuance
warrants outstanding options, under equity
Plan Category and rights warrants and rights compensation plans
Equity compensation plans approved by stockhol 39,546,33(f $ 4.39t% 101,722,94
Equity compensation plans not approved by
stockholder 0 $ 0.0C 0

t  Includes awards of Outperform Stock Options (“OSOBbr purposes of this table, these securitiesansidered to use a single share of
our common stock from the total number of sharesmeed for issuance under the 1995 Stock Plan.

¥ Includes weightedwerage exercise price of outstanding OSOs atdteaf grant. The exercise price of an OSO is stlbjechange bas
upon the performance of our common stock relatviné performance of the S&P 5@0index from the time of the grant of the award
until the award has been exercised.

Dividend Policy. Our current dividend policy, in effect since Aptil 1998, is to retain future earnings for use inlmsiness. As a result,
our directors and management do not anticipatengaamy cash dividends on shares of our common stattie foreseeable future. In addition,
we are effectively restricted under certain delterants from paying cash dividends on shares ofoonmon stock.

Performance Graph.

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

The graph compares the cumulative total returnuofcommon stock for the five year period from 2@0@ugh 2006 with the S&P® 500
Index and the Nasdaq Telecommunications Index.graph assumes that the value of the investmen®&@8 on December 31, 2001, and !
all dividends and other distributions were reinedst
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Communicetjdnc. and its subsidiaries appear below.

Fiscal Year Ended(1)
2006 2005 2004 2003 2002
(dollars in millions, except per share amounts

Results of Operation:

Revenue $3,37¢  $1,71¢ $1,77€¢ $2,027 $1,21t
Loss from continuing operations( (790) (707) (478) (695) (872)
Income (loss) from discontinued operations 46 69 20 (21) 14
Net loss (744) (638) (458) (712) (858)
Per Common Shar
Loss from continuing operations( (0.799 (1.01) (0.70 (2.23) (2.19
Income (loss) from discontinued operations 0.05 0.1C 0.03 (0.04) 0.03
Net loss (0.749 (0.92) (0.67) (1.26) (2.11)
Dividends(4) — — — — —
Financial Position
Total asset 9,994 8,277 7,544 8,30z 8,972
Current portion of lon-term debt(5 5 — 143 124 3
Long-term debt, less current portion| 7,357 6,02¢ 5,067 5,24¢ 6,10z
Stockholder’ equity (deficit)(6) 374 (476) (157) 181 (240)

(1) The operating results of Software Spectrum, InSoftware Spectrum”) which was acquired in 2002 swid in 2006, { )Structure, LLC
(“( i )Structure”),which was sold in 2005, the Midwest Fiber Optic Watk business acquired from Genuity, Inc. in 2068 aold in 200:
as well as Software Spectrum’s contact servicenessi obtained in the Software Spectrum acquisii@®02 and sold in 2003 are
included in discontinued operations for all peripdssented for which Level 3 owned each business.

The Company purchased substantially all of thetass®l operations of Genuity, Inc. in February 2008 Company also purchased
Telverse Communications, Inc. in July 2003.

The Company acquired the managed modem businelskg& @ommunications, Inc. and Sprint Communicasi@ompany, L.P. on
April 1, 2004 and October 1, 2004, respectively.

The Company purchased WilTel Communications Grailyg, (“WilTel”) on December 23, 2005, and recorded approximatedyndiion

of revenue attributable to this business in 200% Tompany purchased Progress Telecom, LLC (“Pssdrelecom”pn March 20, 200!
ICG Communications, Inc. (“ICG Communications”) Blay 31, 2006, TelCove, Inc. (“TelCove”) on July 2006 and Looking Glass
Networks Holding Co., Inc. (“Looking Glass”) on Aust 2, 2006. The WilTel, Progress Telecom, ICG Camicetions, TelCove and
Looking Glass results of operations and financgaition are included in the consolidated finanstatements from the respective dates of
their acquisition. During 2006, the Company recdroevenue attributable to Progress Telecom of $#libm ICG Communications of

$46 million, TelCove of $166 million and Looking &is of $33 million.

(2) In 2002, the Company recognized approximately $illiom of termination and settlement revenue, $idllion of impairment and
restructuring charges, a gain of approximately $id@lion from the sale of Commonwealth Telephoneedtprises, Inc. common stock,
$88 million of induced conversion expenses attablg to the exchange of the Company’s convertible decurities, $120 million of
federal tax benefits due to legislation enacte®062 and a gain of $255 million as a result ofehdy extinguishment of long-term debt.

In 2003, the Company recognized approximately $84on of termination and settlement revenue, $4iion of impairment and
restructuring charges, a gain of approximately ifilon from the sale
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3)

(4)

()

of “91 Express Lanes” toll road assets, $200 nrillid induced conversion expenses attributablegettthange of the Company’s
convertible debt securities, and recognized a ga$411 million as a result of the early extinguighmhof long-term debt.

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

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

In 2006, the Company recognized $11 million of tiation revenue, approximately $13 million of imaént and restructuring charges,
and recognized a net loss on early extinguishmedélot of $83 million as a result of the amendraemd restatement of its senior secured
credit facility and certain debt exchanges and mgatens.

In 2005, the Company sold fStructure and recognized a gain on the sale of$ifl®n. For fiscal years 2005 and 2004,)Gtructure
revenues approximated costs. Losses attributalifeetoperations ofi()Structure for fiscal years 2003 and 2002 werei&illion and
$6 million, respectively.

In 2006, the Company sold Software Spectrum anogrized a gain on the sale of $33 million. The meqloss) from the operations of
Software Spectrum including the contact servicesrass sold in 2003 were $13 million, $20 milli®20 million, $(16) million and $20
million for the fiscal years 2006, 2005, 2004, 2@0®I 2002, respectively.

The Company’s current dividend policy, in effectcg April 1998, is to retain future earnings foe irs the Company’s business. As a
result, management does not anticipate paying asly dividends on shares of common stock in thesémable future. In addition, the
Company is effectively restricted under certainamants from paying cash dividends on shares ebitsmon stock.

In 2002, the Company received net proceeds of $4i8®n from the issuance of $500 million of 9% JmnConvertible Subordinated
Notes due 2012. Also in 2002, the Company repuethassing cash and common stock, approximately $1d®n face amount of its
long-term debt and recognized a gain of approxilp&255 million as a result of the early extingurgnt of debt.

In 2003, the Company received net proceeds of $&#n from the issuance of $374 million of 2.878%6nvertible Senior Notes due
2010 and the issuance of $500 million of 10.75%i@exotes due 2011. The Company completed a deditaexge whereby the Company
issued $295 million (face amount) of 9% ConvertiBlnior Discount Notes due 2013 and common stoek¢hange for $352 million
(book value) of long-term debt. In addition, Le@alising cash on hand, restricted cash and the giledeom the issuance of the 10.75%
Senior Notes due 2011, repaid in full, the $1.1@®h purchase money indebtedness outstanding nihmgeSenior Secured Credit Facil
Also in 2003, the Company repurchased, using comstaek, approximately $1.007 billion face amounitefong-term debt and
recognized a gain of approximately $41 million aesult of the early extinguishment of debt.

In 2004, the Company received net proceeds of $88ion from the issuance of a $730 million Sen8¥cured Term Loan due 2011 and
the issuance of $345 million of 5.25% Senior Cotilkr Notes due 2011. The Company used the neeprscto repay portions of its
9.125% Senior Notes due 2008, 11% Senior Note2@08, 10.5% Senior Discount Notes due 2008 andb¥.3enior Euro Notes due
2008. The Company repurchased portions of theandgtg notes at prices ranging from 83 percenBtp&cent of the repurchased
principal balances. The net gain on the early gxiishment of the debt, including transaction casialized foreign currency losses and
unamortized debt issuance costs, was $50 milliothiese transactions. Also in 2004, the Compang ppproximately $54 million and
assumed obligations to extinguish a capital leédigation and recognized a gain of $147 milliontba transaction.
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(6)

In 2005, the Company received net proceeds of $&8illion from the issuance of $880 million of 10% @B@rtible Senior Notes due 2011.
Also in 2005, a wholly-owned subsidiary of the C@np received net proceeds of $66 million from thmpletion of a refinancing of the
mortgage of its corporate headquarters. The subyiéintered into a new mortgage loan of $70 miliban initial fixed rate of 6.86%
through 2010.

In 2006, the Company received net proceeds of §iilidn from the issuance of $150 million of Floagi Rate Senior Notes due 2011,
proceeds of $538 million from the issuance of $68llion of 12.25% Senior Notes due 2013, net praseaf $326 million from the
issuance of $335 million of 3.5% Convertible Selmtes due 2012 and net proceeds of $1.239 bi{banluding prepaid interest) from
the issuance of $1.250 billion of 9.25% Senior Matae 2014. Also in 2006, the Company exchangemttiop of its outstanding 9.125%
Senior Notes due 2008, 11% Senior Notes due 2008 @5% Senior Discount Notes due 2008 for $46ianilbf cash and $692 million
aggregate principal of new 11.5% Senior Notes di€2In addition, the Company redeemed the remgioiristanding 9.125% Senior
Notes due 2008 totaling $398 million, 10.5% Sefacount Notes due 2008 totaling $62 million and398 of the 10.75% Senior Notes
due 2011 totaling $497 million.

In 2002, the Company issued approximately 47 mmilsbares of common stock, valued at approxima#B63$nillion, in exchange for
long-term debt. Included in the value of commortktissued, are induced conversion premiums of $ilomfor convertible debt
securities.

In 2003, the Company issued approximately 216 amlEhares of common stock, valued at approxim&eha million, in exchange for
long-term debt. Included in the value of commortktissued, are induced conversion premiums of $2illidbn for convertible debt
securities.

In 2004, the Company realized $95 million of foreiurrency losses on the repurchase of its Eurorderated debt. The unrealized
foreign currency losses had been recorded in GZberprehensive Income within Stockholders’ Equite{iDit).

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

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

In 2006, the Company issued 20 million shares afroen stock, valued at approximately $66 millionthes stock portion of the purchase
price paid to acquire Progress Telecom; 26 milibares of common stock, valued at approximatelyl $tlion, as the stock portion of
the purchase price paid to acquire ICG Communinafi®50 million shares of common stock, valuedograximately $623 million, as tt
stock portion of the purchase price paid to acquekove; and 21 million shares of common stockjed at approximately $84 million,
as the stock portion of the purchase price paa&ttuire Looking Glass.
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ITEM7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions
made by and information currently available to Le&€ommunications, Inc. and its subsidiaries (“€e®” or the “Company”). When used in
this document, the words “anticipate”, “believepldn”, “estimate” and “expect” and similar express, as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetamties and assumptions. Should one or morkeeasiet risks or uncertainties materialize, or
should underlying assumptions prove incorrect, aatesults may vary materially from those descrilvethis document.

The following discussion should be read in conjiorctvith the Company’s consolidated financial staats (including the notes thereto),
included elsewhere herein.

Level 3 Communications, Inc., through its operaso@sidiaries, is primarily engaged in the commaidns business, with additional
operations in coal mining.

Communication Services

The Company is a facilities based provider of adrmange of integrated communications serviceseR@&y for communications services
is recognized on a monthly basis as these seraieegrovided. For contracts involving private limgvelengths and dark fiber services, Lev
may receive up-front payments for services to bveled for a period of up to 20 years. In theseations, Level 3 will defer the revenue and
amortize it on a straight-line basis to earningsrdiie term of the contract. At December 31, 26@6contracts where up-front payments were
received for services to be delivered in the futthre Company’s weighted average remaining conpagbd was approximately 15 years.

The Company separates its communications serviteshiree separate categories: 1) Core Communitsagervices, 2) Other
Communications Services, and 3) SBC Contract SesviEach category of revenue is in a different @lodishe service life cycle, requiring
different levels of investment and focus and prongddifferent contributions to the Company’s AdetOIBDA. Adjusted OIBDA is defined
by the Company as operating income (loss) fronctresolidated statements of operations, less degimtiand amortization expense, less non-
cash compensation expense included within selipgeral and administration expense on the consetidstatements of operations, and less
the non-cash portion of restructuring and impairmodrarges. Management of Level 3 believes that tiranvrevenue from its Core
Communications Services is critical to the longrtesuccess of its communications business. At thredane, the Company believes it must
continue to manage effectively the positive casiwél from its SBC Contract Services and its Othean@ainications Services including the
Company’s mature managed modem business andatsedaleciprocal compensation. Core Communicati@emgi&s includes transport and
infrastructure, IP and data services, voice andMydeo and advertising distribution services. @f@emmunications Services includes
managed modem and related reciprocal compensatibfegacy managed IP service business. In 200®r@bmmunications Services
included DSL aggregation services which are nodomgovided. SBC Contract Services includes alréwenues related to the SBC Contract
Services Agreement contract, which was obtaingdeérDecember 23, 2005 acquisition of WilTel.

The Company'’s transport and infrastructure seniicelside colocation services, wavelength, private,ldark fiber and transoceanic
services. Growth in transport and infrastructurenele is largely dependent on increased demarshfudwidth services and available capital
of companies requiring communications capacityttieir own use or in providing capacity as a serpic@/ider to their customers.
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These expenditures may be in the form of up-fraynpents or monthly payments for private line, wangth or dark fiber services. An
increase in demand may be partially offset by aéesliin unit pricing.

IP and data services primarily include the Compsifygh-speed Internet access service and EthemddPaVirtual Private Network
(“VPN") services. Level 3's high-speed Internet @ss service is a high quality and high-speed leteancess service offered in a variety of
capacities. The Company’s VPN services permit lassias of any size to replace multiple networks wisingle, cost-effective solution that
greatly simplifies the converged transmission da€gpvideo, and data. This convergence to a sipigliform can be obtained without sacrific
the quality of service or security levels of traatial ATM and Frame Relay offerings. VPN servicE&oaermit customers to prioritize network
application traffic so that high priority applicatis, such as voice and video, are not compromispdrformance by the flow of low priority
applications such as email.

The conversion from narrow band dial-up serviceSigher speed broadband services is expected tease demand for the Company’s
Core Communications Services. Revenue growth ahea is dependent on the continued increasageusy both enterprises and consumers
and the pricing environment. An increase in th&bdlity and security of information transmittedeshe Internet and declines in the cost to
transmit data have resulted in increased utiliatibe-commerce or web based services by busineBsesCompany, however, continues to
experience lower revenue growth due to price cosgioe for its IP and data services. These declires partially offset by an increase in
billable IP and data traffic for 2006 compared @2. This increase in billable IP data traffic &tmlly due to acquisitions made in 2006.
Current high levels of available capacity and tbemarous companies competing in this market hawdtegsin a very competitive pricing
environment.

In 2006, the Company continued to experience pyipiressure for IP and data services with the aeepaige per megabyte declining
approximately 25%. The Company experienced pricepession of approximately 30% in 2005 for IP aathdservices. In addition to pricing
pressures, the decline in the Company’s average per megabyte was attributable to higher tréiftim larger customers and customers
continuing to move to higher speed services withweer price per megabyte. The larger customers hdoever price per megabyte due to
higher volume commitments.

The Company continues to experience pricing presturthose transport and infrastructure custortitesrequire simple, low quality,
point-to-point services, as competitors aggresgipersued this business. However, Level 3 belighrascompetitors are less willing to
discount these services if it requires investmemncremental capacity to meet the customer’s requeénts. For those customers that provide
high quality content or require a combination afigport, IP and voice solutions on a regional ¢éional platform, Level 3 is seeing that price
compression is starting to moderate and, in maegs;grices are starting to increase. Level 3 d®¢o remain disciplined in its approach to
pricing for its transport and IP services.

The Company has developed voice services thatttenge and existing markets. The Company beli¢vatthe efficiencies of Level 3’s
IP and optical-based network, including its Softstvitechnology, will provide customers a lower cagtrnative than the existing circuit-
switched networks. The Company is moving to devéloth its capability to market and sell in the winarket and develop the internal
systems and processes necessary to support theemeiees being launched. The revenue potentialdime services is large; however, the
revenues and margins are expected to continuectmdever time as a result of the new low-cosafé opticalbased technologies. In additi
the market for voice services is being targetedhyy competitors, several of which are larger aagemore financial resources than the
Company.

Vyvx provides audio and video programming for itstomers over the Company’s fiber-optic network aiadsatellite. It uses the
Company'’s fiber-optic network to carry live traditial broadcast and cable television events fronsiteeof the event to the network control
centers of the broadcasters of the event.
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For live events where the location is not knowadivance, such as breaking news stories in remcégidms, Vyvx provides an integrated
satellite and fiber-optic network-based serviceaosmit the content to its customers. Most of Vgwustomers for these services contract for
the service on an event-by-event basis; howeverxWas some customers who have purchased a detljpsite-to-point service which
enables these customers to transmit programmiagyatime.

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

The Company expects to continue to develop itserdrdistribution services through the acquisitibthe SAVVIS Content Delivery
Network (‘CDN") services business (“SAVVIS CDN Business”) ish it purchased in the first quarter of 2007 faB83.5 million in cash. The
Company believes that the addition of the SAVVISNCBusiness with its strong, broad portfolio of pagewill help the Company secure its
commercial efforts in the heavily patented CDN nedirk

The Company’s Other Communications Services aremaervices that are not areas of emphasis faCdnepany. Other
Communications Services currently include managedem, related reciprocal compensation and legacyaged IP services.

The Company and its customers continue to see oogrsumigrate from narrow band dial-up servicesighér speed broadband services
as the narrow band market matures. Additionally efina Online, a primary consumer of the Companidédp services, announced a strat
change in its approach to its dial-up internet asdmisiness that has accelerated the loss ofitsiplisubscribers. During the fourth quarter of
2006, the America Online strategy began havingeffext of accelerating the decline in managed mod®mnues and is expected to contribute
to further declines in managed modem revenue if7 200 beyond. The Company recognized approxim&@sp million of managed modem
revenue in 2006, an approximate 28% decline froer896 million of managed modem revenue recogriiz2005. The declines in managed
modem revenue in 2006 have been offset to somatdxyean increase in market share as a resultrtdinecompetitors exiting segments of t
business in the second half of 2006. Level 3 bebehat the low-cost structure of its network willable it to compete aggressively for new
business in the IP-based market.

Level 3 receives compensation from other carridremit terminates traffic originating on those @3’ networks. This reciprocal
compensation is based on interconnection agreemaétfitshe respective carriers or rates mandatethéy-CC. The Company earns the
majority of its reciprocal compensation revenuerfnoroviding managed modem services.

Legacy managed IP services primarily include lowezpservices which utilize ATM technology, as veallVPN and managed security
services. The Company’s legacy Internet accesséssiconsists primarily of a business that wasieedjin the Genuity transaction in 2003.
The Company has elected not to pursue additiorstbmers and to limit the capital invested in thisnponent of its business.

The SBC Contract Services Agreement was an agredmeémeen SBC Services Inc. and WilTel and wasiobthin the WilTel
acquisition in December 2005. Recently, SBC Sesvioe. became a subsidiary of AT&T Inc., (togett@BC”). WilTel and SBC amended
their agreement in June 2005 to run through 2068. Gompany recognized approximately $893 millionesenue under the SBC Contract
Services Agreement during 2006. The agreement gesva gross margin purchase commitment of $33%omiiiom December 2005 through
the end of 2007, and $75 million from January 2008ugh the end of 2009. SBC had satisfied $268anibf the December 2005 to end of
2007 gross margin purchase commitment through DeeeBil, 2006. The remaining minimum gross margimrmément under the agreement
as of December 31, 2006 was approximately $67aniflor the period through the end of 2007, and i#Bon from January 2008 through the
end of 2009. Originating and terminating accessgdmpaid to local phone companies are passedghitouSBC in accordance with a formula
that approximates cost.
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Additionally, the SBC Contract Services Agreememviles for the payment of $50 million from SBQ:értain performance criteria are met
by Level 3. The Company met the required perforraamiteria and recorded revenue of $25 million @& under the agreement. Level 3 is
eligible to earn another $25 million in 2007 ifiieets the performance criteria. Of the annual anso%9% is based on monthly performance
criteria and the remaining 50% is based on perfaneariteria for the full year. The Company expéotearn the performance payment in
2007.

Given the expected reduction in the SBC Contracti€es revenue and the overall increase in revémue acquisition activity,
concentration of revenue among a limited numbeustomers is expected to be reduced in periodegubkst to 2006. However, if Level 3
would lose one or more major customers, or if onmore major customers significantly decreasedriders for Level 3 services, the
Company’s communications business would be malgaald adversely affected.

Level 3's management continues to review all of@mnpany’s existing lines of business and serviteriogs to determine how those
lines of business and service offerings assist thighCompany’s focus on delivery of communicatisessices and meeting its financial
objectives. This exersise takes place both witheesto integration activities and in the normalise of business. To the extent that certain
lines of business or service offerings are not iwarsd to be compatible with the delivery of comigations services or with obtaining
financial objectives, Level 3 may exit those liddusiness or stop offering those services.

Management focuses on Adjusted OIBDA, cash flowmfoperating activities and capital expenditureasgess the operating
performance of the communications business. Managebelieves that Adjusted OIBDA, when viewed awere, reflects the operating trends
and performance of its communications businessugtdf OIBDA, or a similar measure, also is an iatic of performance used by Level 3’s
competitors and is used by management in evaluatiagjive performance.

Management of Level 3 believes the introductiom®iv services or technologies, as well as the fudbkeelopment of existing
technologies, may reduce the cost or increaseujyel\s of certain services similar to those provitbgd_evel 3. The ability of the Company to
anticipate, adapt and invest in these technologyges in a timely manner may affect the future sssof the Company.

The Company completed the initial planned deployinoéthe next generation of optical transport teabgy in its North American and
European networks in the fourth quarter of 2005 eaudly in the first quarter of 2006, respectivdize Company has decided to deploy the
technology for additional routes in North Americadé&Europe and completed the deployments on thegesan 2006. The Company comple
an upgrade of its IP backbone technology in thetfoguarter of 2005. Level 3 believes that thisldgment of new equipment to the existing
network equipment will allow the Company to optimthe amount of traffic it carries over the netwarid lower the cost of providing servic

To expand its service offerings in Europe, the Canypexpects to invest approximately $20 milliondadark fiber based expansion in
nine European markets. Portions of this expansierewompleted in 2006 and the Company expectsnmplate the remainder of the expan:
in 2007. The dark fiber is expected to replaceupptement existing wavelength capacity.

The communications industry continues to consadidaével 3 has participated in this process withdabquisitions of WilTel in 2005;
Progress Telecom, ICG Communications, TelCove ayaking Glass in 2006; and Broadwing Corporationr§@&lwing”) and the SAVVIS
CDN Business in January 2007. Level 3 will contitoievaluate consolidation opportunities and conéke additional acquisitions in the
future.

The successful integration of these businessed. awel 3 is important to the success of Level 3 TGompany must quickly identify
synergies, integrate the networks and support @gaons, while maintaining the service qualityééssexpected by customers in order to
realize the anticipated benefits of
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these acquisitions. Successful integration of tlesgired businesses will depend on the Compatfisyato manage these operations, realize
opportunities for revenue growth presented by gtitgened service offerings and expanded geographikehcoverage and, to some degree, to
eliminate redundant and excess costs to fullyzedtie expected synergies. If the Company is nettatefficiently and effectively integrate 1
acquired businesses or operations, the Companyespgrience material negative consequences to sisdss, financial condition or results of
operations.

Level 3 has embarked on a strategy to expand itemumetro presence. The strategy will allow tlmmPany to terminate traffic over its
owned metro facilities rather than paying thirdtigarto terminate the traffic. Level 3’s ability poovide high-speed bandwidth directly to
customer facilities is expected to be a competitisteantage as local exchange companies often darowite this service. The Company
intends to offer the traditional set of serviceshase markets and concentrate its sales effortiseobandwidth intensive businesses. The
expansion into new metro markets should also pesibitional opportunities to sell services on@oenpany’s national and international
networks. This new metro strategy includes the &ttipns of Progress Telecom, ICG CommunicatioredCbve and Looking Glass. As part
its metro strategy and as a result of the acqorsibf TelCove in the third quarter of 2006 and Blwing in the first quarter of 2007, the
Company is also targeting enterprise customersttirthrough its newly created Business Marketsuprdescribed in more detail below. With
the acquisition of the SAVVIS CDN services busineéssel 3 embarked on a strategy to expand itsectrdelivery network services.

The Company is focusing its attention on 1) growiegenue through Core Communications Servicesp@)pbeting the integration of
acquired businesses, 3) developing its metro nétstoategy and enterprise business, 4) contindrghow improvements in Adjusted OIBDA
as a percentage of revenue, and 5) managing @asg firovided by its Other Communications Services 8BC Contract Services. The
anticipated change in the composition of the Comjzarevenue will require the Company to manage afiey expenses carefully and
concentrate its capital expenditures on those tdolgies and assets that will enable the Compamletelop its Core Communications Services
further and replace the decline in revenue andirgsrirom Other Communications Services and SBCti@ohServices.

In the third quarter of 2006, Level 3 announcedftmenation of four customer-facing groups to betterve the changing needs of
customers in growing markets and drive growth acthe organization:

*  The Wholesale Markets Group services the conmications needs of the largest global service pleng, including carriers, cable
companies, wireless companies, and voice servimaders. These customers typically integrate L&veérvices into their own products
and services to offer to their end user customers.

e The Content Markets Group focuses on serviadiaand content companies with large and growargltvidth needs. Customers in
this market include video distribution companiegviders of gaming, mega-portals, software serpirwiders, social networking
providers, as well as more traditional media disttion companies such as broadcasters, televigittmonks and sports leagues.

*  The Business Markets Group targets enterpriseomers and regional carriers who value a Igeafessional sales force. Specific
customer markets include small, medium, and largénesses, local and regional carriers, state@ra §overnment entities, and higher
education institutions and consortia.

*  The European Markets Group serves the lai@sipean consumers of bandwidth, including thedstrguropean and international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and government
and education sectors.

The Company believes that the alignment aroundoust markets should allow it to drive growth wieleabling it to better focus on the
needs of the customers. Each group will be supgdryethe
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dedicated sales, marketing, service managemerngras facing operations, and necessary supportiress required to execute and increase
revenue in these key markets.

In addition to the operational metrics mentionedwey) the Company is also focusing on improvindidgsidity and financial condition and
extending the maturity dates of certain debt ameeling the effective interest rate on its outstagdiebt over the long term. In January 2006,
the Company completed the exchange of severalhesnaf its debt maturing in 2008 for a new tranchéebt maturing in 2010. The Compe
was able to extend the maturity date of approxitpa&92 million of debt due in 2008 to 2010.

In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due in 2011 and$8ablion of 12.25% Senior Note
due in 2013. In April 2006, Level 3 Financing isdu additional $300 million of the 12.25% Seniatés due in 2013. The proceeds from
these offerings were used to fund the cash podidhe WilTel and Progress Telecom acquisitionsalt as fund the cost of construction,
installation, acquisition, lease, development goriovement of other assets to be used in Level@snsunications business.

In an underwritten public offering in June 2006y&k3 issued $335 million of 3.5% Convertible Semimtes due 2012. The Company
also completed the underwritten public offerindl@b million shares of its common stock for whicheiteived $543 million in net proceeds.
Level 3 used a portion of these proceeds to redesected series of its debt securities maturir@pid8. In July 2006, Level 3 redeemed all of
its 9.125% Senior Notes due 2008 and 10.5% SerismoDnt Notes due 2008 for total consideration4§X5million, excluding accrued
interest. The remaining proceeds were used to &undisitions and for general corporate purposefjding working capital and capital
expenditures.

In June 2006, Level 3 Financing amended and restetexisting $730 million senior secured credlitifity to reduce the interest rate
payable under the agreement by 400 basis pointdifyrthe prepayment provisions and make other $igeicchanges. The Company paid
approximately $42 million to existing lenders arid.$nillion to third parties in costs to complete thansaction.

Level 3 Financing issued $600 million and $650 imillof 9.25% Senior Notes due 2014 in October 28® December 2006,
respectively. The Company received net procee®d @39 million after transaction costs from the fgguances. On December 28, 2006, L
3 Financing used a portion of the proceeds to cetap tender offer to repurchase $497 million o7%% Senior Notes for total consideration
of $543 million, excluding accrued interest. Theaéning proceeds were used to fund the cost oftnaetion, installation, acquisition, lease,
development or improvement of other assets to bd usLevel 3's communications business.

In January 2007, in two separate transactionsCtmapany completed the exchange of $605 milliorto10% Convertible Senior Notes
due 2011 for a total of 196.8 million shares of &ke¥'s common stock.

On February 8, 2007, Level 3 announced that ié&kig to refinance Level 3 Financing’s $730 millienior Secured Term Loan. In
addition to increasing the loan amount to up tet&illion, the Company is also seeking, among othizgs, to reduce the interest rate payable
under the agreement and extend the maturity frobi 20 2014. The refinancing of the Senior SecureahlLoan is expected to close in mid-
March 2007.

On February 14, 2007, Level 3 Financing issued $7idon of its 8.75% Senior Notes due 2017 andC&dllion of its Floating Rate
Senior Notes due 2015 and received net proceeB883 million.

On February 15, 2007, Level 3 announced callsddemption of all of its outstanding $488 milliorgaggate principal amount of
12.875% Senior Notes due 2010, all of its outstag@96 million aggregate principal amount of 11.2S&hior Notes due 2010 and all of its
outstanding € 104 million of 11.25% Senior Euro &wntlue 2010. Also on February 15, 2007, Level ®anced tender offers to purchase for
cash any and all of Level 3 Financing's outstan&h80 million aggregate principal amount of Flogtin
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Rate Notes due 2011 and any and all of Level 3tstanding $78 million aggregate principal amount©¥ Senior Notes due 2008.

On February 20, 2007, Level 3 announced tenderoffo purchase for cash any and all of the cudétg $692 million aggregate
principal amount of its 11.5% Senior Notes due 2@l to purchase for cash any and all of its antihg€ 50 million aggregate principal
amount of 10.75% Senior Euro Notes due 2008.

On February 23, 2007, Level 3 Financing completedresent solicitation with respect to certain anmeedts to the indenture governing
Level 3 Financing’s outstanding 12.25% Senior Nohes 2013 that allow for the incurrence of debeblaspon a multiple of cash flow
available for fixed charges on a “pro forma” bagiigng effect to any acquisition, merger or condation completed prior to February 1, 2007.

The Company will continue to look for opportunitissimprove its financial position in 2007 and fedts resources on growing revenue,
integrating the acquired businesses and managstg,docluding the realization of expected synexdiiem the acquired businesses, for the
communications business.

Coal Mining

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

Information Services

On November 30, 2005, the Company sold its wholyed subsidiary, i()Structure, LLC, which provided computer outsougcgervices
primarily to small and medium-sized businesses. Company also completed the disposition of its riemg subsidiary in the information
services business, Software Spectrum, Inc. on Bdggte7, 2006. The results of operations and firempmsition for ( )Structure and Software
Spectrum are reflected as discontinued operatimnalff periods presented in this report.

Critical Accounting Policies

The Company has identified the policies below &gcat to its business operations and the undedstanof its results of operations. The
effect of any associated risks related to theskeipslon the Company’s business operations is gdigzlithroughout this Management’s
Discussion and Analysis of Financial Condition &ebults of Operations where these policies affectGompany’s reported and expected
financial results.

Revenue

Revenue for communications services, including @pprivate line, wavelengths, colocation, Interaetess, managed modem, data
services, video and dark fiber revenue is recoghmenthly as the services are provided. Commumicatservices are provided either on a
usage basis, which can vary period to period, erantractually committed amount.

Reciprocal compensation revenue is recognizedwhbn an interconnection agreement is in place aitbther carrier, or at rates
mandated by the FCC. Periodically, the Companynetdkive payment for reciprocal compensation sesvic excess of FCC rates and before
an agreement is in place. These amounts are irtindather current liabilities on the consolidatesdance sheet until a final agreement has
been reached and the necessary regulatory apptwasadsbeen received at which time the reciprocadpemsation revenue is recognized. Tt
amounts were insignificant to the Company in 2006 2005.
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Revenue attributable to leases of dark fiber purstmindefeasible rights-of-use agreements (“IRUk&at qualify for sales-type lease
accounting, and were entered into prior to Junel909, was recognized at the time of delivery aswkptance of the fiber by the customer.
Certain sale and long-term IRU agreements of das¢ fand capacity entered into after June 30, 1889required to be accounted for in the
same manner as sales of real estate with propapsovements or integral equipment. This accourttiegtment results in the deferral of
revenue for the cash that has been received anéctbgnition of revenue ratably over the term ef éigreement (currently up to 20 years).

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

Accounting practice and guidance with respect éoabtcounting treatment of revenue continues tovevéiny changes in the accounting
treatment could affect the manner in which the Canypaccounts for revenue within its communicatiang coal businesses.

Nor-Cash Compensation

The Company adopted SFAS No. 123R, “Share-Basech&aty (“SFAS No. 123R”) effective January 1, 2086AS No. 123R requires
that compensation cost relating to shbased payment transactions be recognized in thadial statements based on the fair value of equi
liability instruments issued. The Company adopterléxpense recognition provisions of SFAS No. 1&8¢counting for Stock-Based
Compensation” (“SFAS No. 123"), in 1998. Therefdfres effect of applying the change from the origpravisions of SFAS No. 123 on the
Company'’s financial position or results of operasidor the year ended December 31, 2006 was irfigignt. Although the recognition of the
value of the instruments results in compensatioprofessional expenses in an entity’s financiakesteents, the expense differs from other
compensation and professional expenses in that ttrewges, though generally permitted to be seitiledsh, are typically settled through the
issuance of common stock, which would have a diugéiffect upon earnings per share, if and when sptibns are exercised. The
determination of the estimated fair value usedetmrd the compensation or professional expensesiatsd with the equity or liability
instruments issued requires management to makenaenof assumptions and estimates that can charfgetuate over time.

LongLived Assets

Property, plant and equipment is stated at codtiaed by provisions to recognize economic impaitnremalue when management
determines that events have occurred that requiemalysis of potential impairment. Costs assodidteectly with network expansions and the
development of business support systems, primaniployee-related costs are capitalized. The Compapifalized $72 million, $51 million
and $66 million of cost, primarily direct labor arelated employee benefits, in 2006, 2005 and 2@3pectively.

Intercity network segments, gateway facilities dlocetworks and operating equipment that have p&aed in service are being
depreciated over their estimated useful lives, grity ranging from 2-40 years. The total cost dfusiness support system is amortized over a
useful life of three years. The useful lives of @@mpany’s assets are estimates and actual ineegperiods for specific assets could differ
significantly from these estimates. Due to charigeschnology and the competitive environment, ¢hestimates require a significant amount
of judgment. Management monitors and evaluategthssmates on an
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annual basis or as circumstances change that rdaata a change in estimate is required. During5288 Company extended the total useful
lives of its existing fiber assets from seven toygars, its existing transmission equipment frore fo seven years and its existing IP equipi
from three to four years.

The Company at least annually, or as events oumistances change that could affect the recovesabflithe carrying value of its long-
lived assets, conducts a comprehensive revieweotainrying value of its assets to determine ifdleying amount of the assets are recovet
in accordance with SFAS No. 144 “Accounting for thgpairment or Disposal of Long-lived Assets.” Thewview requires the identification of
the lowest level of identifiable cash flows for pases of grouping assets subject to review. Thmat of undiscounted cash flows includes
long-term forecasts of revenue growth, gross margird capital expenditures. All of these items iregsignificant judgment and assumptions.
An impairment loss may exist when the estimatedsgmdinted cash flows attributable to the assetteassthan their carrying amount. If an
asset is deemed to be impaired, the amount ofitpairment loss recognized represents the excdbe @fsset’s carrying value as compared to
its estimated fair value, based on managementisygstsons and projections.

The Company assessed its communications long-fgsdts for impairment at December 31, 2006, arefrdéted that an impairment
charge was not required. The communications netivmilades network equipment, fiber, multiple conducustomer premise equipment and
colocation facilities. Historically, Level 3 hasaduated colocation facilities, certain additionahduits and its communications network assets
as separate asset groupings. Beginning in 2006 ahgpany stopped evaluating colocation assets aghaand began including them in the
communications network asset group due to chamgéeeinature of the cash flows from the delivergabcation services. The majority of the
Companys colocation customers now purchase other sericesnjunction with their colocation services thgreeducing the independence
colocation services cash flows from other servitegaddition, the percentage of colocation spaeel tis support the communications network
asset has increased over time. The impairment sisaybased on a long-term cash flow forecasssess the recovery of the communications
assets over their estimated useful lives.

Level 3 also assesses the carrying value of gobdwidn annual basis in accordance with SFAS Na.“Gbodwill and Other Intangible
Assets.” (SFAS No. 142). The carrying value of geilids compared to its fair value. If the fair wved does not exceed the carrying value of the
goodwill, an analysis is performed to determinarifimpairment charge should be recorded. The Coynglan evaluates intangible assets with
indefinite lives individually on an annual basisas events or circumstances change that couldtdffe recoverability of the carrying value of
the asset, in accordance with SFAS No. 142. Thepaomdid not record charges for the impairmenbafjtived assets or goodwill in 2006,
2005 or 2004.

Management'’s estimate of the future cash flowdbaitable to its long-lived assets and the fair eadfiits businesses involve significant
uncertainty. Those estimates are based on managserassumptions of future results, growth trends imdustry conditions. The impairment
analysis of londived assets also requires management to makdrcstbjective assumptions and estimates regartimgxpected future use
certain additional conduits evaluated for impairtresparately from the network asset group. Managem# continue to assess the
Companys assets for impairment as events occur or astirydesnditions warrant. Given the significant urteéty, judgment and assumptic
involved in developing the estimates of future ciielvs and the number of years of remaining uskfiellof certain of the Company’s assets, it
is possible that the Company may determine thangairment charge is required in the future duehtanges in these assumptions and
estimates.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguisees management to make
estimates and assumptions that affect the repartexiints of assets and
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liabilities and disclosure of contingent assets liatllities at the date of the financial statenseamd the reported amounts of revenues and
expenses during the reporting period. The mostatiestimates and assumptions are made in detegrime allowance for doubtful accounts,
revenue reserves, recovery of long-lived asse&fulibves of long-lived assets, accruals for estiea tax and legal liabilities, cost of revenue
disputes for communications services, unfavorabteracts recognized in purchase accounting and estgement obligations. Actual results
could differ from those estimates and assumptions.

Recently Issued Accounting Pronouncem

The Company adopted Emerging Issues Task Forc@E'Elssue No. 04-6, “Accounting for Stripping Ceshcurred during Production
in the Mining Industry” (“EITF No. 04-6") effectivdanuary 1, 2006. EITF No. 04-6 concluded thappinig costs incurred during the
production phase of a mine are variable produatimsts that should be included in the costs ofrikieritory produced during the period that the
stripping costs are incurred. EITF No. 04-6 furttefines inventory produced as mineral that has lea&racted. As a result, stripping costs
related to exposed, but not extracted mineral hesixpensed as incurred rather than deferredthatihineral is extracted. The Company’s
coal mining business had previously deferred singpposts and amortized these costs over the periathich the underlying coal is mined.
The Company’s adoption of EITF No. 04-6 on Januarg006 required it to adjust beginning retainedchiegs (accumulated deficit) for the
amount of prepaid stripping costs previously def@rThe Company decreased beginning equity by $®mas a result of the adoption of
EITF No. 04-6.

The FASB issued SFAS No. 153, “Exchanges of Non-®ary Assets”, which was effective for Level 3 8tag January 1, 2006. Under
SFAS No. 153, the Company will measure assets exggthat fair value, as long as the transactiorcbhasnercial substance and the fair value
of the assets exchanged is determinable withiroredde limits. A nommonetary exchange has commercial substance itithesfcash flows ¢
the entity are expected to change significantlg assult of the exchange. The adoption of SFAS188.did not have a material effect on the
Company'’s financial position or results of operati@s Level 3 is a party to a limited number of-nmmetary transactions and those
transactions have not been material.

In June 2006, the FASB issued Interpretation No."ABcounting for Uncertainty in Income Taxe®#+ Interpretation of FASB Stateme
No. 10¢" (“FIN No. 48"). FIN No. 48 clarifies the account for uncertainty in income taxes recognized ireaterprise’s financial statements
in accordance with FASB Statement No. 109, “Accounfor Income Taxes.” FIN No. 48 also prescribes@ognition threshold and
measurement attribute for the financial statemecdgnition and measurement of a tax position takexxpected to be taken in a tax return that
results in a tax benefit. Additionally, FIN No. #8vides guidance on de-recognition, income statgtiassification of interest and penalties,
accounting in interim periods, disclosure, andditan. This interpretation is effective for fisgaars beginning after December 15, 2006. The
adoption of FIN No. 48 is not expected to have tena effect on the Company’s financial positianresults of operations.

In June 2006, the FASB ratified the consensus dirEdsue No. 06-3, “How Taxes Collected from Custosrand Remitted to
Governmental Authorities Should Be Presented inrtheme Statement” (“EITF No. 06-3"). The scopeedTF No. 06-3 includes any tax
assessed by a governmental authority that is direoposed on a revenue-producing transaction batveeseller and a customer and may
include, but is not limited to, sales, use, valdde, Universal Service Fund (“USF”) contributiarsl some excise taxes. The Task Force
affirmed its conclusion that entities should pregbase taxes in the income statement on eitheoss@®r a net basis, based on their accounting
policy, which should be disclosed pursuant to ARBn®N No. 22, “Disclosure of Accounting Policiesf’such taxes are significant, and are
presented on a gross basis, the amounts of these should be disclosed. The consensus on EITP®8.will be effective for interim and
annual reporting periods beginning after DecembBeR2006. The Company currently records USF contidipg on a gross basis in its
consolidated statements of
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operations, but records sales, use, value addedxaigk taxes billed to its customers on a nestiasis consolidated statements of operations.
The adoption of EITF No. 06-03 is not expecteddgeha material effect on the Company'’s financiaifgen and results of operations.

In September 2006, the Securities and Exchange Gssion issued Staff Accounting Bulletin (“SAB”) N&08, “Considering the Effects
of Prior Year Misstatements when Quantifying Cutréear Misstatements.” SAB No. 108 requires analggimisstatements using both an
income statement (rollover) approach and a balaheet (iron curtain) approach in assessing maitgréaid provides for a ongme cumulative
effect transition adjustment. The Company adopt&B So. 108 for the year ended December 31, 200&. ddoption of SAB No. 108 did not
have a material effect on the Company’s resuligpefrations and financial condition.

In September 2006, the FASB issued SFAS No. 155ir Walue Measurements,” which defines fair valestablishes a framework for
measuring fair value in generally accepted accagmirinciples, and expands disclosures about fdirermeasurements. SFAS No. 157 does
not require any new fair value measurements, mtiges guidance on how to measure fair value byigiog a fair value hierarchy used to
classify the source of the information. This statatris effective for fiscal years beginning aftesdmber 15, 2007 and interim periods within
that fiscal year. The Company is currently assgsia potential effect that the adoption of SFAS Ne/ will have on its financial statements.

On December 21, 2006, the FASB issued FASB Staditiea No. EITF 00-19-2, “Accounting for Registrati Payment
Arrangements” (“FSP EITF 00-19-2"). FSP EITF 00-A8ddresses an issuer’s accounting for registraégment arrangements. FSP EITF 00-
19-2 specifies that the contingent obligation tkenfuture payments or otherwise transfer consideratnder a registration payment
arrangement, whether issued as a separate agreenieciuded as a provision of a financial instrurner other agreement, should be
separately recognized and measured in accordanieeSWAS No. 5, “Accounting for Contingencies” (“SEA0. 57). A “registration payment
arrangementfs defined as an arrangement that specifies tleastuer will endeavor (1) to file a registratidgatement for the resale of speci
financial instruments and/or for the resale of ggshares that are issuable upon exercise or csioveof specified financial instruments and
that registration statement to be declared effedtiwthe Securities and Exchange Commission. Tiaag@ement requires the issuer to transfer
consideration to the counterparty if the registratstatement for the resale of the financial imsgat or instruments subject to the arrangement
is not declared effective or if effectiveness af thgistration statement is not maintained. FSHFEBIO-19-2 specifies that if the transfer of
consideration under a registration payment arraegems probable and can be reasonably estimatedegition, the contingent liability under
the registration payment arrangement shall be dwzdun the allocation of proceeds from the relditegincing transaction using the
measurement guidance in SFAS No. 5. FSP EITF 0R-418e requires certain disclosures about the tefreach registration payment
arrangement, even if the likelihood of the issumrihg to make any payments under the arrangemeetriste. FSP EITF 00-19-2 is effective
immediately for registration payment arrangementsred into after December 21, 2006 and for figealrs beginning after December 31,
2006, and interim periods within those fiscal ye&os registration payment arrangements enteredpnpr to the issuance of FSP EITF 00-19-
2. The Company adopted FSP EITF 00-19-2 for the geded December 31, 2006. The adoption of FSP BOFE9-2 did not have a material
effect on the Company'’s results of operations amahfcial condition.
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Results of Operations 2006 vs. 20(
Revenuefor 2006 and 2005 is summarized as follows:

2006 2005
(dollars in millions)

Communication: $3,311 $1,64F
Coal Mining 67 74
$3,376 $1,71¢

Communications revenue is separated into thregedées: 1) Core Communications Services (includiagsport and infrastructure
services, wholesale IP and data services, voisgcgsrand Vyvx services), 2) Other Communicatioes/Bes (including managed modem and
its related reciprocal compensation, legacy man#igestrvices and DSL aggregation), and 3) SBC @oh&ervices. Revenue attributable to

these service groupings is provided in the follaypable:

Core Communications Service

2006

2005

(dollars in millions)

Transport and Infrastructu $1,014 $ 653
Wholesale IP and Da 301 186
Voice 536 120
Vyvx 122 3
1,975 962

Other Communication Service
Managed Moder 286 396
Reciprocal Compensatic 102 100
Managed IF 57 83
DSL Aggregation — 79
445 658
SBC Contract Services 893 25
Total Communications Revenue $3,311 $1,64E
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The Company’s Core Communications Services reverareased 105% in 2006 compared to 2005. The growttie Companys existing
services as well as the acquisitions of WilTel,gPess Telecom, ICG Communications, TelCove and lmgp&lass contributed to the increase.
During 2006, the Company recorded revenue frond#te of acquisition attributable to Progress Tateod $49 million, ICG Communicatior
of $46 million, TelCove of $166 million and Lookinglass of $33 million. During 2006, the Companyegriated a significant portion of WilT
into the business. As a result, separate reveriaemation for former WilTel customers is no longeailable other than for SBC Contract
Services.

Transport and infrastructure revenue increased 852006 primarily due to the acquisitions of WilTBrogress Telecom, ICG
Communications, TelCove and Looking Glass. In aoldjtincreased demand for complex nationwide sohstiand colocation capacity in large
markets contributed to the revenue growth in 20@Bmination revenue related to transport and itfuature services decreased approximately
$129 million from $131 million in 2005 to $2 milloin 2006. The termination revenue in 2005 was arily attributable to the termination of
dark fiber lease agreements with two customers.

Wholesale IP and data revenue increased 62% in 20®@rily due to customers obtained in the actjoiss of WilTel, Progress Teleco
ICG Communications, TelCove and Looking Glass. Whale IP and data revenue also increased dudfto ¢gn@wth in North America from
new and existing customers that exceeded the ajppatedy 25% rate of price compression in 2006. fleafrowth was mitigated by one
customer’s migration of traffic to its own netwaslhich was acquired via a merger with another carhieproved market acceptance of the
Company’s VPN service and the continued growthref/fpusly awarded contracts also contributed tarbesase in wholesale IP and data
revenue. Wholesale IP and data revenue includesilién of termination revenue in 2006.

Level 3’s voice revenue increased 347% in 2006. imbease is primarily attributable to the openagi@cquired in the WilTel, TelCove
and ICG Communications acquisitions, particuladyngstic and international voice termination sersj@nd growth in Level 3's existing
wholesale and VolP-related services including véézenination, local inbound, enhanced local anbiftek services. On a combined basis,
voice services experienced a 321% increase in esmftuse in the fourth quarter of 2006 comparetiecsame period in 2005.

Vyvx revenue increased to $122 million in 2006 assult of including a full year of Vyvx revenuetime Company'’s results. Vyvx was
acquired in December 2005 as part of the WilTeliition.

The Company expects to recognize termination rexémthe future if customers desire to renegotiat@racts or are required to termir
service. The Company is not able to estimate tkeiip value of these types of transactions uhglytoccur, but does not currently expect to
recognize significant termination revenue for thee§eeable future. The Company expects Core Congations Services revenue to increase
in 2007 as a result of the Progress Telecom, IC@r@onications, TelCove and Looking Glass acquisitioompleted in 2006, the Broadwing
and SAVVIS CDN Business acquisitions completedainuary 2007 and expected increases in demanddd@dmpany’s Core
Communications Services.

Managed modem revenue declined 28% in 2006 asili ofshe continued migration from narrow bandldip services to higher speed
broadband services by end user customers. Thigeltzas resulted in a decline in the demand for gethanodem ports. America Online, the
Companys largest managed modem customer, continued taeetie number of ports it purchases from Level 3086. In addition to the pc
cancellation provisions, the contracts with Amef@aline contain market-pricing provisions that h#lve effect of lowering revenue as Level 3
is obligated to provide America Online a reducedpuet rate if Level 3 offers another customer éxeiricing for a lower volume of
comparable services. Managed modem revenue alioetbn 2006 as a result of certain contracts peamewed or renegotiated at prices
lower than were in effect in 2005. The declinemgnaged modem revenue have been partially offsetdogases in market share as a result of
certain competitors exiting segments of the
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managed modem business in the second half of 2B@ECompany expects managed modem revenue to geritrdecline in the future
primarily due to an increase in the number of stibecs migrating to broadband services and thentiatiepricing concessions as contracts are
renewed.

The Company did not recognize DSL aggregation negen 2006 due to the fact that the Company’s piyneSL aggregation customer
completed the migration of its DSL subscriberg$mivn network in the third quarter of 2005. In #idd, the Company’s other DSL contracts
expired in 2005 and were not renewed. The Compaeg dot expect to recognize DSL aggregation reventre foreseeable future.

Reciprocal compensation revenue increased $2 mili®006. The Company has historically earnechihgority of its reciprocal
compensation revenue from managed modem serviegsl B has interconnection agreements in placthéomajority of traffic subject to
reciprocal compensation. The majority of the Conyfmimterconnection agreements provide rate strestthrough 2007. Level 3 continues to
negotiate new interconnection agreements or amemsneits existing interconnection agreements vtittocal carriers. As a result of the
Company’s acquisitions of TelCove and Broadwing, @ompany has started to generate a portion géiprocal compensation revenue from
voice services. By the end of 2007, up to 25%ofatal reciprocal compensation revenue is expectég earned from voice services which is
included in Core Communications Services revenogh@& extent that the Company is unable to signin&vconnection agreements or signs
new agreements containing lower rates, or thegesignificant decline in the Company’s managed modal-up business, or FCC or state
regulations change such that carriers are not medjotd compensate other carriers for terminatiiRr®und traffic, reciprocal compensation
revenue may decline significantly over time.

The Company’s legacy Managed IP business congistaply of a business that was acquired in the @tgrtransaction in 2003. The
Company has not invested in this service and isatitely looking for new customers. The declinggmenue is attributable to the
disconnection of service by existing customers. CThenpany expects this trend to continue in 2007.

SBC Contract Services revenue increased significan006 as a result of including a full yearSBC Contract Services revenue in the
Company'’s results. The SBC Contract Services ageaemias obtained in December 2005 as part of tH€aNMacquisition. Under the terms of
the agreement, SBC has gross margin purchase corantit through 2009. As of December 31, 2006, thairing minimum gross margin
commitment under the agreement to be utilized du2id07 was approximately $67 million, and $75 miilfrom January 2008 through the end
of 2009. Additionally, the SBC Contract Servicesypdes for the payment of $50 million if certainrfm@mance criteria are met by Level 3.
Level 3 is eligible to earn $25 million in 2006 a@07. Of the annual amount, 50% is based on mpp#iformance and the remaining 50% is
based on performance criteria for the full yeare Tompany met the required performance criteriacamded $25 million in 2006. SBC has
begun to migrate its traffic to the AT&T networkcadred in 2005. As a result, the Company expect€ 8®enue to decline significantly in
2007 and beyond. However, SBC must still comphhwlite minimum gross margin commitments under thageof the contract.

Coal mining revenue decreased to $67 million in 2006 comparé&¥4 million in 2005. The decline in revenue fO08 is attributable to
a decline in the average price per ton of coal,quadtially offset by a slight increase in tonspgled. The price decline is attributable to coal
sold under a contract that was renewed in 2005canthined lower price per ton than the originaltcact.

Cost of Revenudor the communications business, as a percentageyehue for 2006 and 2005 was 44% and 28%, rasplctThe
increase in 2006 cost of revenue, as a percenfageenue, is primarily attributable to the recdgmi of termination revenue in 2005, with no
corresponding cost of revenue, and the signifigaite and SBC Contract Services revenue obtaindukiiwVilTel acquisition. The margins for
the voice and SBC Contract Services revenue arerltvan the margins earned on other componenisdedlin Core and Other
Communications Services revenue. Partially offsgtthe lower WilTel
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margins were the margins earned by Progress Teld@®&Communications, TelCove and Looking Glassrdjtes for these businesses were
slightly higher in 2006 than those reported byG@mnpany in 2005. In 2005, the Company recogniz&8$iillion of termination revenue wi
no corresponding cost of revenue, favorably affecthe cost of revenue percentage. Excluding timeitation revenue, cost of revenue as a
percentage of revenue would have been 30% in 200 Company expects cost of revenue as a perceotageenue to increase in the first
half of 2007 as the Company begins including lomeargin revenue from the Broadwing business acquiirdanuary 2007 and then to decline
in the second half of 2007 and on an overall b@si2007 as the lower margin revenue under SBC 1@ohServices declines and expected

of revenue synergies from the acquisitions arézedl

Cost of revenue as a percentage of revenue faradlemining business increased to 85% in 2006 ff@&b in 2005. The increase in cost
of revenue as a percentage of revenue for thensiméhg business is due to a decline in the avepaige per ton of coal sold in 2006 compared
to 2005 and due to increased product costs in 28@6ed to changes in stripping ratios and incredise and fuel costs. In addition, in the
second quarter of 2005, the Company was able twrddy resolve certain production tax issues. Hsolution of this matter resulted in a $5
million reduction in cost of revenue. Cost of reveras a percentage of revenue for 2005 was 78%oexitkiding the effect of the $5 million
reduction in cost of revenue for the period. Thenpany expects cost of revenue for the coal minumgjrtess in 2007 to be comparable with
2006.

Depreciation and Amortization expense was $730 million in 2006, a 13% increas® 2005 depreciation and amortization expense of
$647 million. The increase is primarily attributald the communications tangible and intangible@shat were acquired in the WilTel
acquisition in December 2005, the Progress Telemoguisition in March 2006, the ICG Communicationguasition in May 2006, the TelCo
acquisition in July 2006 and the Looking Glass &gitjan in August 2006. This increase was partiaifiset by an $80 million decrease in
depreciation expense attributable to the incremsstimated useful lives for network fiber and el &ransmission equipment.

Due to the acquisitions of: Progress Telecom irfitise quarter of 2006; ICG Communications in tieeand quarter of 2006; TelCove and
Looking Glass in the third quarter of 2006; and &twing and the SAVVIS CDN Business in the first geiaof 2007, Level 3 expects
depreciation and amortization expenses to increa2e07.

Selling, General and Administrativeexpenses increased 64% to $1.258 billion in 2006 769 million in 2005. This increase is
primarily attributable to the inclusion of expensasociated with the operations acquired in th&@®@jlProgress Telecom, ICG
Communications, TelCove and Looking Glass transastin December 2005, March 2006, May 2006, JuB62ind August 2006,
respectively. Specifically, increases in compewsatbonus and employee related costs, networkecklzdsts and facility-based expenses all
contributed to the increase in selling, general ahainistrative expenses in 2006.

Included in operating expenses for 2006 and 200%® %84 million and $51 million, respectively, ofmoash compensation and
professional expenses recognized under SFAS Nd&R 4R8 SFAS No. 123, respectively, related to grahtsitperform stock options, warra
and other stock-based compensation awards. Then#8@ increase in non-cash compensation expem&906 is primarily attributable to an
increase in the number of outperform stock optiramted to employees and an increase in the véliee @ptions granted to employees
associated with the increasing price of the Leveb@mon stock in 2006. These increases were difsatreduction in the amount of restricted
stock and restricted stock units granted in 2006gared to 2005.

In addition, during the second quarter of 2006,@wtober 2005 and January 2006 outperform stodkmgrants were revalued using
May 15, 2006 as the grant date, in accordance S#AS No. 123R, and resulted in a $6 million incesimsnon-cash compensation expense
during the second quarter of 2006. As
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stated in the Company’s proxy materials for its@@®nual Meeting of Stockholders, over the courséhe years since April 1, 1998, the
compensation committee of the Company’s Board oé@ors had administered the 1995 Stock Plan uthédoelief that the action of the
Company’s Board of Directors to amend and resteteplan effective April 1, 1998 had the effeceafending the original term of the Plan to
April 1, 2008. After a further review of the terrokthe plan, however, the compensation committéerdened that an ambiguity could have
existed that may have resulted in an interpretatiahthe expiration date of the plan was Septer@beR005. To remove any ambiguity, the
Board of Directors sought the approval of the Comyfmstockholders to amend the plan to extendeha bf the plan by five years to
September 25, 2010. This approval was obtaindukes2®06 Annual Meeting of Stockholders held on Mi&y2006 which resulted in a final
measurement date of May 15, 2006 for the outperfgptions granted in October 2005 and January 2006.

The Company expects selling, general and admitiigraxpenses to increase in 2007 on an overai asa result of the inclusion of a
full year of expenses for the 2006 acquisition®xfgress Telecom, ICG Communications, TelCove ayuaking Glass and the January 2007
acquisitions of Broadwing and the SAVVIS CDN BusiseThe Company expects the increase in sellinggrgeand administrative expenses
will be higher in the first half of 2007. In thecsmd half of 2007, the Company expects that saviirys integration synergies from the
Broadwing acquisition will result in reduced sejjirgeneral and administrative expenses as compatbd first half of 2007.

Restructuring and Impairment Chargeswere $13 million in 2006 and $23 million in 2008.2006, the Company recognized $5 million
of restructuring charges related to workforce réidns in the communications business in North AceeriThe employees impacted by this
workforce reduction were Level 3 employees affedtgdhe integration of companies acquired in 2008 2006. As of December 31, 2006,
Company had remaining obligations of less than $tlom

In 2005, the Company recognized $15 million reldtethe workforce reductions in the communicatibosiness in North America and
Europe. The employees affected by this workforceicgon provided support functions or worked dilgoin mature services. All obligations
attributable to the 2005 restructuring activitiesrevpaid by December 31, 2005.

The Company expects to record restructuring charg2e07 in connection with the integration of thetro businesses acquired in 2006
and the Broadwing acquisition completed in Jan2&g7.

The Company recognized non-cash impairment charig®4 million in 2006 and $9 million in 2005 resaly from the decision to
terminate projects for certain voice services dngrbjects in the communications business. In &@di?005 included a $1 million reduction
expected lease impairment obligations. These pojeave identifiable costs which Level 3 can evigszparately for impairment. The costs
incurred for these projects, including capitalitsioor, were impaired as the Company did not exfzeatilize the assets in the future. In
addition, during the second quarter of 2006, L&vetcognized $4 million of non-cash impairment ¢earrelated to excess land of the
communications business deemed available for saermany. This charge resulted from the differdretveen the recorded carrying value
and the estimated market value of the land.

Adjusted OIBDA is defined by the Company, as operating incomes)lfsem the consolidated statements of operatiess, depreciation
and amortization expense, less non-cash compensatense included within selling, general and aistration expense on the consolidated
statements of operations, and less the non-casiopaof restructuring and impairment charges. Ag§dsOIBDA is not a measurement under
accounting principles generally accepted in thetéthStates and may not be used by other companssmgement believes that Adjusted
OIBDA is an important part of the Company’s intdrregporting and is an indicator of profitability diperating performance used by the chief
operating decision maker or decision making gregpecially in a capital-intensive industry suchedscommunications. Adjusted OIBDA
excludes interest expense and income tax expersether
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gains/losses not included in operating income. lidioly these items eliminates the expenses assoeidtie the Company’s capitalization and
tax structures. Note 18 of the consolidated finalnsiatements provides a reconciliation of AdjustéBDA for each of the Company’s
operating segments.

Adjusted OIBDA for the communications business %887 million and $458 million for 2006 and 2005pectively. The increase is
primarily attributable to the Adjusted OIBDA cortution from the operations acquired in the WilTRidogress Telecom, ICG Communicatic
TelCove and Looking Glass transactions and growthé Company’s Core Communications Services revgautially offset by related costs.
Partially offsetting these increases was a $12Ramiteduction in termination and settlement reveefrom 2005 to 2006.

Adjusted OIBDA for the mining business decrease#i@anillion in 2006 from $16 million in 2005. Thedrease is primarily attributable
to the favorable resolution of certain productiar issues, which resulted in a $5 million decreaghe cost of revenue for the mining business
in the second quarter of 2005 and a decline iratleeage price per ton of coal sold in 2006 compare&D05.

The Company expects Adjusted OIBDA to increasedid72based on the inclusion of a full year of resinlit2007 for Progress Telecom,
ICG Communications, TelCove and Looking Glass ddinclusion of the results of the January 2001sitipns of Broadwing and the
SAVVIS CDN Business and continued growth in Corerdaunications Services.

Interest Income was $64 million in 2006, increasing $29 milliondnd35 million in 2005. The increase in interesbime was due to an
increase in the Company’s average return on itdgiiarto 4.3% in 2006 compared to 2.8% in 2005e Hverage portfolio balance was
$1.5 billion and $1.2 billion in 2006 and 2005,pestively. Pending utilization of cash and cashieaants, the Company invests its funds
primarily in government and government agency séearand money market funds. The investment giyageenerally provides lower yields
the funds than on alternative investments, butceshe risk to principal in the short term priothese funds being used in the Company’s
business.

Interest Expense, netncreased by $118 million to $648 million in 200&hgpared to 2003nterest expense increased primarily as a r
of interest expense attributable to the issuan&3860 million of 10% Convertible Senior Notes d@d 2 issued in the second quarter of 2005,
$550 million of 12.25% Senior Notes due 2013 issudtie first half of 2006, $150 million of FloatirRate Senior Notes due 2011 issued on
March 14, 2006 and $335 million of 3.5% ConvertiSknior Notes due 2012 issued on June 13, 20061280 billionof 9.25% Senior Note
due 2014 issued in the fourth quarter of 2006 diditéon, the Company exchanged portions of its 8% 2enior Notes due 2008, 11% Senior
Notes due 2008 and 10.5% Senior Discount Note26108 for new 11.5% Senior Notes due 2010 durinditeequarter of 2006, theret
increasing the effective interest expense on tbid.dlhe increase in interest expense from newidsbances was partially offset by the
July 13, 2006 redemption of the 9.125% Senior Ndtes2008 and 10.5% Senior Discount Notes due 28d8 400 basis-point reduction in
the interest rate on the $730 million Senior Se¢drerm Loan due 2011 subsequent to its amendméatisirdune of 2006.

Level 3 expects interest expense to decrease in B8ed on the overall net effect of the 2005 @@bZinancing transactions described
above; the December 27, 2006 repurchase of $49ibmdf 10.75% Senior Notes due 2011; the Janu@f72xchange of $605 million of 1(
Convertible Senior Notes due 2011 for 196.8 millgbrares of Level 3 common stock; the February @87 2ssuance of $700 million of 8.75%
Senior Notes due 2017 and $300 million of FloafRade Senior Notes due 2015; the February 15, 200@uaced calls for redemption alf of
its outstanding $488 million of 12.875% Senior Notkeie 2010, all of its outstanding $96 million 4f25% Senior Notes due 2010 and all ¢
outstanding € 104 million of 11.25% Senior Euro &odue 2010; the February 15, 2007 announced arehty pending tender offers to
purchase for cash any and all of Level 3 Finanaii$§50 million of Floating Rate Notes due 2011 ang and all of its $78 million of 11%
Senior Notes due 2008; and the February 20, 200@wrted and currently pending tender offers tolpase for cash any and all of its
outstanding
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$692 million of 11.5% Senior Notes due 2010 andamy all of its outstanding € 50 million of 10.75énior Euro Notes due 2008.

Loss on Extinguishment of Debtvas $83 million in 2006 and zero in 2005. In thertb quarter of 2006, the Company realized a $54
million loss from the repurchase of the $497 miiljrincipal amount of Level 3 Financing’s 10.75%n®e Notes due 2011 and in the second
quarter of 2006, Level 3 realized a $55 millionslas the amendment and restatement of Level 3 Eimgls Senior Secured Term Loan due
2011. These losses were partially offset by ther$iftifon gain realized on the debt exchange infitst quarter of 2006.

In January 2007, in two separate transactionsCtimpany exchanged $605 million of its 10% Convégti®enior Notes due 2011 for
approximately 196.8 million shares of the Compamgmmon stock and expects to recognize a $177omiliss associated with these
exchanges.

On February 15, 2007, Level 3 Communications, taded for redemption of all of its outstanding 8448illion aggregate principal
amount of 12.875% Senior Notes due 2010 at a pdcel to 102.146% of the principal amount therabfof its outstanding $96 million of
11.25% Senior Notes due 2010 at a price equal 1B¥6% of principal amount thereof and all of itgstanding € 104 million of 11.25%
Senior Euro Notes due 2010 at a price equal to8¥B¥s of principal amount thereof. Level 3 will pagcrued and unpaid interest on the senior
notes to, but not including, the redemption datéofthese senior notes will be redeemed by L&veh March 16, 2007. The Company exp
to recognize a loss of approximately $49 milliosa@sated with these redemptions in the first quart&007.

Level 3 also announced four tender offers for égadfebruary 2007 that were pending as of March0D,;72On February 15, 2007, Level 3
Financing, Inc. commenced a tender offer to pureliascash any and all of the outstanding $150ionilaggregate principal amount of its
Floating Rate Notes due 2011 for a price equallto8D.00 per $1,000 principal amount of the natdsch includes $1,050.00 as the tender
offer consideration and $30.00 as a consent paymelditionally, Level 3 Communications, Inc. comneed a tender offer to purchase for
cash any and all of its outstanding $78 million reggte principal amount of 11% Senior Notes due3Z00a price equal to $1,054.28 per
$1,000 principal amount of the notes, which inchi@&,024.28 as the tender offer consideration 89d0® as a consent payment. The
Company expects to recognize a loss associatedhvégie tender offers in the first quarter of 2G6&,amount of which will depend on the
amounts tendered for each issuance.

On February 20, 2007, Level 3 Communications, tacamenced a tender offer to purchase for cash mshyak of the outstanding $692
million aggregate principal amount of its 11.5% iBeMotes due 2010 for a price equal to $1,115&6%1,000 principal amount of the 11.5%
Senior Notes due 2010, which includes $1,085.26@purchase price and $30.00 as a consent payhexat. 3 Communications, Inc. also
commenced a tender offer to purchase for cash mehathof the outstanding € 50 million aggregategpal amount of its 10.75% Senior Euro
Notes due 2008 for a price equa€ 1,061.45 per € 1,000 principal amount of the &@eBuro Notes due 2008, which include$,831.45 as tt
purchase price and3D.00 as a consent payment. The Company expertsdgnize a loss associated with these tendersdfighe first quarte
of 2007, the amount of which will depend on the ants tendered for each issuance. Each of thesenteffdrs were pending as of March 1,
2007.

The Company may enter into additional transactior007 to repurchase or exchange existing debitlag result in gains or losses on
the extinguishment of debt.

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

Income Tax Expensevas $2 million in 2006 compared to $5 million in0B0 The Company incurs income tax expense atttite ta
income in various Level 3 subsidiaries, includingg@; that are required to file state or foreignoime tax returns on a separate legal entity t

78




As of December 31, 2006, Level 3 had net operdting carryforwards of approximately $7.0 billiom federal income tax purposes,
including $298 million of net operating loss caom#ards from acquired companies after limitatidmet resulted from the acquisitions. If
certain transactions occur with respect to Levslc2ipital stock that result in a cumulative owngrshange of more than 50 percentage points
by 5-percent shareholders over a three-year pasatktermined under rules prescribed by the Ut&rrial Revenue Code (“IRC") and
applicable regulations, annual limitations wouldit@osed with respect to the Company'’s ability titae its net operating loss carryforwards
and certain current deductions against any taxabteme Level 3 achieves in future periods. Levhh8 entered into transactions over the last
three years resulting in significant cumulativerodpas in the ownership of its capital stock. Additibtransactions could cause the Company to
incur a 50 percentage point ownership change bgréemt shareholders and, if the Company triggerabiove-noted IRC imposed limitations,
could prevent it from fully utilizing net operatidgss carryforwards and certain current deducttorreduce income taxes.

Income from Discontinued Operationswas $46 million for 2006 and is comprised of $13ion from the operations of Software
Spectrum and a $33 million gain from the sale dh@are Spectrum to Insight Enterprises, Inc. (“¢dl’) in September, 2006. Income from
discontinued operations was $69 million for 2008 ancomprised of $20 million from Software Spentrand a $49 million gain from the sale
of (i )Structure to Infocrossing.

Income from Discontinued Operations declined in@08rsus the same period in 2005 due to the s@efbivare Spectrum on
September 7, 2006. Software Spectrum earns a @gisgiionate share of its revenue at the end of taetgr but incurs operating expenses
ratably during the quarter. As a result of the §alBeptember 2006, operating expenses for Soft&#peetrum exceeded the gross profits
earned on sales through the transaction date dihe tyclical nature of the Software Spectrum bessn

Software Spectrum increased its sales and markeffogs and resources targeting mid-market busieesver the last 18 months of its
ownership by the Company resulting in higher rexesnand profits for the period ending Septembef@6Zompared to the twelve months
ended December 31, 2005. The increase in grosggwas partially offset by an increase in opegtnpenses, primarily for employee related
costs, and the disproportionate level of operagixgenses recognized for the partial third quat@006.

Level 3 received gross proceeds of approximate838illion and recognized a gain on the sale ofv&mfe Spectrum, after transaction
costs, of approximately $33 million in the thirdagter of 2006. During the fourth quarter of 2006y&l 3 paid $2 million to Insight as a final
post-closing working capital adjustment.

Results of Operations 2005 vs. 2004

Revenuefor 2005 and 2004 is summarized as follows:

2005 2004

(dollars in millions)
Communication: $1,64c $1,68E
Coal Mining 74 91

$1,71¢ $1,77¢€
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2005 2004
(dollars in millions)

Core Communications Service

Transport and Infrastructu $ 653 $ 574
IP and dat: 186 167
Voice 120 53
Vyvx 3 —
962 794

Other Communication Service
Managed Moder 396 488
DSL aggregatiol 79 138
Reciprocal Compensatic 100 150
Managed IP 83 115
658 891
SBC Contract Services 25 —
Total Communications Reven $1,645c $1,68t

Transport and infrastructure revenue increase®@b2rimarily due to increased demand for colocesipace in large markets in North
America and Europe, and an increase in wavelemytnue due to sales to 360Networks, France Telarmhother new and existing
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 exwe in 2005 was primarily attributable to
agreements reached with France Telecom and 360retwaating to the termination of existing dare lease agreements with those
customers described below.

On February 22, 2005, France Telecom and Leveidified an agreement to terminate a dark fibereagest signed in 2000. Under the
terms of the agreement France Telecom returnefilttieto Level 3. Under the original IRU agreemehg cash received by Level 3 was
deferred and amortized to revenue over the 204gear of the agreement. As a result of this transact.evel 3 recognized unamortized
deferred revenue of approximately $40 million as-cash termination revenue in the first quarte2@d5. The wavelength sales described
above were a part of this transaction.

On March 1, 2005, Level 3 entered into an agreeméht360networks in which both parties agreecetoninate a 20-year IRU
agreement. Under the new agreement 360networkseetihe dark fiber originally provided by Levell3nder the original IRU agreement,
signed in 2000, the revenue associated with thie eived by Level 3 was deferred and amortizedvwenue over the 20-year term of the
agreement. As a result of this transaction, Leuwglcdgnized the unamortized deferred revenue afoappately $86 million as non-cash
termination revenue in the first quarter of 200Be Twavelength sales described above were a pHrisafansaction.

IP and data revenue increased in 2005 primarilytdusaffic growth from new and existing custom#rat exceeded the rate of price
compression as well as improved market acceptahtte @ompany’s new VPN service. In addition, 20P%nd data revenue includes
$1 million attributable to WilTel.

Level 3’s voice revenue, excluding WilTel, incredde. 7% in 2005. The increase is primarily attriloléato the Company’s wholesale
voice products including voice termination and ldohound services. Voice termination and localdabd services experienced a 35% and
49%, respectively, increase in minutes of use énftlurth quarter of 2005 compared to the same géni@004. The Company also recorded
voice revenue of $5 million attributable to WilTer the period Level 3 owned WilTel in the fourthagter of 2005.
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The Vyvx business was acquired on December 23, 28Q&rt of the WilTel transaction. Revenue of $fion is included from the
acquisition date through the end of the year.

Managed modem revenue declined in 2005 as a iefshieé continued migration from narrow band dialagpvices to higher speed
broadband services by end user customers. Thigehasulted in a decline in the demand for managedem ports. America Online, the
Company’s largest managed modem customer, redbheetnbimber of ports it purchased from Level 3 byrapimately 25% in the second half
of 2004 and decreased the number of ports purctiasad additional 30% primarily in the second edl2005.

Partially offsetting this decline in managed modewenue in 2005 was the revenue purchased in theésitioons of the managed modem
businesses from ICG Communications and Sprint cetaglin the second and fourth quarter of 2004 ectdely.

DSL aggregation revenue decreased significantB0D5 as the Company’s primary DSL aggregation ecustdegan to migrate its DSL
subscribers to its own network beginning in thstfquarter of 2005. The customer completed theatigr of its subscribers in the third qua
of 2005. In addition, the Company’s other DSL cants expired in 2005 and were not renewed.

Reciprocal compensation revenue declined from 28@ds primarily due to a settlement with a majarrier in the third quarter of 2004,
which did not recur in 2005. The settlement restikate issues for 2004 and prior periods and redutt the recognition of $31 million of
revenue for services provided in prior periods sTigvenue had been deferred as the Company dlthmetan interconnection agreement in
place and approved by the relevant authoritieadbfition to this agreement, the Company signeddoteection agreements with other carr
in 2004 and 2005 that resulted in the Company véagi lower rate per minute for terminating trafffthe majority of the Company’s
interconnection agreements provide rate structimresigh 2006. The Company earns the majority afeicgprocal compensation revenue from
managed modem services.

The Company’s legacy Managed IP business congistsaply of a business that was acquired in the @tgrtransaction in 2003. The
Company has not invested in this service and isatitely looking for new customers. The declinggmenue is attributable to the
disconnection of service by existing customers.

The SBC Contract Services revenue was obtaindteiVilTel transaction. Under the terms of the agrert, SBC has gross margin
purchase commitments through 2009. Level 3 earmeghiue of approximately $25 million attributablethés contract in 2005.

Coal mining revenue decreased to $74 million in 2005 compar&91 million in 2004. The decline in revenue f003 was attributable
to a significant reduction in coal required to heghased in 2005 under a contract with Detroit &@aisom 2004 levels. The Company has
signed new agreements with Detroit Edison, but Vaither tonnage requirements and lower prices.

Cost of Revenudor the communications business, as a percentageyehue for 2005 and 2004 was 28% and 27%, rasphctin 2005,
the Company recognized $133 million of terminatiemenue, primarily related to 360networks and Feafhelecom in the first quarter. In 201
termination revenue was $113 million, most of whigds attributable to the McLeod transaction inftheth quarter. An increase in
termination revenue with no corresponding cosewEnue, positively affected the percentage in getrs. Excluding termination revenue in
2005 and 2004, the cost of revenue, as a perceafageenue, would have been 30% and 28%, resgdygtiVhe increase in 2005 is attribute
to the increase in voice services for which theegponding cost of revenue is generally higher thearel 3's other services.

Cost of revenue, as a percentage of revenue, édozdll mining business was relatively consisten2695 and 2004 at 72% and 73%,
respectively. The decrease in cost of revenuepesaentage of revenue is attributable to the fasereesolution of certain production tax iss
related to prior periods that
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resulted in a $5 million decrease in the cost véneie for the mining business in the second quaft2@05.

Depreciation and Amortization expenses were $647 million in 2005, a 4% decraase 2004 depreciation and amortization expenses o
$671 million. The decrease is primarily attributatd shorter-lived communications assets that wkreed in service in prior years becoming
fully depreciated during 2004 and 2005.

Selling, General and Administrativeexpenses decreased 6% to $769 million in 2005 $8&2 million in 2004. This decrease was
primarily attributable to lower compensation andpdoyee related costs resulting from the workfomguction for the communications busir
which occurred in the first quarter of 2005. Dee$irin base compensation, bonus, travel, recrugtinthfacilities expenses all contributed to the
decrease in selling, general and administrativerses in 2005 for the communications business. édatributing to the decline in operating
expenses were lower advertising, marketing anddietadl expenses. Partially offsetting the reductitoodmmunications expenses was an
increase in operating expenses for WilTel sincadtguisition in the fourth quarter of 2005.

Included in operating expenses for 2005 and 2004 %81 million and $43 million, respectively, ofmoash compensation and
professional expenses recognized under SFAS Norel@ted to grants of stock options, warrants aheérostock-based compensation awards.
The $8 million increase in non-cash compensatigrerge was primarily attributable to the restrictextk units granted by the Company in
second quarter of 2005 resulting in increased vafuke stock based compensation distributed to@yeps associated with an increasing price
of the Level 3 common stock.

Restructuring and Impairment Chargeswere $23 million in 2005 and $14 million in 200chelCompany recognized $15 million rela
to the workforce reductions of the communicationsibess in North America and Europe in 2005. Thpleyees affected by this workforce
reduction provided support functions or worked cliseon mature services. All obligations attributato the 2005 restructuring activities were
paid by December 31, 2005.

During 2005, the Company recognized $9 million am+tash impairment charges resulting from the dmti® terminate projects for
certain voice services and IT projects in the comications business. The costs incurred for thesggts, including capitalized labor, were
impaired as the carrying value of these projecteesed their estimated fair value.

The Company recorded real property lease impairmiegrtges of $14 million for leases in North Amergead Europe in the fourth quarter
of 2004. The charge resulted from ceased use tfinespace, the signing of subleases for existagant space at lower than estimated rates,
and extending the estimated sublease dates foredleant properties due to market conditions.

Adjusted OIBDA for the communications business was $458 millioth 8463 million for 2005 and 2004, respectively. Teeline in
2005 is primarily attributable to the decline imumunications revenue partially offset by highentigration revenue recognized by the
Company in 2005. The termination revenue recognigethe Company in 2005 was $133 million versus3tillion in 2004. The decline in
revenue was offset by a reduction in operating egee primarily attributable to lower compensatiod amployee related costs resulting from
the workforce reduction for the communications bass which occurred in the first quarter of 2008 lmver advertising, marketing and bad
debt expenses.

Adjusted OIBDA for the mining business decrease#i1té million in 2005, from $18 million in 2004. Thikecrease was due to the
expiration of higher margin contracts in 2004 whiaére replaced by contracts at lower prices aneéidannage in 2005.

Adjusted OIBDA for the Company’s other businessesrdased from negative $1 million in 2004, to niege$3 million in 2005. This
change was due to the increase in professionaxpenses in 2005.
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Interest Incomewas $35 million in 2005 increasing $22 million fréh3 million for 2004. The increase in interestdme was due to the
increase in the Company’s average return on itgliarto 2.8% in 2005 from 1.3% in 2004. The aygggortfolio balance increased to
$1.2 billion in 2005 from $1.0 billion in 2004.

The Company elected to take advantage of the giglde and purchase longer-term U.S. governmentisiesu The maturity dates on the
government securities ranged from November 2008utiin February 2008. Due to the WilTel acquisitiod axpected liquidity requirements,
the Company classified certain government secaripieeviously classified as held to maturity, aailable for sale which means they are
reported at market value instead of cost at theofige reporting period. The Company has chargeeiits remaining securities as held to
maturity.

Interest Expense, neincreased by $45 million to $530 million in 2005woared to 2004, primarily as a result of incredséetest
expense from the issuance of the Company’s $88bmibf 10% Convertible Senior Notes due 2011 i $lecond quarter of 2005. In addition,
there was an increase in interest expense due tacttretion on discount notes and higher inteegssron the variable rate debt. This was
partially offset by the refinancing transactionttbacurred in the fourth quarter of 2004. LeveliBdhcing entered into a $730 million Senior
Secured Term Loan due 2011 and the Company iss345ir$illion of 5.25% Senior Convertible Notes d@d 2 in the fourth quarter of 2004.
The Company used the proceeds from these transadtiaepurchase approximately $1.1 billion of @@npany’s public debt due in 2008.
Overall, the refinancing transaction in the fougtiarter of 2004 reduced the Company’s annual istengpense by approximately $16 million
in 2005 compared to the same period in 2004.

In addition, the extinguishment of the Allegianegital lease obligation, assumed in the Genuitysitipn, in the second quarter of 2004
resulted in a decrease in interest expense in 2005.

Gain on Extinguishment of Debtwas zero in 2005 and $197 million in 2004. In tberth quarter of 2004, the Company repurchased
portions of its 9.125% Senior Notes due 2008, 1E4i@ Notes due 2008, 10.5% Senior Discount NotesaD08 and 10.75% Senior Euro
Notes due 2008. The Company repurchased portiotieeafutstanding notes at prices ranging from 88gyg to 89 percent of the repurcha
principal balances. The net gain on the early extishment of the debt, including transaction castalized foreign currency losses and
unamortized debt issuance costs, was $50 milliothiese transactions. In the second quarter of 20@4Company paid approximately
$54 million and assumed certain obligations torgydish the Allegiance capital lease obligation eswbgnized a gain of $147 million on the
transaction.

Income Tax Expensevas $5 million in 2005 compared to $1 million in020 In 2005, the communications business incurdetitianal
tax expense attributable to increased income iilowarLevel 3 subsidiaries, including Coal, that rmguired to file state income tax returns ¢
separate legal entity basis.

Income from Discontinued Operationswas $69 million for 2005 and is comprised of $20ion from Software Spectrum and a $49
million gain from the sale ofi()Structure to Infocrossing. In 2004, discontinug@emtions of Software Spectrum resulted in netaipeg
income of $20 million.

Revenue for Software Spectrum arig$tructure increased 1% from $1.936 billion in 20041.958 billion in 2005 primarily as a result
of sales to a systems integrator on behalf of tapddtment of Navy in addition to increased salghéossmall-medium business market
customers. This was partially offset by an increassales under software publishers’ agency licepprograms that result in only a service fee
being recognized as revenue, rather than the ggdlice of the software. The software reseller siduis seasonal, with revenue and operating
income typically being higher in the second andtioguarters of the Company’s fiscal year.

Software Spectrum began experiencing an increasalés under Microsoft’s 6.0 licensing program sintilar programs offered by other
suppliers in 2003. Under these programs, new efgervide licensing arrangements are priced, béled collected directly by the software
publishers. Software Spectrum continued to prosales and support services related to these tridmssand earns a service
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fee directly from publishers for these activitiése Company recognized the service fee it receigagvenue and not the entire value of the
software under this program. Software SpectrumrdaEzbapproximately $74 million and $54 million efvenue attributable to these types of
contracts in 2005 and 2004, respectively. The edéthselling price of the software sold under treggeements was $1.235 billion and
$975 million for the corresponding periods.

The cost of revenue for Software Spectrum anySfructure, as a percentage of its revenue, wasfe02005 and 91% for 2004. Softw:
Spectrum is very reliant on rebates received froftware publishers to improve its operating resuft2005 and 2004, Software Spectrum
earned approximately $40 million and $42 millioespectively, in rebates which reduced cost of reeeBoftware Spectrum does not earn
rebates from Microsoft on agency program sales.

Selling, general and administrative expenses f@iSbftware Spectrum and JStructure businesses increased from $134 milha20i04 tc
$152 million in 2005 primarily as a result of arriease in headcount at Software Spectrum.
Liquidity and Capital Resources

Cash flows provided by (used in) continuing operagifor the years ended December 31, 2006 and 28§ectively are as follows
(dollars in millions):

Year Ended
December 31
2006 2005
Communications*’ $207 $(120)
Other 14 2
Total $221 % ( 118)

** Includes interest expense net of interest income

The improvement in communications operating casWwglfor 2006 is primarily attributable to improvegerating results after excluding
the effects of $129 million of non-cash terminatierenue in the first quarter of 2005. The improwesllts are directly attributable to the
operations of WilTel, Progress Telecom, ICG Comratidns, TelCove and Looking Glass which were aeglliate in 2005 and the first nine
months of 2006, and additional revenue from Corm@anications Services. Fluctuations in working tagialances resulted in an
incremental source of cash of $67 million in 200npared to 2005. An increase in cash provided bywts receivable was partially offset
an increase in cash used for accounts payabletard @irrent liabilities and a decline in deferredenue. The increase in cash provided by
accounts receivable was, in part, due to a dedalitiee accounts receivable balance for SBC Con8actices at the end of the year as they
migrated traffic to their own network. Partiallyfedtting the increase in cash provided by operataord working capital fluctuations were
higher cash interest payments in 2006. Cash iritpeggnents increased by $108 million in 2006 coragdo 2005.

The increase in operating cash flows for the othsinesses is primarily attributable to fluctuasamworking capital accounts and other
noncurrent liabilities, partially offset by a dease in operating earnings.

Cash used for investing activities in 2006 primaiiicluded cash used for the acquisitions of Pregjiieelecom—3$68 million, ICG
Communications—$39 million, TelCove—$590 milliondahooking Glass—$77 million. In addition, $392 riath was used for capital
expenditures primarily for the communications bass) and $98 million to purchase short-term mablketsecurities. The Company also
increased its restricted securities by $21 milliprimarily for its coal business and acquired comgs. In the second quarter of 2006, the
Company received $27 million from Leucadia for WéTel
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purchase price adjustment and $5 million of prosdeain the sale of Infocrossing shares receivatien(i )Structure transaction. In the fourth
quarter of 2006, $275 million of marketable sedesiheld by the Company matured. The Company redeiet proceeds of $307 million from
the sale of Software Spectrum in 2006. The Comésry received distributions from Software Spectafri18 million during 2006.

Financing sources in 2006 consisted of $680 miltbnet proceeds from the issuance of: the FlodRate Senior Notes due 2011 and
12.25% Senior Notes due 2013; $326 million fromdffering of 3.5% Convertible Senior Notes due 202,249 from the offering of 9.25%
Senior Notes due 2014; and $543 million of procdeats the offering of 125 million shares of comm&tnck. Financing uses included the $46
million of premiums paid to holders of the exchashgetes and $5 million of third-party costs assmdavith the debt exchange transaction in
January 2006. The $730 million Senior Secured Tlesan amendment and restatement required the payosh&b68 million in fees to lenders
and third parties. In July and December 2006, respdy, the Company used $461 million of casheédaem all the outstanding 9.125% Senior
Notes due 2008 and 10.5% Senior Discount Note26108, excluding accrued interest of $9 million, &edel 3 Financing used $543 millic
of cash to repurchase $497 million of its 10.75%i&eNotes due 2011.

Cash flows used in discontinued operating actisitereased as a result of lower earnings anduiiicins in working capital.

The Company incurred losses from continuing openatiof $790 million for the year ended December2BD6. The Company used $171
million of cash for operating activities and cap#éapenditures in 2006. The Company expects treattimmunications business will continue
to consume cash in 2007; however, the amount &f cassumed is expected to decline during the watuding the timing effects of working
capital requirements and interest payments. In 20@/Company expects its costs will continue toeexl revenue and it will continue to
consume cash primarily due to interest paymentsapital expenditures. The Company expects AdjuSi&DA to improve in 2007 primaril
as a result of the WilTel, Progress Telecom, IC@@mnications, TelCove, Looking Glass, Broadwing 84#d/VIS CDN Business
acquisitions and the growth in Core Communicati®asvices revenue partially offset by reduction®ther and SBC Contract Services
revenue. Interest payments are expected to dedre28@7 based on financing and other capital markansactions completed or announced
through the time of this filing. Capital expendisarfor 2007 are expected to range from $600 mitio#650 million and will consist of $100
million to $150 million of base capital expenditsr@stimated capital required to keep the netwpekrating efficiently and product
development), approximately $75 million to $100lioii of capital expenditures for integration angbapximately $400 million to $425 millio
of success-based capital expenditures associatedngremental revenue. The majority of the Compaoyngoing capital expenditures are
expected to be success-based, that is, tied tenrantal revenue. In total, the Company expectsctitt required for operating activities and
capital expenditures will range from $225 millian$335 million in 2007, excluding fluctuations irowking capital. The Company does not
have any significant principal amounts due on itsstanding debt until 2008. As of December 31, 2006 Company had debt (excluding
capital lease payments) of $144 million and $36[Banithat matures in 2008 and 2009, respectively.

Level 3 has approximately $1.916 billion of casdsit equivalents and marketable securities on hiabd@mber 31, 2006. In addition,
$136 million of current and non-current restrictsgurities are used to collateralize outstanditigrie of credit, long-term debt, certain
operating obligations of the Company or certairiamation liabilities. Based on information availalalt this time, management of the Comy
believes that the Company’s current liquidity, eip@ted future cash flows from operations and tharfcing activities completed or announced
in the first quarter of 2007, will be sufficient fiond its business including the acquisitions ad@&iwing and the SAVVIS’ CDN Business.
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The Company may elect to secure additional caipitdie future, at acceptable terms, to improvdidisidity or fund acquisitions. In
addition, in an effort to reduce future cash indepayments, as well as future amounts due at imaturextend debt maturities, Level 3 or its
affiliates may, from time to time, issue new dedstter into debt for debt, debt for equity or casimsactions to purchase its outstanding debt
securities in the open market or through privatedgotiated transactions. Level 3 will evaluate smgh transactions in light of then existing
market conditions and the possible dilutive eftecstockholders. The amounts involved in any suaghsaction, individually or in the
aggregate, may be material.

In January 2006, the Company completed private angd offers to exchange a portion of its outstag@ii25% Senior Notes due 2008,
11% Senior Notes due 2008 and 10.5% Senior Disddatds due 2008 (together the “2008 Notes”) thaeweld by eligible holders in a
private placement for cash and new 11.5% SenioedNdtie 2010. The Company issued $692 million aggegyincipal amount of 11.5%
Senior Notes due 2010 as well as paid $46 milliocash consideration in exchange for the 2008 Nigtiedered in the transactions. The
Company also paid approximately $13 million in c&shtotal accrued interest on the 2008 Notes ltlaalt been accepted for exchange to the
closing date and $5 million in transaction costs.

In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due in 2011 and$2Blion of 12.25% Senior Note
due in 2013. In April 2006, Level 3 Financing isdu additional $300 million of the 12.25% Seniatés due in 2013. The proceeds from
these offerings were used to fund the cash podfdhe WilTel and Progress Telecom acquisitionsal as to fund the cost of construction,
installation, acquisition, lease, development goriovement of other assets to be used in Level@isncunications business.

In June 2006, Level 3 issued $335 million of 3.5@m@ertible Senior Notes due 2012. The Company adsapleted the offering of 125
million shares of its common stock for which it eeed $543 million in net proceeds. Net proceedewsed to redeem all of its 9.125%
Senior Notes due 2008 and 10.5% Senior DiscouredNatie 2008 for total consideration of $461 milliercluding accrued interest of $9
million. The remaining proceeds were used for asitjohs and for general corporate purposes, innlyidiorking capital and capital
expenditures.

On June 27, 2006, Level 3 Financing amended analteekits existing $730 million senior secured @ragreement to reduce the interest
rate payable under the agreement by 400 basissponatdify the prepayment provisions and make apecified changes. Level 3 Financing
paid approximately $42 million to existing debtdels and $11 million to third parties in transactmsts to complete the transaction.

Level 3 Financing issued $600 million and $650 imillof 9.25% Senior Notes due 2011 in October aadebnber 2006, respectively, and
received net proceeds of $1.239 billion (excludingpaid interest) after transaction costs. Levéinzincing used a portion of the proceeds to
complete a tender offer to repurchase $497 milibh0.75% Senior Notes due 2011 for total consiitemaof $543 million, excluding accrued
interest. The remaining proceeds were used to flumdost of construction, installation, acquisitittase, development or improvement of ¢
assets to be used in Level 3's communications kssin

In January 2007, in two separate transactionsCtmapany completed the exchange of $605 milliort010% Convertible Senior Notes
due 2011 for a total of 196.8 million shares of &e¥'s common stock.

On February 8, 2007, Level 3 Financing announcatlittis seeking to refinance its $730 million seréecured credit agreement into a
loan amount of up to $1.4 billion. In addition teieasing the loan amount, Level 3 Financing is séxking, among other things, to reduce the
interest rate payable under the agreement andeéittermaturity from 2011 to 2014. The refinancifighe senior secured credit facility is
expected to close in mid-March 2007.
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On February 14, 2007, Level 3 Financing issued $7iidon of its 8.75% Senior Notes due 2017 and(8&tllion of its Floating Rate
Senior Notes due 2015 and received net procee®832 million. The proceeds from these offeringseaggected to be used to refinance cel
Level 3 Financing debt and to fund the cost of tmesion, installation, acquisition, lease, devefgmt or improvement of other assets to be
used in Level 3's communications business.

On February 15, 2007, Level 3 Communications, taded for redemption of all of its outstanding 848illion aggregate principal
amount of 12.875% Senior Notes due 2010 at a pdcal to 102.146% of the principal amount therabfof its outstanding $96 million
aggregate principal amount of 11.25% Senior Notes2010 at a price equal to 101.875% of principadant thereof and all of its outstanding
€ 104 million aggregate principal amount of 11.25%i8eEuro Notes due 2010 at a price equal to 1@ER@af principal amount thereof.
Level 3 will pay accrued and unpaid interest ongéeior notes to but not including the redemptiatedAll of these senior notes will be
redeemed by Level 3 on March 16, 2007.

Level 3 also announced on February 15, 2007 thetlL2Financing, Inc. has commenced a tender tdfpurchase for cash any and al
the outstanding $150 million aggregate principabant of its Floating Rate Notes due 2011 for agpaqual to $1,080 per $1,000 principal
amount of the notes, which includes $1,050 asehddr offer consideration and $30.00 as a consgmhent. Additionally, Level 3
Communications, Inc. commenced a tender offer tolmase for cash any and all of its outstanding®ifBon aggregate principal amount of
11% Senior Notes due 2008 for a price equal toZBLAB per $1,000 principal amount of the notescivimcludes $1,024.28 as the tender ¢
consideration and $30.00 as a consent paymentfiigge “Tender Offers”).

On February 20, 2007, Level 3 Communications, tamamenced a tender offer to purchase for cash ashyak of the outstanding $692
million aggregate principal amount of its 11.5% ®eMNotes due 2010 for a price equal to $1,115&6%1,000 principal amount of the 11.5%
Senior Notes due 2010, which includes $1,085.26@purchase price and $30.00 as a consent payhexet. 3 Communications, Inc. also
commenced a tender offer to purchase for cash mehak of the outstanding € 50 million aggregategpal amount of its 10.75% Senior Euro
Notes due 2008 for a price equa€ 1,061.45 per € 1,000 principal amount of the &eBuro Notes due 2008, which include$,831.45 as tr
purchase price and € 30.00 as a consent payment.

As a result of the financing transactions completednnounced after December 31, 2006, the Compdufre debt payment obligations
have changed significantly. The following summasinpa a pro forma basis the Company’s contractuahgat obligations as of December 31,
2006 related to debt, excluding capital leasesexatliding issue discounts and fair value adjustmantl including those financing transacti
subsequently announced and closed as of March0¥, 20at will require estimated cash payments dueiach of the five succeeding years as
follows: 2007—$1 million; 2008—$144 million; 2009-363 million; 2010—$1,647 million, 2011—%$1,503 nuifi and $3,410 million
thereafter. These pro forma debt payments do hide the effects of the Company’s pending tendfer® or the pending refinancing of
Level 3 Financing’'s Senior Secured Term Loan.

In addition to raising capital through the debt agdity markets, the Company may sell or disposxigting businesses, investments or
other non-core assets. In 2005, the Company coetptae sale of thei()Structure business to Infocrossing for approxiy#85 million in
cash and Infocrossing common stock. On Septemt0908, Level 3 completed the sale of Software Spactfor $351 million in cash to
Insight.

The communications industry continues to consadidaével 3 has participated in this process withabquisitions of WilTel, Progress
Telecom, ICG Communications, TelCove, Looking Gl&®adwing and SAVVIS CDN Business acquisitionsvél 3 will continue to
evaluate consolidation opportunities and could neadditional acquisitions in the future.
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On December 23, 2005, the Company completed theisitgn of WilTel from Leucadia National Corporati and its subsidiaries. The
consideration paid consisted of approximately $3@8on in cash (including $27 million of post-cliog working capital and other adjustments
which reduced the total purchase price), plus $hditon in cash to reflect Leucadia’s having conegliwith its obligation to retain that amount
of cash with WilTel, and 115 million shares of Le8ecommon stock valued at $313 million. The Comypalso incurred costs of
approximately $7 million related to the transaction

On March 20, 2006, Level 3 completed the acquisiibProgress Telecom. Under the terms of the ageeg Level 3 issued
approximately 20 million shares, valued at appratigtly $66 million, and $69 million in cash. The Quany also incurred approximately $1
million of costs attributable to the transactioheTpurchase price was reduced by $2 million instmond quarter due to post-closing
adjustments based on actual working capital asetlosing date.

Progress Telecom is a regional wholesale netwarkcss company. Progress Telecom’s network spd@09niles, includes 29 metro
networks and connects to international cable lagalin south Florida and 31 mobile switching centetthe southeastern region of the United
States. Progress Telecom serves approximately @i0roers with a significant concentration of intgional and wireless carrier customers.

On May 31, 2006, the Company completed the acguisif ICG Communications, a privately held Colarduzhsed telecommunications
company. Under terms of the agreement, Level 3 foéd consideration of $178 million, consistingagfproximately 26 million shares of Le
3 common stock, valued at $131 million, and $48iamlin cash. The Company also incurred costs &5 than $1 million related to the
transaction. Post-closing adjustments, primarilykingy capital and other contractual matters reslutieadditional consideration of
approximately $3 million, of which $1 million wasig in the third quarter of 2006 and $2 million wasorded as a liability at December 31,
2006 and was paid in the first quarter of 2007.

ICG Communications primarily provides transportehmet Protocol (“IP”) and voice services to wingliand wireless carriers, Internet
service providers and enterprise customers. ICGr@anications’ network has more than 2,000 metroragébnal fiber miles in Colorado and
Ohio and includes approximately 500 points of pnese ICG Communications serves more than 1,60@owests.

On July 24, 2006, Level 3 completed the acquisitibiielCove, a privately held Pennsylvania-basésttenmunications company. Under
terms of the agreement, Level 3 paid $446 millimeash and issued approximately 150 million shafé®vel 3 common stock valued at $623
million. In addition, Level 3 repaid $132 milliorf ®elCove debt and acquired $13 million in capigases in the transaction. Also, the
Company paid third party costs of approximately $filion related to the transaction, which includezitain costs incurred by TelCove.

TelCove is a leading facilitieBased provider of metropolitan and regional commations services including transport, Internet as@
voice services. TelCove'network has more than 22,000 local and long fwaute miles serving 70 markets across the easteited)States wit
approximately 4,000 buildings on net. TelCove heasrd 3,000 customers.

On August 2, 2006, Level 3 completed the acquisiibLooking Glass, a privately held lllinois-basetecommunications company. The
Company paid consideration of approximately $13iomlin cash, including transaction costs of $4linl and approximately 21 million shai
of Level 3 common stock valued at $84 million. tiddion, at the closing, Level 3 repaid approxinha®&67 million of Looking Glass
liabilities.

Looking Glass provides data transport servicesitio SONET/SDH, wavelength and Ethernet as wetlaak fiber and carrier-neutral
collocation. Looking Glass’ network includes appgmately 2,000
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route miles serving 14 major metro markets, witfitier connectivity to approximately 215 buildindsoking Glass also has dark fiber
connectivity to approximately 250 additional builgs.

After integration, the Progress Telecom, ICG Comitations, TelCove and Looking Glass’ metropolitawd aegional networks will
connect Level 3’s national backbone network disetdltraffic aggregation points. These aggregagioimts include other carriers’ points of
presence, local telecommunications companies’ akoffices, wireless providers’ switch centersooagtion and data centers, cable company
head ends, and high-bandwidth enterprise locatirar to the acquisitions of Progress Telecom, IC@nmunications and TelCove, Level 3
had an extensive metro infrastructure in 36 marketsnecting to approximately 900 traffic aggregapoints, and Level 3 believes that these
facilities have been a source of considerable coithymeadvantage. With the acquisition of Progréstecom, ICG Communications, TelCove
and Looking Glass, the number of Level 3’s traffggregation points increased to approximately 5ia@8e U.S. and approximately 5,300
globally.

On January 3, 2007, Level 3 acquired Broadwing Gaiion, a publicly held provider of optical netkarommunications services. Under
the terms of the merger agreement dated Octobe&tQD®, Level 3 paid $8.18 of cash plus 1.3411 shaféevel 3 common stock for each
share of Broadwing common stock outstanding atirfpsn total, Level 3 paid approximately $744 moitl of cash and issued approximately
122 million shares of the Company’s common stoaked at $688 million. In connection with the asition of Broadwing, the Company
guaranteed $180 million in aggregate principal am@f Broadwing Corporation’s 3.125% Convertiblent®e Debentures due 2026 (the
“Broadwing Debentures”As of February 16, 2007, the holders of $179 millio aggregate principal amount of the Broadwindp®#ures ha
converted their Broadwing Debentures into a totdlmillion shares of Level 3 common stock andragjmately $106 million in cash
pursuant to the terms of the indenture governiegBtoadwing Debentures and the agreement wherebsl Beacquired Broadwing. The
remaining $1 million in aggregate principal amoahthe Broadwing Debentures was repurchased bydBvivey at 100% of par as required by
the indenture governing the Broadwing Debentures.

Broadwing delivers data, voice and media solutionsnterprises and service providers over its 1®r@de intercity fiber network.
Approximately half of Broadwing’s revenue comegtirthe wholesale market, with business customergaeing the remaining revenue.

On January 23, 2007, the Company acquired the @obiivery Network services business of SAVVIS;.lkunder the terms of the
agreement, Level 3 paid $132.5 million in cashdquéire certain assets, including network elementstomer contracts, and intellectual
property used in the SAVVIS CDN Business. The pasehprice is subject to certain customary posirgjosorking capital adjustments.

The SAVVIS CDN Business provides solutions thatriove performance, reliability, scalability and readf customers’ online content.
Initially developed in 1996 as Sandpiper Netwotks, division developed, deployed and operated tdig first content delivery network. It
has a globally distributed infrastructure in mdrart 20 countries.

Off-Balance Sheet Arrangements

Level 3 has not entered into off-balance sheenhgements that have had, or are likely to haveyeentior future material effect to its
results of operations or its financial position.
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Contractual Obligations

The following tables summarize the contractualgdtions and commercial commitments of the Compameaember 31, 2006, as
further described in the notes to the financialesteents.

Payments Due by Period

Less than 1-3 4-5 After
Total 1 Year Years Years 5 Years
Contractual Obligations
Long-Term Debt, including current portic $7,417 $ 5 $ 513 $4,47¢ $2,42C
Interest Expense Obligatiol 3,30¢ 632 1,294 875 507
Asset Retirement Obligatiot 202 4 9 18 171
Operating Lease 865 116 216 160 373
Purchase Obligatior 152 152 — — —
Other Commercial Commitments
Letters of Credi 45 14 2 1 28

The Company’s debt instruments contain certain wamts which, among other things, limit additiomalébtedness, dividend payments,
certain investments and transactions with affisatéthe Company should fail to comply with thessenants, amounts due under the
instruments may be accelerated at the note holdextsetion after the declaration of an event dadkg.

Long-term debt obligations reflect only amountsoreled on the balance sheet as of December 31,&@i0éxclude issue discounts and
fair value adjustments. As of December 31, 2006 aifitstanding obligation of $275 million of 9% Cemtble Senior Discount Notes due in
2013 had not accreted to its face value. Thesesnateaccrete to their full face value of $295 hoih in the fourth quarter of 2007.

Interest expense obligations assume interest oategariable rate debt do not change from Decembg2@06. In addition, interest is
calculated based on debt outstanding as of DeceBihe¥006 and on existing maturity dates.

Purchase obligations represent all outstandinghase order amounts of the Company as of Decemh@0886.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Level 3 is subject to market risks arising from mp@s in interest rates and foreign exchange ragesf December 31, 2006, the Company
had borrowed a total of $880 million under a SeSecured Term Loan and Floating Rate Senior Nate2@11. Amounts drawn on these
instruments bear interest at LIBOR rates plus aiiegble margin. As the LIBOR rates fluctuate, go will the interest expense on amounts
borrowed under the debt instruments. The weightedage interest rate on the variable rate instrusn@nDecember 31, 2006, was
approximately 8.95%. A hypothetical increase inthgable portion of the weighted average rate #y(lLe. a weighted average rate of 9.95%)
would increase annual interest expense of the Coybpg approximately $9.0 million. At December 3008, the Company had $6.538 billion
(excluding discounts and premiums) of fixed ratbtdearing a weighted average interest rate of28.8Y decline in interest rates in the future
will not benefit the Company with respect to theefi rate debt due to the terms and conditionsefdhn agreements that require the Company
to repurchase the debt at specified premiums.

The Company’s business plan includes operatingdetenunications network businesses in Europe. A3egember 31, 2006, the
Company had invested significant amounts of capit#the region for its communications businesdwla separate debt issuances, the Com
issued a total of € 800 million ( € 154 million st&énding at December 31, 2006) in Senior Euro Niot€®bruary 2000 as an economic
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hedge against its net investment in its Europeésidiaries at the time. As of December 31, 2006 Gbompany held enough foreign-
denominated currency to fund its current workingitad obligations and remaining interest paymems$t® Euro denominated debt. The
Company has not made significant use of financistruments to minimize its exposure to foreign ency fluctuations.

The change in interest rates is based on hypo#hetiovements and is not necessarily indicativdnefactual results that may occur. Fu
earnings and losses will be affected by actuatdiations in interest rates and foreign currencggat

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementary financfatimation for Level 3 Communications, Inc. and Sdlasies begin on page F-1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DisclosairControls and Procedures

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

Management's Report on Internal Control Over Finandal Reporting

Management of the Company is responsible for estiaby and maintaining adequate internal contr@rdinancial reporting, as such
term is defined in Exchange Act Rules 13a-15(f) 45d-15(f) under the Securities Exchange Act of413% amended. Under the supervision
and with the participation of our management, idolg our principal executive officer and princigalancial officer, management assessed the
effectiveness of internal controls over financigpaorting as of December 31, 2006 based on the lguédeestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO). As permittecpplicable
rules and regulations, the Company has excluded ft®evaluation the internal control over finahegporting of ICG Communications, Inc.
acquired May 31, 2006, TelCove, Inc., acquired 24ly2006 and Looking Glass Networks Holding Coc, cquired August 2, 2006. Total
revenues excluded for these acquired businessmstifreir acquisition dates to December 31, 2006espited approximately 7.3% of the
Company’s consolidated total revenues for the gaded December 31, 2006. Total assets excluddeddee acquired businesses at December
31, 2006 represented approximately 12.8% of the gamy's consolidated total assets as of Decembe2(B15.

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

Based on our assessment, management believethiatarnal control over financial reporting wasegtive as of December 31, 2006.
The results of management’s assessment have baewee with the Audit Committee of the Company’saBad of Directors.
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The Company’s independent registered public acaogifirm, KPMG LLP, has issued an audit report ttnassessment of the Company’s
internal control over financial reporting at DecaanB1, 2006. This report appears on page F-3.

Changes in Internal Control over Financial Reportirg.

As a result of the acquisitions of WilTel Commurioas Group, LLC on December 23, 2005; Progresecieh, LLC on March 20, 2006;
ICG Communications, Inc. on May 31, 2006; TelCdwe, on July 24, 2006; and Looking Glass Networkddihg Co., Inc. on August 2, 20(
the Company has expanded its internal controls fawmancial reporting to include consolidation oétresults of operations as well as
acquisition related accounting and disclosuregémh acquisition. As a result of the integratiotivées associated with the acquisitions, the
Company has also expanded its internal controls favancial reporting to include certain procesard systems of the acquired companies
were integrated during the year. There were norathanges in the Company’s internal control ovearficial reporting identified in connection
with the evaluation required by paragraph (d) offiange Act Rules 13a-15 or 15d-15 that occurrethduhe last fiscal quarter that have
materially affected, or are reasonably likely tatenglly affect, the Company’s internal control ofi@ancial reporting.

ITEM9B. OTHER INFORMATION
None.

Part IlI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information required by this Item 10 is incogted by reference to our definitive proxy statetdenthe 2007 Annual Meeting of
Stockholders to be filed with the Securities andliange Commission, however certain informatioméuded in ITEM 1. BUSINESS above
under the caption “Directors and Executive Officers
ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is incoried by reference to our definitive proxy statetrienthe 2007 Annual Meeting of
Stockholders to be filed with the Securities andliange Commission.

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

For information as of December 31, 2006, with respe compensation plans (including individual cemgation arrangements) under
which our equity securities are authorized for ésme, please see “ltem 5. MARKET FOR REGISTRASICOMMON EQUITY, RELATEL
STOCKHOLDER MATTERS AND ISSUER REPURCHASES OF EQUIBECURITIES” above.

The information required by this Item 12 is incomgted by reference to our definitive proxy statetrienthe 2007 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13 is incorgted by reference to our definitive proxy statetdenthe 2007 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
The information required by this Item 14 is incomgted by reference to our definitive proxy statetrienthe 2007 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.
Part IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) Financial statements and financial statement sdbedeaquired to be filed for the registrant undemis 8 or 15 are set forth followil
the index page at page F-I. Exhibits filed as & pfihis report are listed below. Exhibits incorated by reference are indicated in

parentheses.
3.1 Certificate of Amendment to the Level 3 Communigasi, Inc. Certificate of Incorporation and -
Level 3 Communications, Inc. Restated Certificdtenoorporation. (Exhibit 3 to the Registrant’s
Current Reports on Forn-K filed on May 27, 2005 and May 17, 200
3.2 Specimen Stock Certificate of Common Stock, pane&.01 per share (Exhibit 3 to the Registrant’s
Form &A filed on March 31, 1998
3.3 Amended and Restated By-laws of Level 3 Commurgdaatilnc. (Exhibit 3(ii) to the Registrant’s

Current Report on Forrr-K dated May 17, 2006

41.1 Form of Senior Indenture (incorporated by referetocExhibit 4.1 to Amendment 1 to the Registrant’
Registration Statement on Form S-3 (File No. 338869 filed with the Securities and Exchange
Commission on February 3, 199

41.2 First Supplemental Indenture, dated as of Septe2m@©99, between the Registrant and IBJ
Whitehall Bank & Trust Company as Trustee relatimghe Registrant’s 6% Convertible Subordinated
Notes due 2009 (Exhibit 4.1 to the Regist's Current Report on Form 8-K dated September 20,
1999).

41.3 Second Supplemental Indenture, dated as of FebR8arg000, between the Registrant and The Bank
of New York as Trustee relating to the Registra#s Convertible Subordinated Notes due 2010
(Exhibit 4.1 to the Registra's Current Report on Forn-K dated February 29, 200(

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

4.3 Indenture, dated as of February 29, 2000, betwseRegistrant and The Bank of New York as
Trustee relating to the Registrant’s %1% Senior Notes due 2010 (Exhibit 4.2 to the Regjigts
Registration Statement on Forr-4 File No. 33-37362).

4.4 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as
Trustee relating to the Registrant’s 2% Senior Discount Notes due 2010 (Exhibit 4.3 ® th
Registrar’s Registration Statement on For-4 File No. 33-37362).

4.5 Indenture, dated as of February 29, 2000, betwseRegistrant and The Bank of New York as
Trustee relating to the Registrant’s%¥Q@% Senior Euro Notes due 2008 (Exhibit 4.1 to the
Registrar’s Registration Statement on Fori-4 File No. 33-37364).

4.6 Indenture, dated as of February 29, 2000, betwseRegistrant and The Bank of New York as

Trustee relating to the Registrant’s %1% Senior Euro Notes due 2010 (Exhibit 4.2 to the
Registrar’s Registration Statement on For-4 File No. 33-37364).
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4.7

4.8

4.9

4.10.1

4.10.2

411

4.12

4.13

4.14

4.15

4.16

Amended and Restated Indenture dated as of J@2QOR, by and between the Company and The |

of New York, as successor to IBJ Whitehall Bank 1§t Company, as trustee (amends and restates
the Senior Debt Indenture, a Form of which waglfée an Exhibit to the Company’s Registration
Statement on Form S-3-File No. 333-68887) (Exhihitto the Registrant’s Current Report on

Form &K filed July 8, 2003)

First Supplemental Indenture, dated as of July0B32by and between the Company and The Bank of
New York, as successor to IBJ Whitehall Bank & Tidempany, as Trustee (Exhibit 4.2 to
Registrar’s Current Report on Forn-K filed July 8, 2003)

Indenture, dated as of October 1, 2003, by anddmtviievel 3 Communications, Inc., as Guarantor,
Level 3 Financing, Inc. as Issuer and The Bank@iN ork as Trustee relating to the Level 3
Financing, Inc. 10.75% Senior Notes due 2011 (EkHii1 to the Registrant’'s Annual Report on
Form 1(-K for the year ending December 31, 20(

Indenture, dated as of October 24, 2003, by andd®at the Registrant and The Bank of New York as
Trustee relating to the Registrant’'s 9% Convertibémior Discount Notes due 2013 (Exhibit 4.12 to
the Registrar's Annual Report on Form -K for the year ending December 31, 20(

First Supplemental Indenture, dated as of Febrda®p05, by and between the Company and The
Bank of New York, as Trustee relating to the Regigfs 9% Convertible Senior Discount Notes due
2013. (Exhibit 4.12.2 to the Registrant’'s AnnuapBe on Form 10-K for the year ending

December 31, 2005

Supplemental Indenture, dated as of October 204,28@0ng Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as
of October 1, 2003, among Level 3 Financing, Iheyel 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financimg,’'s 10.75% Senior Notes due 2014.

(Exhibit 99.1 to the Registre’s Current Report on Forn-K filed October 22, 2004

Supplemental Indenture, dated as of October 204 26fbng Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as
of October 1 2003, among Level 3 Financing, Indsaser, Level 3 Communications, Inc. as
Guarantor and The Bank of New York as Trusteetirgldo Level 3 Financing, Inc.’s 10.75% Senior
Notes due 2011. (Exhibit 99.1 to the Regist's Current Report on Form 8-K/A-1 filed October 22,
2004).

Indenture, dated December 2, 2004, among LevelBmnications, Inc. and The Bank of New Yc
(Exhibit 4.1 to the Registra's Current Report on Forn-K filed December 7, 2004

Supplemental Indenture, dated December 1, 2004ngrevel 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@ & he Bank of New York, as Trustee, rela
to the Level 3 Financing 10.75% Senior Notes duel2(Exhibit 4.2 to the Registrant’s Current
Report on Form -K filed December 7, 2004

Second Supplemental Indenture dated as of ApBiD85, by and between Level 3
Communications, Inc. and the Bank of New York,rastee (Exhibit 4.1 to the Registrant’s Current
Report on Form -K filed April 8, 2005).

Indenture, dated as of January 13, 2006, among! I3e€emmunications, Inc. as Issuer and The Bank
of New York, as Trustee relating to the 11.50% 8eNiotes Due 2010 (Exhibit 4.1 to the Registrant’s
Current Report on Forrr-K dated January 17, 200t
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417

4.18

4.19

4.20

4.21

4.22

4.23

4.24

4.25

Indenture, dated as of March 14, 2006, among L&w@bmmunications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YaskTrustee, relating to the Floating Rate Senior
Notes due 2011 of Level 3 Financing, Inc. (Exhibit to the Registra’s Current Report on Form I8-
dated March 16, 2006

Indenture, dated as of March 14, 2006, among L&w@bmmunications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YasTrustee, relating to the 12.25% Senior Notes
due 2013 of Level 3 Financing, Inc. (Exhibit 4.2he Registrant’s Current Report on Form 8-K dated
March 16, 2006)

Third Supplemental Indenture between Level 3 Comioations, Inc. and The Bank of New York, as
Trustee, relating to up to $345,000,000 aggreganeipal amount of 3.5% Convertible Senior Notes
due 2012, dated as of June 13, 2006 supplemeh¢ tArmended and Restated Indenture dated as of
July 8, 2003 (Senior Debt Securities) (Exhibit 1ththe Registrant’s Current Report on Form 8-K
dated June 13, 200¢

Supplemental Indenture, dated as of October 12%,28@0ong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as
of March 14, 2006, among Level 3 Financing, Ineyé&l 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financiimg,'s Floating Rate Senior Notes due 2011
(Exhibit 4.1 to the Registra's Current Report on Forn-K dated October 17, 200¢

Supplemental Indenture, dated as of October 12%,28@0ong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@ dhe Bank of New York as Trustee,
Supplementing the Indenture dated as of March @46 2among Level 3 Financing, Inc., Level 3
Communications, Inc. and The Bank of New York asstee, relating to Level 3 Financing, Inc.’s
Floating Rate Senior Notes due 2011 (Exhibit 4.theoRegistrant’s Current Report on Form 8-K
dated October 17, 200¢

Supplemental Indenture, dated as of October 1%,28ong Level 3 Financing, Inc., Level 3
Communications, LLC and The Bank of New York asstee, supplementing the Indenture dated as
of March 14, 2006, among Level 3 Financing, Ineyé&l 3 Communications, Inc. and The Bank of
New York as Trustee, relating to Level 3 Financiimg,’s 12.25% Senior Notes due 2013 (Exhibit 4.3
to the Registra’s Current Report on Forn-K dated October 17, 200¢

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

Indenture, dated as of October 30, 2006, amongll3@mmunications, Inc., as Guarantor, Level 3

Financing, Inc., as Issuer, and The Bank of NewkYas Trustee, relating to the 9.25% Senior Notes
due 2014 of Level 3 Financing, Inc. (Exhibit 4.1the Registrant’s Current Report on Form 8-K dated
October 30, 2006

Supplemental Indenture, dated as of December 28,20mong Level 3 Communications, Inc., Level
3 Financing, Inc., Level 3 Communications, LLC artte Bank of New York as Trustee,
supplementing the Indenture dated as of Octob20Q3, among Level 3 Financing, Inc., as Issuer,
Level 3 Communications, Inc., as Guarantor, and Béek of New York as Trustee, relating to Level
3 Financing, Inc.’s 10.75% Senior Notes due 201142 xhibit 4.2 to the RegistrastCurrent Repo
on Form K dated December 28, 200!
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4.26

4.27

4.28

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

Indenture, dated as of February 14, 2007, amongIll2Communications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YaskTrustee, relating to the Floating Rate Senior
Notes due 2015 of Level 3 Financing, Inc. (Exhibit to the Registra’s Current Report on Form I8-
dated February 20, 200°

Indenture, dated as of February 14, 2007, amongll2Communications, Inc., as Guarantor, Level 3
Financing, Inc., as Issuer and The Bank of New YasTrustee, relating to the 8.75% Senior Notes
due 2017 of Level 3 Financing, Inc. (Exhibit 4.2he Registrant’s Current Report on Form 8-K dated
February 20, 2007

Supplemental Indenture, dated as of February 23/,28mong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LIBEgadwing Financial Services, Inc. and The
Bank of New York, as Trustee, supplementing theefridre dated as of March 14, 2006, among Level
3 Financing, Inc., as Issuer, Level 3 Communicajdnc., as Guarantor, and The Bank of New York
as Trustee, relating to Level 3 Financing, Inc225% Senior Notes due 2013 (Exhibit 4.1 to the
Registrar’s Current Report on Forn-K filed February 26, 2007

Separation Agreement, dated December 8, 1997, dbmamong Peter Kiewit Sons’, Inc., Kiewit
Diversified Group Inc., PKS Holdings, Inc. and Kie®@onstruction Group Inc. (Exhibit 10.1 to the
Registrar’s Form 1-K for 1997).

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

Form of Aircraft Time-Share Agreement (Exhibit 1@othe Registrant’'s Annual Report on Form 10-
K for the year ended December 31, 20t

Warrant Agreement, dated as of April 15, 2002, leetwthe Registrant and Walter Scott, Jr.
(Exhibit 10.9 to the Registre’s Annual Report on Form -K for 2002).

Assignment and Amendment Agreement, dated as & 3un2006, by and among Level 3 Financing,
Inc, Level 3 Communications, Inc., Merrill Lynch @tal Corporation and the lenders named therein
(Exhibit 10.1 to the Registre’s Current Report on Forn-K dated June 30, 200¢

Guarantee Agreement, dated December 1, 2004, abtreway 3 Communications, Inc., the
Subsidiaries party thereto and Merrill Lynch Cap@arporation. (Exhibit 10.2 to the Registrant’s
Current Report on Formr-K filed December 7, 2004

Collateral Agreement, dated December 1, 2004, anengl 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LLr@ aerrill Lynch Capital Corporation.
(Exhibit 10.3 to the Registre’s Current Report on Forn-K filed December 7, 2004

Indemnity, Subrogation and Contribution Agreemelated December 1, 2004, among Level 3
Communications, Inc., Level 3 Financing, Inc., Swsidiaries party thereto and Merrill Lynch
Capital Corporation. (Exhibit 10.4 to the RegistimCurrent Report on Form 8-K filed December 7,
2004).

Offering Proceeds Note Subordination Agreementdi&tecember 1, 2004, among Level 3
Communications, Inc., Level 3 Communications, L@ & evel 3 Financing, Inc. (Exhibit 10.5 to the
Registrar’s Current Report on Forn-K filed December 7, 2004

Loan Proceeds Note, dated December 1, 2004, isgukdvel 3 Communications, LLC to Level 3
Financing. (Exhibit 10.6 to the Registr’s Current Report on Forn-K filed December 7, 2004
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10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

Loan Proceeds Note Collateral Agreement, dated ibbee 1, 2004, among Level 3 Financing, Inc.,
Level 3 Communications, Inc. and Merrill Lynch CapiCorporation. (Exhibit 10.7 to the Registrant’
Current Report on Formr-K filed December 7, 2004

Confirmation of OTC Convertible Note Hedge, dateetBmber 2, 2004, from Merrill Lynch
International to Level 3 Communications, Inc. (EbihiL0.8 to the Registrant’s Current Report on
Form &K filed December 7, 2004

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

Special Retention Bonus Agreement, dated Februarg2@6, by and between Software
Spectrum, Inc. and Keith R. Coogan (filed as ExHibi14 to the Registrant’s Annual Report on
Form 1(-K for the year ended December 31, 20!

Securities Purchase Agreement, dated as of Febt8a3005, among Level 3 Communications, Inc.
and the Investors named therein (Exhibit 10.1 ¢goRkgistrant’s Current Report on Form 8-K filed
February 22, 2005

The 1995 Stock Plan (Amended and Restated Aplif28) as amended as of May 15, 2006
(Exhibit 10.1 to the Registre’s Current Report on Forn-K dated May 17, 2006

Form of Master Deferred Issuance Stock Agreemehtewgél 3 Communications, Inc. (Exhibit 10.1 to
the Registrar's Current Report on Forn-K filed May 27, 2005)

Form of Level 3 Communications, Inc. Outperformc&t®ption Master Award Agreement
(Exhibit 10.1 to the Registre’s Current Report on Forn-K filed June 30, 2005

Purchase Agreement by and among Level 3 CommuaitgtLLC, PT Holding Company LLC,
Progress Telecommunications Corporation, EPIK Conigations Incorporated, Florida Progress
Corporation, Odyssey Telecorp, Inc. and Level 3 @uomications, Inc. dated as of January 25, 2006
(Exhibit 10.1 to the Registre’s Current Report on Forn-K dated January 30, 200t

Form of Registration Rights and Transfer Restric#greement by and among Level 3
Communications, Inc., PT Holding Company LLC, Pexg Telecommunications Corporation,
Caronet, Inc., and EPIK Communications Incorporatelle entered into on the closing of the
transaction contemplated by the Purchase Agree?@& (Exhibit 10.2 to the Registrant’s Current
Report on Form -K dated January 30, 200t

Agreement and Plan of Merger by and among Leveb®@unications, Inc., Eldorado Acquisition
Three, LLC and TelCove, Inc. dated as of April 3006. (Exhibit 10.1 to the Registrant’s Current
Report on Form-K dated April 19, 2006)

Registration Rights and Transfer Restriction Agreetndated May 31, 2006, by and among Level 3
Communications, Inc., MCCC ICG Holdings LLC, Coluimi€apital Equity Partners IlI(QP), L.P.,
Columbia Capital Partners Ill (Cayman), L.P., CohianCapital Equity Partners Il (Al), L.P.,
Columbia Capital Investors lll, L.L.C., Columbia @&l Employees Investors lll, L.L.C., M/C
Venture Partners V, L.P., M/C Venture Investor4,.C., Chestnut Venture Partners, L.P., and Bear
Investments, LLLP. (Exhibit 10.1 to the Regist’s Current Report on Forn-K dated June 1, 200€

Stock Purchase Agreement, dated July 20, 2006, ginevel 3 Communications, Inc., Technology
Spectrum, Inc. and Insight Enterprises, Inc. (ExHiD.1 to the Registrant’s Current Report on
Form &K dated July 26, 2006
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10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

12
21

Registration Rights Agreement, dated as of Augug0R6, between Level 3 Communications, Inc.
and Cheshire Holding Corp., as agent for the sgchalders of Looking Glass Networks Holding
Co., Inc. (Exhibit 10.1 to the Registr’s Current Report on Forn-K dated August 3, 2006

Consent, dated as of August 7, 2006, by Level 3 @omcations, Inc. relating to that certain
Securities Purchase Agreement, dated as of Febt#a®005, by and among Level 3
Communications, Inc. and the Investors named onbiixh Thereto (Exhibit 10.1 to the Registrant’s
Current Report on Formr-K dated August 7, 2006

Agreement and Plan of Merger among Level 3 Comnatiuins, Inc., Level 3 Services, LLC, Level 3
Colorado, Inc. and Broadwing Corporation, datedfaSctober 16, 2006 (Exhibit 10.1 to the
Registrar’s Current Report on Forn-K dated October 17, 200¢

Registration Agreement, dated October 30, 2006 ngnh@vel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneBénith Incorporated, Morgan Stanley & Co.
Incorporated, Credit Suisse Securities (USA) LL®, Morgan Securities Inc. and Wachovia Capital
Markets, LLC relating to Level 3 Financing, Inc925% Senior Notes due 2014 (Exhibit 4.2 to the
Registrar’s Current Report on Forn-K dated October 30, 200¢

Agreement and Plan of Merger, dated as of OctobeP006, as Amended by the First Amendment to
Agreement and Plan of Merger Dated as of NovembgP@06, among Level 3 Communications, |
Level 3 Services, LLC, Level 3 Colorado, LLC (n/k/avel 3 Colorado, Inc.) and Broadwing
Corporation (attached as Annex A to the proxy stetet/prospectus included in the registrant’s
Registration Statement on Form S-4 (333-138462pfimorated by reference to Exhibit 2.1 to the
Registrant’s Registration Statement on Form S-8{B33462)). (Exhibit 10.1 to the Registrant’s
Current Report on Forr-K/A dated November 27, 200¢

Registration Agreement, dated December 28, 2006ngrhevel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneBénith Incorporated, Morgan Stanley & Co.
Incorporated, Credit Suisse Securities (USA) LL@igBoup Global Markets Inc. and Wachovia
Capital Markets, LLC relating to Level 3 Financirgc.'s 9.25% Senior Notes due 2014 (Exhibit 4.1
to the Registra’'s Current Report on Forn-K dated December 28, 2001

Exchange Agreement, dated as of January 11, 2@8@h@Level 3 Communications, Inc.,
Southeastern Asset Management, Inc., on behat$ adfvestment advisory clients, and Legg Mason
Opportunity Trust, a series of Legg Mason Investimienst, Inc. (Exhibit 10.1 to the Registrant’s
Current Report on Formr-K dated January 17, 200°

Registration Agreement, dated February 14, 200pngn.evel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneGéith Incorporated, Credit Suisse Securities
(USA) LLC, Citigroup Global Markets Inc., Morganag®iey & Co. Incorporated and Wachovia
Capital Markets, LLC relating to Level 3 Financirge.’s Floating Rate Senior Notes due 2015
(Exhibit 4.3 to the Registra’'s Current Report on Forn-K dated February 20, 2007

Registration Agreement, dated February 14, 2006ngnhevel 3 Communications, Inc., Level 3
Financing, Inc. and Merrill Lynch, Pierce, FenneGéith Incorporated, Credit Suisse Securities
(USA) LLC, Citigroup Global Markets Inc., Morganag®iey & Co. Incorporated and Wachovia
Capital Markets, LLC relating to Level 3 Financirge.’s 8.75% Senior Notes due 2017 (Exhibit 4.4
to the Registra’'s Current Report on Forn-K dated February 20, 200"

Statements re computation of rati

List of subsidiaries of the Compar
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23

311
31.2
32.1

32.2

Consent of KPMG LLP
Rule 13i-14(a)/15¢-14(a) Certification of the Chief Executive Offici
Rule 13i-14(a)/15+-14(a) Certification of the Chief Financial Offict

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbar- Oxley Act of 2002

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbar- Oxley Act of 2002
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, thereduolp authorized, this ¥ day of March, 2007.

LEVEL 3 COMMUNICATIONS, INC.
By: /s/ JAMES Q. CROWI

Name: James Q. Crov
Title: Chief Executive Office

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélptihe following persons on behalf
of the registrant and in the capacities and ordites indicated.

/s/l WALTER SCOTT, JR Chairman of the Board March 1, 2007
Walter Scott. Jr
/s JAMES Q. CROWI Chief Executive Officer and Director March 1, 2007
James Q. Crow
/s/ SUNIT S. PATEL Group Vice President and Chief Financial Officer March 1, 2007
Sunit S. Pate (Principal Financial Officer)
/s/ ERIC J. MORTENSE! Senior Vice President and Controller (Principal March 1, 2007
Eric J. Mortense Accounting Officer)
/s JAMES O. ELLIS, JR Director March 1, 2007
James O. Ellis, J
/s/ RICHARD R. JARO¢ Director March 1, 2007
Richard R. Jaro
/s/ ROBERT E. JULIAN Director March 1, 2007
Robert E. Juliat
/s/ ARUN NETRAVALI Director March 1, 2007
Arun Netravali
/s/ JOHN T. REEL Director March 1, 2007
John T. Reel
/sl MICHAEL B. YANNEY Director March 1, 2007

Michael B. Yanne)

/s/ ALBERT C. YATES Director March 1, 2007
Albert C. Yates
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Report of Independent Registered Public Accountindrirm

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

We have audited the accompanying consolidated balsineets of Level 3 Communications, Inc. and slidréés as of December 31, 2(
and 2005, and the related consolidated stateménfseoations, cash flows, changes in stockholdegsity (deficit), and comprehensive loss
each of the years in the three-year period endegber 31, 2006. These consolidated financialrstatés are the responsibility of the
Company’s management. Our responsibility is to egpran opinion on these consolidated financiatstants based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighamio(United States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemenielhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all materégpects, the financial position of Level
3 Communications, Inc. and subsidiaries as of Déegr1, 2006 and 2005, and the results of theiratipes and their cash flows for each of
the years in the three-year period ended Decenthe20®6, in conformity with U.S. generally accepéedounting principles.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the
effectiveness of Level 3 Communications, Inc.’®in&l control over financial reporting as of DecemB1, 2006, based on criteria established
in Internal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatifriee Treadway Commission (COSO), and
our report dated March 1, 2007 expressed an urfepgatipinion on managemestassessment of, and the effective operation w&firial contro
over financial reporting.

/s/ KPMG LLP

Denver, Colorado
March 1, 2007
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Report of Independent Registered Public Accountindrirm

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

We have audited management’s assessment, inclodkd accompanying Management’s Report on IntéZoakrol Over Financial
Reporting, that Level 3 Communications, Inc. mdired effective internal control over financial refig as of December 31, 2006, based on
criteria established imternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatiodribe Treadway
Commission (COSO). Level 3 Communications, Inc.anagement is responsible for maintaining effedtiternal control over financial
reporting and for its assessment of the effectigerd internal control over financial reporting.r@asponsibility is to express an opinion on
management’s assessment and an opinion on theiedfeess of the Company’s internal control oveafiaial reporting based on our audit.

We conducted our audit in accordance with the statedof the Public Company Accounting Oversighti8d&nited States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetigfenternal control over financial
reporting was maintained in all material respe©tst audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahdhating the design and operating effectivenessitgirnal control, and performing such
other procedures as we considered necessary @irtlenstances. We believe that our audit providesagonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablessssuregarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thagi€ithin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabsurance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢tmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepracedures may deteriorate.

In our opinion, management’s assessment that L@Immunications, Inc. maintained effective intéotatrol over financial reporting
as of December 31, 2006, is fairly stated, in atenial respects, based on criteria establishéuténnal Control—Integrated Framewoi&suec
by the Committee of Sponsoring Organizations offtteadway Commission (COSO). Also, in our opinibaeyel 3 Communications, Inc.
maintained, in all material respects, effectiveinal control over financial reporting as of Decem®1, 2006, based on criteria established in
Internal Contro—Integrated Frameworlssued by the Committee of Sponsoring Organizatifrtee Treadway Commission (COSO).

Level 3 Communications, Inc. acquired ICG Commutidces, Inc. on May 31, 2006; Telcove, Inc. on J2dy 2006; and Looking Glass
Networks Holding Co., Inc. on August 2, 2006. Mammgnt excluded from its assessment of Level 3 Cameations, Inc's internal control
over financial reporting as of December 31, 2086sé acquired businesses’ internal control ovanfifal reporting associated with total assets
of $1.3 billion and total revenues of $246 millimluded in the consolidated financial statemefitsewel 3 Communications, Inc. and
subsidiaries as of and for the year ended DeceBther
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2006. Our audit of internal control over finanaiaporting of Level 3 Communications, Inc. also exied an evaluation of the internal control
over financial reporting of ICG Communications, .JnEelcove, Inc., and Looking Glass Networks Ho{d®o., Inc.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the
consolidated balance sheets of Level 3 Communitsitimc. as of December 31, 2006 and 2005, ancethted consolidated statements of
operations, cash flows, changes in stockholdensitggdeficit), and comprehensive loss for eaclthef years in the three-year period ended
December 31, 2006, and our report dated March @7 28pressed an unqualified opinion on those caleted financial statements.

/s/ KPMG LLP

Denver, Colorado
March 1, 2007
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
For each of the three years ended December 31, 2006

Revenue
Communication:
Coal mining
Total revenue
Costs and Expenses (exclusive of depreciation amaitezation shown separate
below):
Cost of revenue
Communication:
Coal mining
Total cost of revenu
Depreciation and amortizatic
Selling, general and administrati
Restructuring and impairment charg
Total costs and expenses
Operating Los:
Other Income (Expense
Interest incomt
Interest expens
Gain (loss) on early extinguishment of debt,
Other, ne
Total other income (expense)
Loss from Continuing Operations Before Income Te
Income Tax Expense
Loss from Continuing Operatiol

Discontinued Operation
Income from discontinued operatic
Gain on sale of discontinued operatit

Income from Discontinued Operations

Net Loss

Earnings (Loss) Per Share of Common Stock (Basidziluted):
Loss from Continuing Operatiol
Income from Discontinued Operations
Net Loss

2006 2005 2004
(dollars in millions, except per
share data)

$3,311 $1,64F $1,68F
67 74 91
337¢ 1,71  1,77¢€
1,46C 463 436
57 53 67
1,517 516 503
730 647 671
1,25¢ 769 822
13 23 14
3516 1058 2,01C
(140) ~ (236)  (234)
64 35 13
(648)  (530)  (485)
(83) — 197
19 29 32
(648) _ (466) _ (243)
(788) ~ (702) ~ (477)
(2) (5) 1)
(790) ~ (707) _ (479)
13 20 20
33 49 —
46 69 20

$ (744) $ (638) $ (458)

$(0.79 $(1.01) $(0.70)
05 010  0.03
$(0.74) $(0.91) $(0.67)

See accompanying notes to consolidated financissents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, 2006 and 2005

Assets
Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Receivables, less allowances for doubtful accooh$i7 and $17, respective
Current assets of discontinued operati
Other
Total Current Assets
Property, Plant and Equipment, |
Marketable Securitie
Restricted Cash and Securit
Goodwill and Other Intangibles, n
Noncurrent Assets of Discontinued Operati
Other Assets, net
Total Assets

Liabilities and Stockholde’ Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debi
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Current liabilities of discontinued operatic
Other
Total Current Liabilities

Long-Term Debt, less current portic
Deferred Revenu
Other Liabilities

Commitments and Contingenci
Stockholder’ Equity (Deficit):

Preferred stock, $.01 par value, authorized 100@@shares: no shares outstanc
Common stock, $.01 par value, authorized 2,2500@@shares: 1,178,423,105 outstanding

in 2006 and 817,767,818 outstanding in 2
Additional paic-in capital
Accumulated other comprehensive income (It
Accumulated deficit
Total Stockholders’ Equity (Deficit)
Total Liabilities and Stockholders’ Equity (Defigit

See accompanying notes to consolidated financigsents.
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2006 2005

(dollars in millions,

except per share
data)

$ 1681 $ 379

235 176
46 34
326 392
— 597
101 92

2,38¢ 1,67C
6,46¢ 5,632

— 234
90 75
919 201
— 264
128 111

$ 9994 $ 8,277

$ 391 $ 367

5 —

92 79
143 102
142 199
— 539
156 137
929 1,427
7,357 6,023
753 737
581 570
12 8
9,308 7,75¢
4) (51)
(8,939 (8,192
374 (476)

$ 9,994 $ 8,277




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For each of the three years ended December 31, 2006

Cash Flows from Operating Activitie
Net Loss
Income from discontinued operatic
Loss from continuing operations
Adjustments to reconcile loss from continuing ofierss to net cas

provided by (used in) operating activities of canthg operations

Depreciation and amortizatic

(Gain) loss on debt extinguishments,

Loss on impairment

Gain on sale of property, plant and equipment, Comaealth Telephon
shares and other ass

Non-cash compensation expense attributable to stockda

Deferred revenu

Amortization of debt issuance co

Accreted interest on lo-term debt discour

Accrued interest on loi-term debt

Change in working capital items net of amounts aegqu
Receivable:
Other current asse
Payable:
Other current liabilitie:

Other

Net Cash Provided by (Used in) Operating Activitt€ontinuing
Operations

Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketaloigrgies
Purchases of marketable securi
Decrease (increase) in restricted cash and sexjnite!
Capital expenditure
Advances (to) from discontinued operations,
Acquisitions, net of cash acquired, and investm
Proceeds from sale of discontinued operationspihedsh solc
Proceeds from sale of Commonwealth sh
Proceeds from sale of property, plant and equipysertt other

investment
Net Cash Used in Investing Activiti

(continued)

2006 2005 2004
(dollars in millions)
$(744) $(638) $(458)
(46) (69) (20)
(790)  (707) (479
730 647 671
83 — (97
8 9 —
(7) (9) (30)
84 51 43
(53) (121)  (66)
19 16 16
38 33 75
32 30 (27)
131 3 (6)
8 (15) 13
(23) (120 (16)
(32) (26) (117
() a7 3)
221 (118) (122
280 584 70
(98) (648)  (410)
(21) (4) 21
(392) (300) (272
18 13 7
(749) (379)  (69)
307 82 —
— — 41
7 11 19
$(648) $(641) $(593)

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
For each of the three years ended December 31, 2006

2006 2005 2004
(dollars in millions)

Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c $ 2256 $943 $ 985
Payments on and repurchases of ltergr debt, including current portion a
refinancing cost (2,212¢) (230) (1,027)
Equity offering 543 — —
Net Cash Provided by (Used in) Financing Activit 1,68¢ 813 (42)
Discontinued Operations (Revi—See Note 1)
Net cash provided by (used in) discontinued opegedictivities (20) (5) 58
Net cash used in investing activiti (23) (22) 4)
Net cash used in financing activiti — (1) (D)
Effect of exchange rates on cash and cash equigalen — (4) 3
Net Cash Provided by (Used in) Discontinued Opena (43) (32) 56
Effect of Exchange Rates on Cash and Cash Equigalen 10 (13) 15
Net Change in Cash and Cash Equival 1,22¢ 9 (686)
Cash and Cash Equivalents at Beginning of Y
Cash and cash equivalents of continuing opera 379 338 1,08C
Cash and cash equivalents of discontinued opeg 73 105 49

Cash and Cash Equivalents at End of Y

Cash and cash equivalents of continuing operations $1681 $379 $ 338
Cash and cash equivalents of discontinued opegation $ — $ 73 $ 105
Supplemental Disclosure of Cash Flow Informati
Cash interest pai $ 559 $451 $ 421
Income taxes pai — — 11
Noncash Investing and Financing Activiti
Common stock issued for acquisitic $ 904 $313 $ —
Amendment and restatement of $730 million credieamen 730 — —
Long-term debt issued in exchange transac 619 — —
Long-term debt retired in exchange transac 692 — —
Settlement of debt obligation and current liak@ktiwith restricted securitit — 13 —
Decrease in deferred revenue related to acquisi 10 2 —

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)
For each of the three years ended December 31, 2006

Accumulated

Additional Other
Common Comprehensive  Accumulated
Paid-in
Stock Capital Income (Loss) Deficit Total
(dollars in millions)
Balances at December 31, 2( $7 $7,36C $ (90) $(7,09¢) $ 181
Common Stock
Stock plan grant — 22 — — 22
Shareworks pla — 34 — — 34
401(k) plan — 17 — — 17
Convertible Note Hedge and Warrant (See
Note 15) — (62) — — (62)
Net Loss — — — (458) (458)
Other Comprehensive Income = — 109 — 109
Balances at December 31, 2( 7 7,371 19 (7,554) (157)
Common Stock
WilTel acquisition 1 312 — — 313
Stock plan grant — 37 — — 37
Shareworks pla — 24 — — 24
401(k) plan — 15 — — 15
Net Loss — — — (638) (638)
Other Comprehensive Loss = — (70) — (70)
Balances at December 31, 2( 8 7,75¢ (51) (8,192) (476)
Adjustment for EITF No. 04-6 = — — (3) (3)
Adjusted balances at December 31, 2 8 7,75¢ (51) (8,195) (479)
Common Stock
Acquisitions 2 902 — — 904
Equity offering, net of offering cos 2 541 — — 543
Stock plan grant — 60 — — 60
Shareworks pla — 25 — — 25
401(k) plan — 18 — — 18
Net Loss — — — (744) (744)
Other Comprehensive Incor = — 47 — 47
Balances at December 31, 2006 $12 $9,30¢5 $ (4) $(8,93¢) $ 374

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
For each of the three years ended December 31, 2006

2006 2005 2004
(dollars in millions)

Net Loss $(744) $(638) $(459)
Other Comprehensive Income (Loss) Before Incomees:
Foreign currency translation income (loss 45 (72) 29
Unrealized holding gains (losses) on marketablétggecurities and othe
arising during perior 1) 1) (2)
Reclassification adjustment for losses includeddahloss 3 3 82
Other Comprehensive Income (Loss), Before Income3a 47 (70) 109
Income Tax Benefit Related to Items of Other Cormpresive Income (Loss) — — —
Other Comprehensive Income (Loss), Net of Incomee$ 47 (70) 109
Comprehensive Loss $(697) $(708) $(349

SUPPLEMENTARY STOCKHOLDERS' EQUITY (DEFICIT) INFORM ATION

Net Foreign
Currency
Translation
Adjustment Other Total
(dollars in millions)
Accumulated other comprehensive income (Ic
Balance at December 31, 2C $ (84) $ (6) $ (90)
Change _134 _(25) _109
Balance at December 31, 2004 50 (31) 19
Change _(69) @ _(@9)
Balance at December 31, 2005 (19) (32) (51)
Change __ 48 Y] 47
Balance at December 31, 2006 $ 29 $(33) $ @4

See accompanying notes to consolidated financisents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include tioants of Level 3 Communications, Inc. and sulasiés (the “Company” or “Level 3"
in which it has control, which are enterprises @ity engaged in communications and coal mininffyfpercent-owned mining joint ventures
are consolidated on a pro rata basis. All signifidatercompany accounts and transactions have dl@amated.

On December 23, 2005, Level 3 acquired WilTel Comitations Group, LLC and its operating subsidia(i®gilTel”). In addition the
Company acquired Progress Telecom, LLC (“Progredacbm”) on March 20, 2006, ICG Communications, (fCG Communications”) on
May 31, 2006, TelCove, Inc. (“TelCove”) on July 2406 and Looking Glass Networks Holding Co., Ificooking Glass”) on August 2,
2006. The WilTel, Progress Telecom, ICG Communicetj TelCove and Looking Glass results of operatioash flows and financial position
are included in the consolidated financial stateté&om the respective dates of their acquisitideg Note 2).

On September 7, 2006, Level 3 sold Software Spegthoc. (“Software Spectrum”), the Company’s softeveeseller business, to Insight
Enterprises, Inc. (“Insight Enterprises”). On Noven 30, 2005, Level 3 sold §Structure, LLC (“(i) Structure”), Level 3's wholly owned IT
infrastructure management outsourcing subsidiatpftacrossing, Inc. (“Infocrossing”). The two bussses comprised Level 3's information
services segment. The results of operations, fiahnondition and cash flows for the Software Spettand ( )Structure businesses have b
classified as discontinued operations in the cadatdd financial statements and related footnaieslf periods presented in this report (See
Note 3).

Communications

The Company’s communications business providesacdorange of integrated communications servicesaoily in the United States and
Europe as a facilities-based provider (that isscvider that owns or leases a substantial porticheproperty, plant and equipment necessary
to provide its services). The Company has credtedugh a combination of construction, purchaselaasing of facilities and other assets, an
advanced international, end-to-end, facilities-bdasemmunications network. The Company has buill, @ntinues to upgrade, the network
based on optical and Internet Protocol technologiesder to leverage the efficiencies of thesémetogies to provide lower cost
communications services.

Revenue for communications services, includinggigvine, wavelengths, colocation, Internet acamssiaged modem, voice, video and
dark fiber, is recognized monthly as the servigesprovided based on contractual amounts expeetbd tollected. Management establishes
appropriate revenue reserves to address, wherificigu, circumstances that at the time servicesrandered, collection is not reasonably
assured either due to credit risk, the potentiabfting disputes or other reasons. Reciprocal pensation revenue is recognized only when an
interconnection agreement is in place with anotiaerier.

Certain sale and long-term indefeasible right & asIRU agreements of dark fiber and capacityregeired to be accounted for in the
same manner as sales of real estate with propapsovements or integral equipment. This accourttiegtment results in the deferral of the
cash that has been received and the recogniticevefiue ratably over the term of the agreementéatly up to 20 years).
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Termination revenue is recognized when a custonsepdtinues service prior to the end of the contpaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revesa¢so recognized when customers are
required to make termination penalty payments teel 8 to settle contractually committed purchaseants that the customer no longer
expects to meet or when a customer and Level 3jdiage a contract under which Level 3 is no longaigated to provide services for
consideration previously received and for whicheraye recognition has been deferred. Terminatioema® is reported in the same manner as
the original service provided, and amounted to $®lllion, $133 million and $113 million and in 2008005 and 2004, respectively (See
Note 4).

The Company is obligated under dark fiber IRUs atiér capacity agreements to maintain its networfficient working order and in
accordance with industry standards. Customersldigated for the term of the agreement to pay Hieirtallocable share of the costs for
operating and maintaining the network. The Compaapgnizes this revenue monthly as services argdqeo.

Level 3’s customer contracts require the Companpéet certain service level commitments. If
Level 3 does not meet the required service levtetsay be obligated to provide credits, usuallytia form of free service, for a short period of
time. The original services that resulted in thedis are not included in revenue and, to dateg Ima¢ been material.

Cost of revenue for the communications businedsidles leased capacity, right-of-way costs, acchasges and other third party costs
directly attributable to the network, but excludiepreciation and amortization and related impaitregpenses. The Company also includes in
communications cost of revenue the satellite trandpr lease costs, the package delivery costshenblank tape media costs attributable to its
video distribution business.

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

In determining the amount of the cost of netwonviee expenses and related accrued liabilitiegfiect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing cactiual requirements for submitting
these disconnect notices and disputes to the prpwitthe network services, and compliance witlnitsrconnection agreements with these
carriers. Significant judgment is required in estiimg the ultimate outcome of the dispute resolupioocess, as well as any other amounts that
may be incurred to conclude the negotiations dfeseny litigation. Actual results could vary fraire estimated amounts accrued for disputes.

Although it has not done so recently, the Compaay periodically enter into agreements to acquitevaek assets from other
telecommunications service carriers. These camig in turn acquire network assets from Levelfan§actions in which Level 3 transfers
network assets to and acquires network assetstirersame third party at or about the same timeedeered to as “contemporaneous
transactions.” These transactions would generalyelsorded as non-monetary exchanges of similaetsaasbook value, as these transactions
do not represent the culmination of an earningsgs®. Contemporaneous transactions do not reghi irecognition of revenue. Net cash or
other monetary assets paid or received in conteamgous transactions are recorded as an adjustontir@ book value of the transferred
property. The adjusted book value becomes the iogrisalue of the transferred property, plant andiggent. The Company did not enter into
these types of agreements during the three yedesdddecember 31, 2006. Beginning January 1, 206@6Cbmpany measures non-monetary
assets exchanges at fair value in accordance Witt8No. 153, “Exchanges of Non-Monetary AssetsSHAS No. 153”).
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Concentration of Credit Risk

The Company provides communications services taa vange of wholesale and enterprise customergjirg from well capitalized
national carriers to smaller, early stage compaifiee Company has in place policies and procedoresview the financial condition of
potential and existing customers and concludesabiictibility of revenue and other out-of-pocleaipenses is probable prior to the
commencement of services. If the financial conditid an existing customer deteriorates to a poimtng payment for services is in doubt, the
Company will not recognize revenue attributabléghit customer until cash is received. As a reduth® WilTel acquisition in 2005 and the
Progress Telecom, ICG Communications, TelCove araking Glass acquisitions in 2006, the total numifezsustomers increased to
approximately 18,000 at December 31, 2006. A sicgnift portion of WilTel’s revenue is attributabe $BC Services, Inc., a wholly owned
subsidiary of AT&T Inc. (“SBC”) and as a result,alto the credit worthiness of SBC, the Company ada¢believe its overall credit risk has
increased significantly. The policies and proceddoe reviewing the financial condition and recagng revenues of these additional custor
related to the acquisitions remained consisterit thibse described above. The Company has fromttirime entered into agreements with
value-added resellers and other channel partneesitdh consumer and enterprise markets for voiséces. The Company has policies and
procedures in place to evaluate the financial domdof these resellers prior to initiating servioethe final customer. The Company is not
immune from the effects of the downturn in the caiminations industry; however, management beliehesoncentration of credit risk with
respect to receivables is mitigated due to theed@pn of the Company’s customer base among diffénelustries and geographic areas and
remedies provided by the terms of contracts artdts®a

A significant portion of Level 3's communicationsrgice revenue was concentrated among a limitecbeuiwf customers through the end
of 2006. Revenue attributable to AT&T Inc. and sdiasies, including SBC Communications, Bell So@bmmunications and Cingular
Wireless (assuming those companies were subsigliftmiaall of 2006), amounted, on an aggregate pasibl.1 billion for the year ended
December 31, 2006, representing approximately 3@epé of consolidated revenue for the year anddkided within the Communications
segment in the consolidated statements of opemtfenior to the acquisition of WilTel in Decemb&03, AT&T Inc. and subsidiaries was not
a significant customer of the Company. Revenue ffame Warner Inc. and subsidiaries, including AroarOnline, amounted, on an aggre(
basis, to $220 million, $288 million and $374 naillifor the years ended December 31, 2006, 2002004, respectively, representing
approximately 7 percent, 8 percent and 10 perdectresolidated revenue for the respective yearssamtluded within the Communications
segment in the consolidated statements of opert®iven the expected reduction in the SBC ConBactices revenue and the overall
increase in revenue from acquisition activity cartcation of revenue among a limited number of corgtrs is expected to be reduced in per
subsequent to 2006. However, if Level 3 would lose or more major customers, or if one or more majstomers significantly decreased its
orders for Level 3 services, the Company’s commatioas business would be materially and adverdédgtad.

The Company’s DSL aggregation services were prignprovided to a single customer on an exclusivedim certain markets, which
exclusivity expired at the end of the first quadé2005. The customer completed the migrationéxisting DSL customers to its own
network during the third quarter of 2005

Discontinued Information Services

On September 7, 2006, Level 3 sold Software Spegthuc. (“Software Spectrum”), the Company’s softeveeseller business, to Insight.
On November 30, 2005, Level 3 sold)Structure, Level 3's wholly owned IT infrastructumanagement outsourcing subsidiary to
Infocrossing. The two businesses comprised Lewv@lrBbrmation services segment. The results ofatpmrs, financial condition and cash
flows for the Software Spectrum and)Structure businesses have been classified asntiisaed
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operations in the consolidated financial statemantsrelated footnotes for all periods presentadisreport (See 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 under ceitainding programs permit Software Spectrum to reizegonly a service fee paid by the
software publisher as revenue, or on a “gross”shiasivhich case the Company recognizes the fullevaf the software sold as revenue.
Accounting literature provides guidance to enaloimpanies to determine whether revenues from thedlireg of goods and services should be
recorded on a “gross” or “net” basis. The Compagleles that the facts and circumstances, partigutaose involving pricing and credit risk
indicate that the majority of Software Spectrundkes should be recorded on a “gross” basis. Thtedatand ability of Software Spectrum to
establish the selling price to the customer isnaportant indication of “gross” revenue reportingpeTassumption of credit risk is another
important factor in determining “gross” versus “hetporting. Software Spectrum has the responsjtili pay suppliers for all products
ordered, regardless of when, or if, it collectsririds customers. Software Spectrum is also sodpansible 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 are prio#léd and collected directly by Microsoft. In 2Q0&veral other suppliers, for whom
Software Spectrum resells products and servicgmrbadopting this type of program. Software Spectwill continue to provide sales and
support services related to these transactionsvdhearn a service fee directly from the softwarglishers 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 i62Mas experienced an increase in the
level of sales under these new programs and maregerrpects further adoption of agency licensirag@ms in the future. If Microsoft and
other software publishers are able to successiulyement and sell a significant amount of softwaneler this program, or it is determined"
the accounting for reselling of the software shcagdecorded on a “net” basis, the Company mayrépee a significant decline in
information services revenue, but will also expeciea comparable decline in cost of revenue.

Microsoft is the primary provider of business safte/to the Company’s Software Spectrum businedsicifosoft should successfully
implement programs for the direct sale of softwhreugh volume purchase agreements or other amaengfs intended to exclude the
distribution or resale channel, Software Spectrumessilts of operations would be materially and askly affected.

In 2005, Microsoft notified Software Spectrum obposed changes to Microsoft’s sales agency prograich, after being finalized by
Microsoft, went into effect for customer contraetgered into after July 1, 2006. All contracts ctetgd prior to July 1, 2006, were
grandfathered under the previously existing sadesay program. Under the revised program for agéyyoy sales as currently drafted, the
number of performance metrics against which Sofv&pectrum is measured and the standard of penfimenan those metrics are expected to
increase. Based on a preliminary evaluation of b#oft’s proposed program changes, Software Speatsoacts that the amount of agency
fees it earns from Microsoft will be reduced oves three-year period in which it is implementedelo the grandfathering of existing sales
agency program sales, however, Software Spectrticigates that the program changes will not has@aificant effect on Software
Spectrum’s results of operation or financial pasitin 2006.

Revenue is recognized from software sales at the tif product shipment, or in accordance with #mg of licensing contracts, when -
price to the customer is fixed, and collectibilgyreasonably assured. Revenue from maintenandeactmis recognized when invoiced, the
license period has commenced, when the price touk®mer is fixed, and collectibility is reasonabssured, as Software Spectrum has

F-14




no future obligations associated with future perfance under these maintenance contracts. Advatiogdiare recorded as deferred revenue
until services are provided.

Cost of revenue for Software Spectrum includesctlicests of the licensing activity and costs tochase and distribute software. The
costs directly attributable to advance billings deéerred and included in other current and nomeurassets in the consolidated balance sheet.
Rebate income received from software publishersdegnized as a reduction of cost of revenue ip#@d in which the rebate is earned
based on a systematic allocation of the total e2lvatome considered probable of being realized.

Concentration of Credit Risk

The Company’s customer base consists of severasémal accounts including corporations, governmgemeies, educational institutions,
nonprofit organizations and other business entiti@s.the year ended December 31, 2005, no singlemestrepresented more than 10 pel
of information services revenue.

Coal Mining

Historically, coal sold by Level 3's coal miningexations has been sold primarily under long-termtrazts with public utilities, which
burn coal in order to generate steam to produczradity. A substantial portion of Level 3's coawenue was earned from long-term contracts
during 2006, 2005 and 2004. The remainder of L8i&ekales are made on the spot market. Costs ehtevrelated to coal sales include costs
of mining and processing, estimated reclamatiotsgogyalties and production taxes.

The long-term contracts for the delivery of coahéfish the price, volume, and quality requiremexitshe coal to be delivered. The
contracts also contain provisions for periodic @rdjustments through the use of indices for iteuth as materials, supplies and labor. Other
portions of the price are adjusted for changesadpction taxes, royalties and changes in costtaluew legislation or regulation. These
contractual adjustments are recognized in reveaukeachanges occur and become billable to themess.

The terms and conditions of the long-term contrgetserally require the customer to meet annuakraottal commitments. Thus, the
customer has the ability to defer or acceleraté slipments during the year to meet its requireseRévenue under these contracts is
recognized when coal is actually shipped to theéoensr.

Concentration of Credit Risk

Level 3’s coal sales contracts are concentrated with desedric utility and industrial companies. In teeent that these customers do
fulfill contractual responsibilities, Level 3 coupdirsue the available legal remedies.

Selling, General and Administrative Expenses

Selling, general and administrative expenses irchalaries, wages and related benefits (includimgaash charges for stock based
compensation), property taxes, travel, insurare, contract maintenance, advertising and otheirdidtrative expenses. Selling, general and
administrative expenses also include network rdlat@enses such as network facility rent, utilises maintenance costs.

Advertising Costs

Level 3 expenses the cost of advertising as induskevertising expense is included as a componkesglting, general and administrative
expenses in the accompanying consolidated statsroénperations.
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Advertising expense was $8 million, $6 million a7 million for the years ended December 31, 2Q@005 and 2004, 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 emptmyapensation using a fair value based method pat$a&SFAS No. 123
“Accounting for Stock-Based Compensation” (“SFAS.N&3") since 1998. For the years ended Decemhe2®I5 and 2004, the Company
recognized expense using the accelerated vestitippdmogy of FASB Interpretation No. 28 “Accountifay Stock Appreciation Rights and
Other Variable Stock Option or Award Plans” (“FII8"2 (See Note 15). Beginning January 1, 2006, L&vatiopted the provisions of SFAS
No. 123R,"Share-Based Payment” (“SFAS No. 123R"). Under SB¥S 123R, the Company separates each award istmgdranches and
recognizes expense for each tranche over the ggstinod in the same manner as under FIN 28. Thptamh of SFAS No. 123R did not have
a material effect on the Company’s financial positor results of operations.

Depreciation and Amortization

Property, plant and equipment are recorded at Begireciation and amortization for the Companyspgrty, plant and equipment are
computed on straight-line and accelerated (fora@etoal assets) methods based on the followinfylibees:

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

During 2006, Level 3 determined that the perioekipects to use its existing fiber and certain emeipt is longer than the remaining us
lives as originally estimated. As a result, the @any extended the depreciable life of its exisfibgr from 7 years to 12 years, its existing
transmission equipment from 5 to 7 years and itstiey IP equipment from 3 years to 4 years.

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

Depletion on mineral properties is provided on #sdof-extraction basis determined in relation ¢t@lccommitted under sales contracts.
The Companys coal mining business does not use its coal resstimates for purposes of depletion but, rathegsletes the properties over
estimated recoverable tons of coal that are reduade delivered under existing coal contracts.

Earnings (Loss) Per Share

Basic earnings (loss) per share have been compsied the weighted average number of shares odis@gduring each period. Diluted
earnings (loss) per share is computed by inclutheglilutive effect of common stock that would bsued assuming conversion or exercise of
outstanding convertible notes, stock options, stiaded compensation awards and other dilutive giesuiNo such items were included in the
computation of diluted loss per share in 2006, 2008004 because the Company incurred a loss fraortintiing operations in each of these
periods and the affect of inclusion would have baetidilutive.




Trade Accounts Receivable

Trade accounts receivable are recorded at thedadamount and can bear interest. The allowancgoiabtful accounts is the Compasay’
best estimate of the amount of probable crediel®ds the Company’s existing accounts receivalibe. Company determines the allowance
based on an analysis of the aging of the accoentiwable balance. The Company reviews its allowdocdoubtful accounts quarterly. Past
due balances over 90 days and over a specified rraoel reviewed individually for collectibility. Apunt balances are charged off against the
allowance after all means of collection have bedraasted and the potential for recovery is consideemote. The Company does not have
any off-balance sheet credit exposure relatedstoustomers.

Restricted Cash and Securities

The Company classifies any cash or investmentsctiilteralize outstanding letters of credit, Idegm debt, or certain operating or
performance obligations of the Company as resttictsh. The Company also classifies cash or inagsmwestricted to fund certain
reclamation liabilities as restricted cash. Thesification of restricted cash on the consoliddialdnce sheet as current or noncurrent is
dependent on the duration of the restriction aedotirpose for which the restriction exists.

Long-Lived Assets

The Company segregates identifiable intangibletass&uired in an acquisition from goodwill. In aotance with SFAS No. 142,
“Goodwill and Other Intangible Assets” (“SFAS Nal2l'), goodwill is no longer amortized, and is e\atkd for impairment at least annually.

Other intangible assets primarily include custopuertracts, customer relationships and technologyiaed in business combinations. 1
intangible assets with estimated useful lives aneréized on a straight-line basis over the expeptibd of benefit which ranges from 2 to
15 years. Certain intangibles acquired in the Wilirel TelCove transactions have an indefinite lifieaccordance with SFAS No. 142, the
Company evaluates its indefinite lived intangibdsets for impairment annually or as circumstanbesge that could affect the recoverability
of the carrying amount of the assets.

The Company at least annually, or as events ouristances change that could affect the recovetabiiithe carrying value of its long-
lived assets, conducts a comprehensive revieweotalnrying value of its assets to determine ifdaeying amount of the assets are recovet
in accordance with SFAS No. 144 “Accounting for thgpairment or Disposal of Long-lived Assets.” Thewiew requires the identification of
the lowest level of identifiable cash flows for pases of grouping assets subject to review. Thmat of undiscounted cash flows includes
long-term forecasts of revenue growth, gross margird capital expenditures. All of these items iregsignificant judgment and assumptions.
An impairment loss may exist when the estimatedaswdinted cash flows attributable to the assetteasethan their carrying amount. If an
asset is deemed to be impaired, the amount ofrtpairment loss recognized represents the excabe afsset’s carrying value as compared to
its estimated fair value, based on managementisygssons and projections.

For purposes of this review, Level 3 has histolyca¢parately evaluated colocation facilities, agriadditional conduits and its
communication network (including network equipméifiter, conduits and customer premise equipmenthese were the lowest levels with
separately identifiable cash flows for the groupifigssets. Beginning in 2006, the Company stogpetlating colocation assets separately
and began including them in the communications agtwgrouping due to changes in the nature of tisé daws from the delivery of
colocation services. The majority of the Compamgkcation customers now purchase other servicesnjunction with their colocation
services thereby reducing the independence of abtotservices cash flows from other services.ddition, the percentage of colocation sp
used to support the communications network asseiricaeased over time.
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Management'’s estimate of the future cash flowdbaitable to its long-lived assets and the fair eadfiits businesses involve significant
uncertainty. Those estimates are based on managisrassumptions of future results, growth trends iadustry conditions. The impairment
analysis of londived assets also requires management to makerceubjective assumptions and estimates regartimgxtpected future use
certain empty conduits included in the network agseup and the expected future use of certain yrqduit evaluated for impairment
separately from the network asset group.

Accounting for Asset Retirement Obligations

The Company follows the policy of providing an aadrfor reclamation of mined properties in accoawith SFAS No. 143,
“Accounting for Asset Retirement Obligations” (“SBEANo. 143"), based on the estimated total coseéstoration of such properties to meet
compliance with laws governing surface mining. Thestimated costs are calculated based on thetegipfeture risk adjusted cash flows to
remediate such properties discounted at afreskrate. The Company also provides an accrualliigations related to certain colocation lei
and right-of-way agreements in accordance with SR&S143, based on the estimated total cost obratbn of such properties to their
original condition. These estimated obligations@ateulated based on the expected future discowasid flows using the Compasyestimate
weighted average cost of capital at the time tHigation is incurred and applying a probability @icfor conditional restoration obligations.
Changes in expected future cash flows are discdwattterest rates that were in effect at the tifnthe original estimate for downward
revisions to such cash flows, and at interest riateffect at the time of the change for upwardgiews in the expected future cash flows.

Income Taxes

Deferred income taxes are provided for the tempadéferences between the financial reporting emdiasis of the Comparg/assets ar
liabilities using enacted tax rates in effect foe year in which the differences are expecteduerse. The U.S. net operating losses not utilized
can be carried forward for 20 years to offset fatiaxable income. The majority of the foreign jditsion net operating losses not utilized can
be carried forward indefinitely. A valuation allom@e has been recorded against deferred tax aasetses Company is unable to conclude u
relevant accounting standards that it is moreyikten not that deferred tax assets will be rebleza

Comprehensive Income (Loss)

Comprehensive income (loss) includes income (lasd)other non-owner related changes in equitynadtided in income (loss), such as
unrealized gains and losses on marketable secucitissified as available for sale, foreign curyananslation adjustments related to foreign
subsidiaries, and other adjustments.

Foreign Currencies

Generally, local currencies of foreign subsidiages the functional currencies for financial repartpurposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue, expenses and cash flows are texhsising average exchange rates prevailing
during the year. Gains or losses resulting frommenway translation are recorded as a componentanfnaglated other comprehensive income
(loss) in stockholders’ equity (deficit) and in tsimatements of comprehensive loss. A significamntigo of the Company’s foreign subsidiaries
have the Euro as the functional currency, whicheeigmced significant fluctuations against the W&lar during 2006, 2005 and 2004. As a
result, the Company has experienced significamidor currency translation adjustments that aregeized as a component of accumulated
other comprehensive income (loss) in stockholdegsiity (deficit) and in the
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statement of comprehensive loss in accordanceS#H®%S No. 52 “Foreign Currency Translatioiie Company considers its investments i
foreign subsidiaries to be long-term in nature.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosum@afingent assets and liabilities at the da
the financial statements and the reported amodmssenues and expenses during the reporting pefioel most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, recovésabfllong-lived assets, useful lives of
long-lived assets, accruals for estimated liak#gitihat are probable and estimatable, cost of tevdisputes for the communications services,
unfavorable contract liabilities set up in purchaseounting and asset retirement obligations. Actgults could differ from those estimates
and assumptions.

Recently Issued Accounting Pronouncements

The FASB issued SFAS No. 153, “Exchanges of Non-®ary Assets”, which was effective for Level 3 8tag January 1, 2006. Under
SFAS No. 153, the Company will measure assets exggthat fair value, as long as the transactiorcbhasnercial substance and the fair value
of the assets exchanged is determinable withiroredse limits. A nommonetary exchange has commercial substance itithesfcash flows ¢
the entity are expected to change significantlg assult of the exchange. The adoption of SFAS188.did not have a material effect on the
Company'’s financial position or results of operati@s Level 3 is a party to a limited number of-nmmetary transactions and those
transactions have not been material.

Emerging Issues Task Force (“EITF”) Issue No. 04Agcounting for Stripping Costs Incurred duringoBuction in the Mining
Industry” (“EITF No. 04-6") establishes appropriaecounting for stripping costs incurred during pineduction phase and is effective for
fiscal years beginning after December 15, 2005FIb. 046 concludes that stripping costs incurred durirgggtoduction phase of a mine |
variable production costs that should be includethé costs of the inventory produced during th@oplethat the stripping costs are incurred.
EITF No. 04-6 further defines inventory producedraseral that has been extracted. As a resulpptrg costs related to exposed, but not
extracted mineral are expensed as incurred rathardeferred until the mineral is extracted. Thenfany’s coal mining business previously
deferred stripping costs and amortized these eagtisthe period in which the underlying coal is ednThe Company’s adoption of EITF
No. 04-6 required it to adjust by $3 million beginnindamed earnings (accumulated deficit) for the amatiprepaid stripping costs
previously deferred as of January 1, 2006.

In June 2006, the FASB issued Interpretation No."ABcounting for Uncertainty in Income Taxe#+ Interpretation of FASB Stateme
No. 109" (“FIN No. 48"). FIN No. 48 clarifies the accountj for uncertainty in income taxes recognized ireaterprise’s financial statements
in accordance with FASB Statement No. 109, “Accognfor Income Taxes.” FIN No. 48 also prescribes@gnition threshold and
measurement attribute for the financial statemecdgnition and measurement of a tax position takexxpected to be taken in a tax return that
results in a tax benefit. Additionally, FIN No. #8vides guidance on de-recognition, income statgtiassification of interest and penalties,
accounting in interim periods, disclosure, andgion. This interpretation is effective for fisgaars beginning after December 15, 2006. The
adoption of FIN No. 48 is not expected to have tena effect on the Company’s consolidated resofltsperations or financial condition.

In June 2006, the FASB ratified the consensus difrEsue No. 06-3, “How Taxes Collected from Custesrand Remitted to
Governmental Authorities Should Be Presented irlitheme Statement”
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(“EITF No. 06-3"). The scope of EITF No. 06-3 indies any tax assessed by a governmental authoaitystdirectly imposed on a revenue-
producing transaction between a seller and a cwstamd may include, but is not limited to, salesg,walue added, Universal Service Fund
("USF") contributions and some excise taxes. ThekTreorce concluded that entities should presesetkexes in the income statement on
either a gross or a net basis, based on their atiogupolicy, which should be disclosed pursuarARB Opinion No. 22, “Disclosure of
Accounting Policies.” If such taxes are significand are presented on a gross basis, the amouthtssef taxes should be disclosed. The
consensus on EITF No. 06-3 will be effective faeiim and annual reporting periods beginning d@tecember 15, 2006. The Company
currently records USF contributions on a grossdiasits consolidated statements of operationsrdxdrds sales, use, value added and excise
taxes billed to its customers on a net basis indtsolidated statements of operations. The adopfil TF No. 06-3 is not expected to have a
material effect on the Company’s consolidated tesafl operations or financial condition.

In September 2006, the Securities and Exchange @ssion issued Staff Accounting Bulletin (“SAB”) N&08, “Considering the Effects
of Prior Year Misstatements when Quantifying Cutréear Misstatements.” SAB No. 108 requires analgdimisstatements using both an
income statement (rollover) approach and a balaheet (iron curtain) approach in assessing maitgréaid provides for a ongme cumulative
effect transition adjustment. The Company adopt&B So. 108 for the year ended December 31, 200&. ddoption of SAB No. 108 did not
have a material effect on the Company’s resuligpefrations and financial condition.

In September 2006, the FASB issued SFAS No. 155ir WFalue Measurements,” which defines fair valestablishes a framework for
measuring fair value in generally accepted accagmirinciples, and expands disclosures about fdirermeasurements. SFAS No. 157 does
not require any new fair value measurements, mtiges guidance on how to measure fair value byigiag a fair value hierarchy used to
classify the source of the information. This statatris effective for fiscal years beginning aftesdmber 15, 2007 and interim periods within
that fiscal year. The Company is currently assesia potential effect that the adoption of SFAS Ne/ will have on its financial statements.

On December 21, 2006, the FASB issued FASB Stafitida No. EITF 00-19-2, “Accounting for Registrati Payment
Arrangements” (“FSP EITF 00-19-2"). FSP EITF 00-A8ddresses an issuer’s accounting for registradgment arrangements. FSP EITF 00-
19-2 specifies that the contingent obligation tkenfuture payments or otherwise transfer consideratnder a registration payment
arrangement, whether issued as a separate agreenmieduded as a provision of a financial instrurner other agreement, should be
separately recognized and measured in accordantieeSWAS No. 5, “Accounting for Contingencies” (“SEA0. 57). A “registration payment
arrangementfs defined as an arrangement that specifies teasguer will endeavor (1) to file a registratisatement for the resale of speci
financial instruments and/or for the resale of ggshares that are issuable upon exercise or csioveof specified financial instruments and
that registration statement to be declared effedtiwthe SEC. The arrangement requires the issuearisfer consideration to the counterparty
if the registration statement for the resale offthancial instrument or instruments subject todhengement is not declared effective or if
effectiveness of the registration statement isnmaintained. FSP EITF 00-19-2 specifies that ifttaasfer of consideration under a registration
payment arrangement is probable and can be redga@silmated at inception, the contingent liabilityder the registration payment
arrangement shall be included in the allocatioproteeds from the related financing transactiongifie measurement guidance in SFAS
No. 5. FSP EITF (-19-2 also requires certain disclosures about the tefreach registration payment arrangement, evtreifikelihood of th
issuer having to make any payments under the agraegt is remote. FSP EITF 00-19-2 is effective imdiaely for registration payment
arrangements entered into after December 21, 2006ca fiscal years beginning after December 3D&@nd interim periods within those
fiscal years, for registration payment arrangementsred into prior to the issuance of FSP EITRO®. The Company adopted FSP EITF 00-
19-2 for the
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year ended December 31, 2006. The adoption of AP B-19-2 did not have a material effect on the Comfmargsults of operations and
financial condition.

Reclassifications
Certain current and prior year amounts have begagsified to conform to the December 31, 2006 gngtion.

The Company has separately disclosed the operatvesting and financing portion of the cash flaatsibutable to its discontinued
operations for all periods presented.

(2) Acquisitions

In 2006, the Company embarked on a strategy torekjia presence in metropolitan markets and beffarirtg services to enterprise
customers through its Business Markets Group. Stingegy will allow the Company to terminate traffiver its owned facilities rather than
paying third parties to terminate the traffic. Tégansion into new metro markets should also peaititional opportunities to sell service
bandwidth intensive businesses on the Companyisnmadtand international networks. In order to expethe expansion of its metro business,
Level 3 acquired Progress Telecom, ICG CommuninatidelCove and Looking Glass in 2006. The resfltgperations attributable to each
acquisition are included in the consolidated finahstatements from the date of acquisition.

Looking Glass Acquisition: On August 2, 2006, Level 3 completed the acquisitibLooking Glass, a privately held lllinois-based
telecommunications company. The consideration pgidevel 3 consisted of approximately $13 milliondash, including $4 million of
transaction costs, and approximately 21 milliorreha@f Level 3 common stock valued at $84 millibmaddition, at the closing, Level 3 repi
approximately $67 million of Looking Glass liabiéis. The transaction purchase price is not subgeahy post-closing adjustments.

Level 3 entered into certain transactions with LingkGlass prior to the acquisition of Looking GldmsLevel 3, whereby Level 3 receiv
cash for communications services to be providatiénfuture and which was originally recognized efetred revenue. As a result of the
acquisition, Level 3 can no longer amortize thiteded revenue into earnings and, accordingly, ceduhe purchase price applied to the net
assets acquired in the Looking Glass transactidd2oyillion, the amount of the unamortized defemexenue balance on August 2, 2006.

TelCove Acquisition: On July 24, 2006, Level 3 completed the acquisitibmelCove, a privately held Pennsylvania-based
telecommunications company. Under terms of theeagemt, Level 3 paid $446 million in cash and issapproximately 150 million shares of
Level 3 common stock, valued at $623 million. Imlgidn, Level 3 repaid $132 million of TelCove debitd acquired $13 million in capital
leases in the transaction. Also, the Company féid party costs of approximately $15 million reldtto the transaction, which included cer
costs incurred by TelCove. The transaction prigeissubject to any post-closing adjustments.

Level 3 entered into certain transactions with € prior to the acquisition of TelCove by Leveliereby Level 3 received cash for
communications services to be provided in the fiamd which was originally recognized as deferesgnue. As a result of the acquisition,
Level 3 can no longer amortize this deferred reeento earnings and, accordingly, reduced the @sgelprice applied to the net assets acq
in the TelCove transaction by $3 million, the amiafthe unamortized deferred revenue balance gn23y 2006.
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ICG Communications: On May 31, 2006, Level 3 acquired all of the stoEkCG Communications, a privately held Coloradsdxh
telecommunications company, from MCCC ICG HoldingsC excluding certain assets and liabilities. Unthe terms of the purchase
agreement, Level 3 purchased ICG Communicationaricaggregate consideration consisting of appraeiin@6 million shares of Level 3
common stock, valued at $131 million, and approxetya$45 million in cash. The Company also incurcedts of less than $1 million related
to the transaction. Post-closing adjustments, pilynaorking capital and other contractual mattegsulted in additional consideration of
approximately $3 million, of which $1 million wasig in the third quarter of 2006 and $2 million wasorded as a liability at December 31,
2006 and paid in the first quarter of 2007.

Level 3 entered into certain transactions with IC@nmunications prior to the acquisition of ICG Coumitations by Level 3, whereby
Level 3 received cash for communications serviodsetprovided in the future and which was originadicognized as deferred revenue. As a
result of the acquisition, Level 3 can no longeodime this deferred revenue into earnings andyraicgly, reduced the purchase price applied
to the net assets acquired in the ICG Communicaiti@amsaction by $1 million, the amount of the uneired deferred revenue balance on
May 31, 2006.

Progress Telecom: On March 20, 2006, Level 3 completed its acdjoisiof all of the membership interests of Progreskecom from
PT Holding Company LLC (“PT Holding”) excluding ¢eain specified assets and liabilities of Progreskedom. Progress Telecom was owned
by PT Holding which is jointly owned by Progressefgy, Inc. and Odyssey Telecorp, Inc. Under theseof the purchase agreement, Level 3
purchased Progress Telecom for an aggregate perphias consisting of approximately $69 millioncash and approximately 20 million
shares of Level 3 common stock, valued at $66 onilliThe purchase price was subsequently reduc& byillion for working capital and
other contractual matters. The Company receivedheay of the $2 million adjustment in July 2006.

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

WilTel:  On December 23, 2005, the Company completeddbaisition of WilTel from Leucadia National Corption and its
subsidiaries (together “Leucadia”). The considerapaid consisted of approximately $390 milliorcash (which included a $16 million
adjustment for estimated excess working capitéls $100 million in cash to reflect Leucadia’s hycomplied with its obligation to leave
that amount of cash in WilTel, and 115 million ngudsued unregistered shares of Level 3 commorkstatued at $313 million.

The Company also incurred costs of approximatelyndiion related to the transaction. The cash pasehprice was subject to post-
closing adjustments based on actual working cagitdlother contractual items as of the closing.dat®arch 2006, Leucadia and Level 3
agreed that the purchase price for WilTel shoultreese by approximately $27 million as a resulvofking capital and other contractual post-
closing adjustments. Level 3 received payment effh7 million adjustment in April 2006.

The final valuation indicated that the fair valudite identifiable assets acquired exceeded tla ¢dbthe purchase price paid and the
liabilities assumed in the transaction. As a resh#t excess value was applied against the fairevaf the long-lived assets obtained in the
transaction. The $27 million post-closing adjustimesulted in an additional decrease in long-ligedets in the first quarter of 2006.
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Level 3 entered into certain transactions with Wilprior to the acquisition of WilTel by Level 3hareby it received cash for
communications services to be provided in the ités a result of the acquisition, Level 3 canaragler amortize this deferred revenue into
earnings and accordingly, reduced the purchase ppplied to the net assets acquired in the Wifaelsaction by $2 million, the amount of
unamortized deferred revenue balance on Decembh@0D5.

The acquisition includes all of WilTel's communiicats business and WilTel's Vyvx video transmisdimsiness. The acquisition also
includes a multi-year contract between SBC Servioe,and WilTel (“SBC Contract Services AgreemégniRecently, SBC Services, Inc.
became a subsidiary of AT&T Inc. (“AT&T") (togeth&€B8BC”) and announced its intention to migrate $leevices provided by WilTel to the
merged SBC Services, Inc. and AT&T network. Wildatd SBC amended the SBC Contract Services Agreememh through 2009. The
agreement provides a gross margin purchase commtimi&335 million from December 2005 through timel ®f 2007, and $75 million from
January 2008 through the end of 2009. SBC hadiedti268 million of the December 2005 to the eh@@07 gross margin purchase
commitment through December 31, 2006. As of Decer8he2006, the remaining minimum gross margin cament under the agreement to
be utilized in 2007 was approximately $67 milliamd $75 million from January 2008 through the eh®0®9. Originating and terminating
access charges paid to local phone companies sseg#rough to SBC in accordance with a formwadpproximates cost. Additionally, the
SBC Contract Services Agreement provides for thergant of $50 million from SBC if certain performancriteria are met by Level 3 in 2006
and 2007. The Company met the required performenitegia and recorded revenue of $25 million in @0dder the agreement. Level 3 is
eligible to earn another $25 million in 2007 ifiieets the performance criteria.

As specified in the purchase agreement with LeacalfilTel transferred certain excluded assets tachdia and Leucadia assumed ce
excluded liabilities. The excluded assets includikdash and cash equivalents in excess of $10mat closing, all marketable securities,
WilTel's headquarters building located in Tulsa,J&iloma and certain other miscellaneous assetslditi@n, WilTel assigned to Leucadia all
of its right to receive cash payments from SBClioga$236 million, pursuant to the Termination, Mat Release and Settlement Agreement,
dated June 15, 2005, among Leucadia, WilTel and. SBE excluded liabilities include all of WilTellesng-term debt obligations, WilTel's
obligations under its defined benefit pension ptartain other employee related liabilities andeottiaims. The agreement required Leucadia
to pay in full all of WilTel's obligations undersitcredit agreement and for Leucadia to release &/ftdm any obligation under the outstanding
mortgage note secured by its headquarters builtienel 3 entered into an agreement with Leucadladse a portion of the former WilTel
headquarters building in Tulsa.

ICG: On April 1, 2004, the Company acquired the whale dial access customer contracts of ICG Commatiaits, Inc. (“ICG”). The
Company agreed to pay approximately $35 millionash to acquire the contracts and related equipmianth provide dial-up Internet access
to various large customers and other leading I5Rs.terms of the agreement required Level 3 to§2bymillion at closing and additional
payments of $5 million on both July 1, 2004 anddbet 1, 2004. The purchase price was subject tbgbasing adjustments, but those
adjustments were not material. Level 3 migratedihiic from the customer contracts acquired fi@® onto its own network infrastructure
and the migration was substantially complete byethe of 2004.

Sprint : On October 1, 2004, the Company acquired thelegiate dial Internet access business of Sprint Canirations Company, L.P.
(“Sprint”). Level 3 paid $34 million in cash to agee the business, which provides dial-up Inteaggtess to leading Internet service providers
(“ISPs”) throughout the United States and agreegréwide discounted services to Sprint that wetaegat $5 million, which was accounted
for as part of the purchase price. Level 3 andrmtered into a transition services agreemerthfmigration of customers onto the Level 3
network, which Level 3 completed in the third qeamf 2005. During the migration period, until suzhe as a customer contract was assumed
or assigned,
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amounts received for services provided by Sprimeveecounted for as a reduction in purchase peagposed to revenue. The net amount
received prior to the assumption or assignmenti@de contracts totaled $5 million through Decen®iei2005 and therefore reduced the
purchase price to $29 million. With the completafrthe migration activities, Level 3 recognizegasenue, amounts received from alll
customer contracts acquired in this transactiow. rEsults of operations attributable to the Smg#ets acquired and liabilities assumed are
included in the consolidated financial statemeramfthe date of assumption or assignment of cotstrac

Purchase Price Allocatio

Under business combination accounting, the totall fourchase price for each of the acquired congsanas allocated to the net tangible
and identifiable intangible assets based on tletimated fair values as of the acquisition daté® dllocation of the purchase price was based
upon valuations performed for each acquired compé@hg valuations for the WilTel and the Progresked@m acquisitions have been finaliz
The valuations for the ICG Communications, TelCawnd Looking Glass acquisitions are in the procéfeimg finalized.

The valuations for the WilTel and Looking Glass @isgions indicated that the fair value of the assequired exceeded the total of the
purchase price paid and the liabilities assumetértransactions. As a result, the excess valmegative goodwill was applied against the fair
value of the long-lived assets in 2006. The vaaretifor the Progress, ICG Communications and TedGmyuisitions indicated that the fair
value of the assets acquired was less than thieofdtae purchase price paid and the liabilitieswesed in the transactions. As a result, the
excess purchase price was assigned to goodwildol acquisition in 2006.

Tangible and Intangible Long-Lived Assets

In performing the purchase price allocation forleacquired company, the Company considered, amibray factors, the intention for
future use of acquired assets, analyses of hisidiiancial performance and estimates of futundégueance of each acquired company’s
products. The fair value of assets was based,rinqaa valuation using either a cost, incomensdme cases market valuation approach and
estimates and assumptions provided by managemieatangible assets primarily include the real agxd@nal property used to provide
communications and video services in the case ¢F&Viln addition, tangible assets include the failue of software purchased or developed
by each company if applicable. Intangible assetsist primarily of customer relationships and the/¥trademark. Management has
established an indefinite life on the Vyvx tradeknand lives ranging from 6 to 15 years for the costr relationships.

Deferred Revenu

The fair value of deferred revenue included infthal purchase price allocation for each acquirechpany was determined based on
monthly amounts billed in advance for which sersieeuld be provided to customers in the period imtiately following acquisition. Level 3
did not record deferred revenue for long-term caets in which the acquired company had alreadyivedeconsideration from the customer as
Level 3 does not expect to incur any direct andemental costs associated with these contracts.

Current and Noncurrent Obligations

The fair value of each acquired company'’s curriafiilities was determined based on the expectell fbaws for the twelve months
following the date of acquisition. Level 3 did noesent value the cash flows as it does not expegtresent values to be significantly differ
than the gross cash flows.
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The noncurrent obligations assumed in each aciprisif applicable, have been recorded at theis@né value using an appropriate
interest rate. The Company has identified certaquaied facilities that it does not expect to aslifor the combined business. The Company
has also revalued the asset retirement obligatibaach acquired company using Level 3's weighteztage cost of capital rather than the
acquired company’s weighted average cost of capital

The unaudited financial information in the tablédwesummarizes the combined results of operatidrieweel 3 and the acquired
businesses, on a pro forma basis, as though thpardes acquired in 2005 and 2006 had been combimedithe beginning of each of the
periods presented. The pro forma financial infoforats presented for informational purposes onlgt ot indicative of the results of
operations that would have been achieved if theiaitipns had taken place at the beginning of edd¢he periods presented. The pro forma
financial information for all periods presentedlirdes the preliminary business combination accogreffect on historical revenues of the
acquired companies, adjustments to depreciaticeccgnired property, amortization charges from a@glintangible assets, restructuring costs
and acquisition costs reflected in the historitalesnents of operations for periods prior to Le8/glacquisition.

Unaudited
Pro Forma
Years ended
December 31
2006 2005
(dollars in
millions, except
per share data)

Revenue $ 367€ $  3,93¢
Loss from Continuing Operatiol (815) (661)
Income from Discontinued Operatio 46 69
Net Loss (769) (592)
Per share

Loss from continuing operatiol $ (0.70) $ (0.64)

Net loss $ (0.66) $ (0.58)
Pro Forma Weighted Shares Outstanding (in thou3i 1,157,69: 1,028,63¢

Included in the actual results and pro forma finalnoformation for the year ended December 31,28 certain amounts which affect
the comparability of the results, including netsies of $83 million as a result of the early extisgments of certain longerm debt, $11 milliol
of termination revenue, a gain of approximately $#Bion from the sale of Software Spectrum, a worke reduction charge of $5 million, &
non-cash impairment charges of $8 million that iy resulted from the decision to terminate dertaformation technology projects in the
Communications business.

Included in the actual results and pro forma finanaformation for the year ended December 31,2286 certain amounts which affect
the comparability of the results, including terntioa revenue of $133 million, a gain on the sal¢ iofStructure of $49 million, a workforce
reduction charge of $15 million, and non-cash impant charges of $9 million that primarily resulfesm the decision to terminate projects
for certain voice products in the Communicationsibess.
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The fair value of the assets acquired and theliliglsi assumed in the ICG Communications, TelCawe laooking Glass transactions are
based upon preliminary valuations as of their reipe acquisition dates after reflecting other cactual purchase price adjustments and are
subject to change due to further analysis of tisetasacquired and liabilities assumed as well tegiation plans. The fair value of assets
acquired and liabilities assumed in the WilTel &rdgress Telecom transactions are based uponladiluation after reflecting other
contractual purchase price adjustments. The féiregaof the assets acquired and the liabilitiearassl for the companies Level 3 acquired are
as follows.

G Progress ICG Managed
Looking Glass  TelCove Commlunications Telecom  WilTel  Sprint Modem
(dollars in millions)
Assets:
Cash and cash
equivalents $ 3 $ 3 $ 6 $— $ 128 $— $—
Accounts receivabl 8 23 7 3 257 — —
Other current asse 2 5 2 2 22 3 2
Property, plant and
equipment, ne 183 796 10 77 629 — —
Goodwiill — 179 127 32 — — —
Identifiable intangible asse 9 273 49 36 152 31 37
Other assets 1 — 4 — 26 — =
Total Assets 206 1,27¢ 205 150 1,214 34 39
Liabilities:
Accounts payabl 5 20 6 1 204 — —
Accrued payrol 1 6 2 1 29 — —
Other current
liabilities 9 20 10 7 61 — 4
Current portion of capital
leases — 3 — 1 — — —
Capital lease — 10 3 8 - = —
Deferred revenue—
Acquired Compan' 1 — 4 2 41 — —
Deferred revenue—
Level 3 (2) 3) (1) (4) 2) 5 —
Other liabilities 28 7 3 — 98 — =
Total Liabilities 42 63 27 16 431 _ 5 _ 4
Purchase Price $164 $1,21¢ $178 $134 $ 783 $29 $35

(3) Discontinued Operations

The Company sold the two businesses, Software &peetnd ( )Structure, that comprised Levek3hformation services segment and
presented as discontinued operations.

Software Spectrum

On September 7, 2006, Level 3 sold Software Spegthuc. to Insight, a leading provider of infornmatitechnologyroducts and service
In connection with the transaction, Level 3 recditetal proceeds of $353 million in cash, consgstifi a base purchase price of $287 million
and a working capital adjustment of approximatedg illion. The purchase price was subject to wagkiapital and certain other post-closing
adjustments. During the fourth quarter of 2006,Gleenpany paid $2 million to Insight as the finalrkiag capital adjustment. Level 3
recognized a $33 million gain on the transactiothinthird quarter of 2006 after transaction costs.
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The following is the summarized results of operagiof the Software Spectrum business for the pdrad January 1, 2006 through

September 7, 2006 and for the years ended Dece3ithb@005 and 2004:

January 1,
Through Twelve Months
September 7, Ended
2006 2005 2004

(dollars in millions)

Revenue! $1,40C $1,894 $1,861
Costs and Expense
Cost of revenu 1,26¢ 1,717 1,70¢
Depreciation and amortizatic 8 10 11
Selling, general and administrati 111 143 125
Restructuring and impairment charg 1 — 2
Total costs and expenses 1,38¢ 1,87C 1,84<
Income from Operation 11 24 18
Other Income (Expense) 5 1) 7
Income from Operations Before Income Ta 16 23 25
Income Tax Expense (3) (3) (5)
Income from Discontinued Operations $ 13 $ 20 $ 20

The following is summarized financial informatioor the Software Spe

Assets
Current Assets
Cash and cash equivalel
Receivable:
Other
Total Current Assets
Property, Plant and Equipment, |
Goodwill and Other Intangible Assets, |
Other
Total Assets
Current Liabilities:
Accounts payabl
Accrued payroll and employee bene
Deferred revenu
Other
Total Current Liabilities
Deferred Revenu
Other Noncurrent Liabilitie
Total Liabilities
Net Asset:
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December 31
2005
(dollars in millions)

$ 73
431
93
597
6
242

861
420
17
67
35
539
11
12
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(i)Structure

On November 30, 2005, Level 3 sold)Structure to Infocrossing for proceeds of $85inillwhich consisted of $82 million in cash and
$3 million of Infocrossing, Inc. common stock. Ttesh purchase price is subject to post-closingsauents based on actual working capital as
of the closing date. The Company and Infocrossiegrathe process of completing the working captjlistments through arbitration. Level 3
recognized a $49 million gain on the transactiothinfourth quarter of 2005.

The following is the summarized results of openagiof the { )Structure business for the eleven months ende@iber 30, 2005 and t
year ended December 31, 20

January 1, Twelve

Through Months
November 30, Ended
2005 2004

(dollars in millions,
except per share

data)
Revenue! $64 $75
Costs and Expense
Cost of revenu 47 53
Depreciation and amortizatic 8 13
Selling, general and administrati _9 _9
Total costs and expenses _64 _75
Income from Discontinued Operatio — —
Gain on Sale of Discontinued Operations _49 =
Income from Discontinued Operatio $49 $—

(4) Termination Revenue

On March 1, 2005, Level 3 entered into an agreeméht360networks in which both parties agreecetoninate a 20-year IRU
agreement. Under the new agreement, 360networnkshegt the dark fiber originally provided by Leveltkhder the original IRU agreement,
signed in 2000, the cash received by Level 3 wésrdal and amortized to revenue over the 20-year tf the agreement. As a result of this
transaction, Level 3 recognized the unamortizeémedl revenue of approximately $86 million as naskctermination revenue in the first
quarter of 2005.

On February 22, 2005, France Telecom and Leveidified an agreement to terminate a dark fibereagest signed in 2000. Under the
terms of the agreement, France Telecom returnefiltiieto Level 3. Under the original IRU agreemeahe cash received by Level 3 was
deferred and amortized to revenue over the 204gear of the agreement. As a result of this traisact.evel 3 recognized the unamortized
deferred revenue of approximately $40 million as-cash termination revenue in the first quarte2@d5.

Level 3 and McLeodUSA Incorporated (“McLeod”) ergdrinto an agreement on November 1, 2004, wheretlyebd returned certain
intercity dark fiber provided by Level 3 under @@9%greement and provides discounted network ssvalLevel 3 in exchange for cash and
other consideration. Cash received under the 1§8%ament was deferred and amortized to revenuetbgetO-year term of the agreement.
Level 3 had no further service obligations withpest to the fiber and therefore recognized ther#iBidon of remaining unamortized deferred
revenue for the fiber returned as nmash termination revenue in 2004. The Company aéstthe amounts paid to McLeod to fiber and pd
network expenses. The value of the fiber returnad @etermined based on the capital costs that vismubyoided in pulling additional fiber in
certain segments of the Company’s intercity netwehlere fiber inventory would need to be replenisimetthe next three years. The prepaid
network expense was valued based on
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the amount of discounted network expense serviece€bmpany expects to realize through purchastsesé services on McLeod’s network.

(5) Restructuring and Impairment Charges

In 2006, the Company initiated workforce reductitimst are expected to affect approximately 1,20pleyees in its North American
communications business related to the integratfdilTel, Progress Telecom, ICG CommunicationdCiivve and Looking Glass into Level
3’s operations. The accounting treatment for thesce costs is dependent on whether those indilddffected are former employees of the
acquired companies or Level 3 employees. The ettirgeverance costs earned by employees of thé@edtgompanies as of the acquisition
date are included as a liability in the balanceeshs of the acquisition date. The Company exgedteur approximately $30 million of
severance and related costs for former WilTel, Rysg Telecom, ICG Communications, TelCove and Logpkilass employees. As of
December 31, 2006, the Company paid $19 milliosederance and related costs for these employeestg®ee costs attributable to Level 3
employees are recorded as a restructuring charte istatement of operations once the employeesagifeed that their position will be
eliminated and the severance arrangements are coiveed to the employee.

As of December 31, 2006, the Company had notifiei@ioninated approximately 797 employees (248 frdl 3 and 549 for acquired
businesses) pursuant to these activities. Durifi§ 2the Company recorded approximately $5 milliomeistructuring charges for affected Le
3 employees. As of December 31, 2006, the Compadyémaining obligations of less than $1 milliontlwose Level 3 employees terminated
or notified. The workforce reduction attributabethe WilTel integration activity was substantiatlymplete by the end of 2006. The workfc
reductions attributable to the Progress Telecor Cbmmunications, TelCove and Looking Glass intégmeactivities are expected to be
completed in 2007.

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 empksy/é its North American and
European communications business and as a resalimized severance and related charges of appreiyn®l5 million. As of December 31,
2005, the Company had satisfied its remaining eltiligns associated with the workforce reduction.

During 2005, the Company identified additional coomications facilities that it no longer requireddamould not provide any future
economic benefit to the Company. Also during tharyéhe Company revised its lease impairment aisalggeflect improvements in sublease
income for communications facilities impaired ingoperiods. In total, the Company reduced its el lease impairment obligations by
$1 million in 2005.

The communications business recorded lease impairoh@rges of $14 million for real property leaseblorth America and Europe in
the fourth quarter of 2004. The charge resultethfoeasing use of certain leased space, the sighisigbleases for existing vacant space at
lower than estimated rates, and extending the ettinsublease dates for other vacant propertietoduarket conditions.
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A summary of the restructuring charges and relattibity follows:

Severance and Relate

Number of
Facilities Related
Employees Amount Amount
(in millions) (in millions)

Balance December 31, 20 60 $ 4 $6
2004 Charge 80 — 14
2004 Payments (140 _ @ _@®
Balance December 31, 20 — — 16
2005 Charges(Benefi 472 15 D
2005 Payments (472 _(15) C)
Balance December 31, 2005 — $ — $12
2006 Charge 248 5 —
2006 Payment (242) _ (5 _(2)
Balance December 31, 2006 _ 6 $— $10

The Company paid approximately $2 million, $3 roifliand $4 million of facilities related costs in0B) 2005 and 2004, respectively. The
remaining lease termination obligations of $10 imillare expected to be paid over the terms ofrtipmired leases, which extend to 2015, if
Company is unable to negotiate a buyout of theskeas

Impairments

The Company at least annually, or as events ouristances change that could affect the recoveabilithe carrying value of its
communications assets, conducts a comprehensiiewe¥d the carrying value of its communicationsedsgo determine if the carrying amount
of the communications assets are recoverable iordance with SFAS No. 144, “Accounting for the Irimpeent or Disposal of Long-Lived
Assets” (“SFAS No. 144"). For purposes of this eavj Level 3 has historically separately evaluat@daation facilities, certain additional
conduits and its communication network (includirggwork equipment, fiber, conduits and customer [seraquipment) as these were the
lowest levels with separately identifiable castwidfor grouping of assets. Beginning in 2006, tlen@any stopped evaluating colocation
assets separately and began including them inaimenzinications network asset group due to changéinature of the cash flows from the
delivery of colocation services. The majority o tGompany’s colocation customers now purchase g#gices in conjunction with their
colocation services thereby reducing the indepecelefcolocation services cash flows from othevises. In addition, the percentage of
colocation space used to support the network &sseincreased over time. The impairment analydiased on a long-term cash flow forecast
to assess the recovery of the communications asgetdhe estimated useful life of the primary &s8be Company concluded that the assets
were not impaired as of December 31, 2006. Managésestimate of the future cash flows attributatoléts long-lived assets and the fair
value of its businesses involve significant undatya Those estimates are based on managementimptisns of future results, growth trends
and industry conditions. The impairment analysifoof-lived assets also requires management t@rmakain subjective assumptions and
estimates regarding the expected future use ddioceatiditional conduits included in the networkeaggoup and the expected future use of
certain empty conduit evaluated for impairment safgdy from the network asset group. Managementogittinue to assess the Company’s
assets for impairment as events occur or as indastrditions warrant.

The Company recognized $8 million of non-cash impant charges in 2006. Level 3 recognized $4 mildd non-cash impairment
charges as a result of the decision to terminatfegts for certain voice services and certainimiation technology projects in the
communications business which had been previowgitalized. These projects have identifiable cedteh Level 3 can separately evaluate
for




impairment. The costs incurred for these projentduding capitalized labor, were impaired as theying value of these projects were no
longer expected to provide future benefit to thenpany. In addition, Level 3 recognized $4 millidmon-cash impairment charges primarily
related to excess land of the communications basiheld for sale in Germany. This charge resultam the difference between the recorded
carrying value and the estimated market value ®fahd.

The Company recognized $9 million of noash impairment charges in 2005 that primarily ltesifrom the decision to terminate proje
for certain voice services and certain informatiechnology projects in the communications busingsish had been previously capitalized.
These projects have identifiable costs which L&vehn separately evaluate for impairment. The dostsred for these projects, including
capitalized labor, were impaired as the carryinge®f these projects were no longer expecteddwiged future benefit to the Company. The
Company did not incur asset impairment expens94.

(6) Loss Per Share

The Company had a loss from continuing operationshfe three years ended December 31, 2006. Therefe effect of the
approximately 481 million, 418 million and 171 riolh shares issuable pursuant to the five, fourthrek series of convertible notes
outstanding at December 31, 2006, 2005 and 208geatively, have not been included in the companadif diluted loss per share because
their inclusion would have been anti-dilutive te tomputation. In addition, the effect of the apprately 54 million, 59 million and
49 million stock options, outperform stock optiorestricted stock units and warrants outstandiriestember 31, 2006, 2005 and 2004,
respectively, have not been included in the contmrtaf diluted loss per share because their incfugsould have been anti-dilutive to the
computation.

The following details the loss per share calcutaifor the Level 3 common stock (dollars in milli@xcept per share data):

Year Ended
December 31
2006 2005 2004
Loss from Continuing Operations $ (790) $ (707) $ (479
Income from Discontinued Operations (2006 and 2005
include gain on sale 46 69 20
Net Loss $ (744) $ (638) $ (458)
Total Number of Weighted Average Shares Outstandgegl
to Compute Basic and Diluted Earnings Per Share (in
thousands 1,003,25! 699,58¢ 683,84¢
Earnings (Loss) Per Share of Level 3 Common StBelsic
and Diluted):
Loss from Continuing Operatiol $ (0799 $ (1.0 $ (0.70
Income from Discontinued Operations 0.05 0.10 0.03
Net Loss $ (0.7 $ (091)) $ (0.67)

(7) Disclosures about Fair Value of Financial Instuments
The following methods and assumptions were uselktermine classification and fair values of finahanstruments:

Cash and Cash Equivalents

Cash equivalents generally consist of funds ingestenighly liquid instruments purchased with aigoral maturity of three months or
less. The securities are stated at cost, whichoappates fair value.




Marketable and Restricted Securities

At December 31, 2006, marketable securities coesistely of U.S. Treasury securities that wererabterized as held to maturity. These
securities total $235 million and are reflectedasent assets on the consolidated balance shBetcamber 31, 2006.

At December 31, 2005, marketable securities con$istS. Treasury securities and the Infocrossimyes received in thd {Structure
transaction which were valued at quoted markeegri€or most of 2005, the Company characterizetltBe Treasury securities as held to
maturity. As a result of the acquisition of WilTahd expected cash flow requirements in 2006, thegamy designated certain Treasury
securities as available for sale in the fourth tgreof 2005. These securities totaled $173 millgiated at fair value since they were available
for sale, and were reflected as current assete@odnsolidated balance sheet at December 31, ZB@3nfocrossing shares and U.S. Treasury
securities characterized as available for sale welekin 2006.

Restricted securities consist primarily of cashestments that serve to collateralize outstanditigrieof credit and certain performance
and operating obligations of the Company.

The cost of the securities used in computing uiredland realized gains and losses is determinespégific identification. Fair values ¢
estimated based on quoted market prices for theities.

The net unrealized holding gains and losses foketable securities classified as available for sadee included in accumulated other
comprehensive income (loss) within stockholdersiigg(deficit). Securities characterized as heldntaturity are stated at cost. The unrealized
holding gains and losses for securities chara&éras held to maturity are not reflected in thesotidated financial statements.

At December 31, 2006 and 2005 the unrealized hgldains and losses on the marketable securities agfollows:

Unrealized Unrealized

Holding Holding Fair
Cost Gains Losses Value
(dollars in millions)
2006
Marketable Securitie:
U.S. Treasury securities—Current $235 $— $@) $234
$235 $— $(1) $234
2005
Marketable Securitie:
U.S. Treasury securiti—Current $173 $— $— $173
Equity Securitie—Current 3 — — 3
U.S. Treasury securities—Noncurrent 234 = ) 232
$410  $— $(2)  $408

The Company recognized $2 million of realized gdiom the sale of marketable equity securities00& $2 million of realized losses
from the sale of marketable debt securities in 280&% $23 million of realized gains from the salenafrketable equity securities in 2004. These
realized gains and losses are reflected in Otleerom the consolidated statement of operationalfqreriods presented.

Maturities for the restricted securities have red¢ibpresented, as the types of securities are edlsh or money market mutual funds that
do not have a single maturity date.
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Long-Term Debt

The fair value of long-term debt was estimated gisihe December 31, 2006 and 2005 average of tharuichsk price for the publicly
traded debt instruments. The CBRE Commercial Mgegaas not traded in an organized public manneg.fain value of this instrument is
assumed to approximate the carrying value at DeeeBib, 2006 as it was secured by underlying asgbes9% Convertible Senior Discount
Notes due 2013 included within Lc-Term Debt are not traded in an organized publiomea The fair value of these notes was calculated
using a convertible model, which uses the BlackeBehvaluation model to value the equity portiorthaf security and bond math to value the
debt portion of the security (using market yieldsather Level 3 traded debt). The 10% Convertildai& Notes due 2011 included within
Long-Term Debt are not traded in an organized pubknner. Level 3 has obtained a market value fdhird party broker for the 10%
Convertible Senior Notes due 2011.

The carrying amount and estimated fair values @&L8's financial instruments are as follows:

2006 2005
Carrying Fair Carrying Fair
Amount Value Amount Value
(dollars in millions)
Cash and Cash Equivalents (excluding discontinyedations $1,681 $1,681 $ 379 $ 379
Marketable Securiti—Current 235 234 176 176
Marketable Securiti—Noncurrent — — 234 232
Restricted Securiti—Current 46 46 34 34
Restricted Securiti—Noncurrent 90 90 75 75
Receivables less allowance for doubtful accounts€8) 326 326 392 392
Investments (Note 1: 14 14 15 15
Accounts Payabl 391 391 367 367
Long-term Debt, including current portion (Note ! 7,362 8,578 6,023 5,266
(8) Receivables
Receivables at December 31, 2006 and 2005 wedlaw/$:
Communications Coal Total
(dollars in millions)

2006

Accounts Receivab—Trade $337 $6 $343

Allowance for Doubtful Accounts a7 — a7

Total $320 $ 6 $326

2005

Accounts Receivab—Trade $400 $ 9 $409

Allowance for Doubtful Accounts a7 — a7

Total $383 $9 $392

The Company recognized bad debt expense in sefjarggral and administrative expenses of $1 milliess than $1 million and
$3 million in 2006, 2005 and 2004, respectivelyvéle3 received $1 million, $2 million and $2 milfiof proceeds for amounts previously
deemed uncollectible in 2006, 2005 and 2004, reésde. The Company reduced accounts receivabletlama@llowance for doubtful accounts
by less than $1 million, less than $1 million ar&rillion in 2006, 2005 and 2004, respectively, thoe write off of previously reserved
amounts the Company deemed as uncollectible.
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(9) Other Current Assets
At December 31, 2006 and 2005 other current assetsisted of the following:

2006 2005

(dollars in

millions)
Prepaid Asset $ 52 $55
Debt Issuance Costs, r 18 16
Other 31 21
$101  $92

Prepaid assets include insurance, software maimtenaent and right of way costs.

(10) Property, Plant and Equipment, net

Costs associated directly with expansions and ingrents to the communications network and custanséallations, including
employee related costs, have been capitalizedCbmepany generally capitalizes costs associatedmneitivork construction, provisioning of
services and software development. Capitalizedrlabd related costs associated with employees @mitact labor working on capital projects
were approximately $72 million, $51 million and $&#llion for the years ended December 31, 2006 520d 2004, respectively. Included in
capitalized labor and related costs was $2 miltiboapitalized non-cash compensation costs relategtions and warrants granted to
employees for each of the years ended Decemb@0886, 2005 and 2004, respectively.

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

The Company reviews its capitalized projects astleanually or when events and circumstances italit@at the assets may be impaired.
When previously capitalized software developmestsare considered to be impaired, the Companyleads and recognizes an impairment
loss in accordance with SFAS No. 144, “Accountiogthe Impairment or Disposal of Long-Lived Assets.

Included in Land and Mineral Properties are minpraperties related to the coal business with altasis of approximately $5 million f
each of the years ended December 31, 2006 and 2Z885emaining Land and Mineral Properties balafagproximately $209 million and
$205 million for the years ended December 31, 20062005, respectively, represent owned asseteafdmmunications business, including
land improvements. The coal mineral propertiesudelowned and leased assets. The various coaldgesements require minimum lease
payments and provide for royalty or overriding rby@ayments based on the tons of coal mined at o the properties. Depletion on the
mineral properties is provided on a units-of-exiatbasis determined in relation to coal committeder sales contracts.

Capitalized business support systems and netwargtieetion costs that have not been placed in seihave been classified as
construction-in-progress within property, plant awgiipment below.

The cost and accumulated depreciation of propplint and equipment has been reduced for impaigrtaken in current and prior years.
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At December 31, 2006 and 2005, property, planteandpment were as follows:

Accumulated

Book
Cost Depreciation Value
(dollars in millions)
December 31, 2001
Land and Mineral Propertit $ 214 $ (28) $ 186
Facility and Leasehold Improvemen
Communication: 1,692 (482) 1,21C
Coal Mining 151 (148) 3
Network Infrastructure 5,430 (1,409 4,021
Operating Equipmen
Communication: 2,706 (1,799 907
Coal Mining 71 (64) 7
Furniture, Fixtures and Office Equipme 132 (106) 26
Other 28 (24) 4
Construction-in-Progress 104 — 104

$10,52¢ $(4,060 $6,46¢

December 31, 200!

Land and Mineral Propertie $ 210 $ (26) $ 184
Facility and Leasehold Improvemen

Communication: 1,532 (355) 1,177

Coal Mining 153 (149) 4
Network Infrastructurt 4,705 (1,12¢) 3,57¢
Operating Equipmen

Communication: 2,156 (1,52¢) 628

Coal Mining 69 (62) 7
Furniture, Fixtures and Office Equipme 111 (96) 15
Other 22 (19) 3
Construction-in-Progress 35 35

$ 899 $(3,361) $5,63:

The value of property, plant and equipment relédeithe ICG Communications, TelCove and Looking Glasquisitions are based on
preliminary valuations. The value of property, pland equipment related to WilTel and Progressciete is based on a final valuation.

During 2006, Level 3 determined that the period@oenpany expects to use its existing fiber is lonigan the remaining useful life as
originally estimated. As a result, the Company edézl the depreciable life of its existing fibermfr@ years to 12 years. This change in
estimate, effective as of April 1, 2006, was acdedrfor prospectively, in accordance with SFAS &4 and reduced depreciation expense by
$54 million in 2006. In addition, this change iriemte reduced net loss from continuing operateomd net loss by $54 million, or
approximately $0.05 per share for the year endezeDéer 31, 2006.

In addition, during 2006, Level 3 determined thnet period the Company expects to use its exislegrenic equipment is longer than 1
remaining useful lives as originally estimated.a\esult, the Company extended the depreciablefifis existing transmission equipment
from 5 years to 7 years and existing IP equipmemhf3 years to 4 years. This change in estimategtéfe as of July 1, 2006, was accounted
for prospectively, in accordance with SFAS No. 1&dd reduced depreciation expense by $26 millid20B6. In addition, this change in
estimate reduced net loss from continuing operatén net loss by $26 million, or approximately080per share for the year ended
December 31, 2006.

Depreciation expense was $652 million in 2006, $&@#on in 2005 and $613 million in 2004.
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(11) Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at December2806 and 2005 were as follows (dollars in millipns

Other
Goodwill Intangibles

December 31, 200!
360networks $ — $ 3
Sprint — 5
Telverse — 10
Genuity — 6
WilTel — 135
Progress Telecol 32 33
ICG Communication 127 47
TelCove 179 264
Looking Glass — 8
McLeod 40 —
XCOM 30 —
$408 $511

December 31, 200!
360networks $ — $ 4
Sprint — 16
ICG — 4
Telverse — 16
Genuity — 30
WilTel — 151
McLeod 40 —
XCOM 30 —
$ 70 $221

The Company segregates identifiable intangibletass=uired in a business combination from goodwilbccordance with SFAS
No. 142, Goodwill is no longer amortized and theyiag amount of the goodwill must be evaluateteast annually for impairment using
fair value based test. An assessment of the cgrmjatue of the goodwill attributable to the comnuations business indicated that the assets
were not impaired as of December 31, 2006.

On December 23, 2005, Level 3 completed the admnsdf WilTel. A final valuation of the assets abepd indicated a value of
$152 million for intangible assets. The intangiatsets primarily include customer relationshipstaedvyvx trademark. The final valuation
placed an indefinite life on the Vyvx trademark dinds ranging from 6 to 11 years for the custonedaitionships.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. A final valuation of theeasscquired in the Progress
Telecom acquisition resulted in a value of $36ionillfor customer-related intangible assets witlestimated useful life of 8 years. The final
purchase price valuation indicated that the pureipaize exceeded the fair value of the identifistdsets acquired and liabilities assumed by
$32 million,

On May 31, 2006, Level 3 completed the acquisibblCG Communications. A preliminary valuation bktassets acquired in the ICG
Communications transaction indicated a value of Bon for customer-related intangible assetdwéh estimated useful life of 15 years.
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On July 24, 2006, Level 3 completed the acquisitibiielCove. A preliminary valuation of the assatgjuired in the TelCove transaction
as of the acquisition date, indicates custometadlatangible assets of approximately $253 milliith lives ranging from 9 to 13 years and
other assets of approximately $20 million with adéfinite life.

On August 2, 2006, Level 3 completed the acquisitibLooking Glass. A preliminary valuation of thesets acquired in the Looking
Glass transaction as of the acquisition date, atdiccustomer-related intangibles of approxim&k8lynillion with an estimated useful life of 8
years. Based on the valuation, Level 3 adjustegréBminary estimate of the amount initially alfded to customer intangibles frc
$41 million at the end of the third quarter of 2G069 million. Also, during the fourth quarter 2006 Level 3 recorded a $24 million liability
for unfavorable leases attributable to Looking Glas

The preliminary purchase price valuations for IC@r@nunications and TelCove indicated that the puehmice exceeded the fair value
of the identifiable assets acquired and liabilidesumed and resulted in goodwill of $127 milliow 179 million, respectively. The
preliminary valuation of the assets acquired aablilities assumed in the Looking Glass transadtidicates that the fair value of the
identifiable net assets acquired exceeds the ceraidn paid to the former owners and resulteckigative goodwill of $24 million which
reduced the fair value of long-lived assets acguiineghe transaction on a pro-rata basis.

During the first quarter of 2005, Level 3 purchaastlistomer contract from 360networks for cashfatde services valued at $4 million.
The total purchase price was recorded as an irfibngsset and will be amortized over the remaifdng-year term of the customer contract.

At December 31, 2006 and 2005 identifiable intatggdssets were as follows (dollars in millions):
Accumulated

Book
Cost Amortization Value

December 31, 200!
Customer Contract:

Sprint $ 31 $ (26) $ 5
ICG 37 (37) —
Genuity 28 (22) 6
McLeod 49 (49) —
Customer Relationship
Genuity 79 (79) —
360networks 4 2) 3
WilTel 120 a7 103
Progress Telecol 36 3) 33
ICG Communication: 49 (2) 47
Looking Glass 9 2) 8
TelCove 253 9) 244
Trademarks
WilTel 32 — 32
Technology:
Telverse 31 (22) 10
Other: 20 — 20
$778 $(267) $511
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Accumulated
Book
Cost Amortization Value

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

360networks 4 — 4

WilTel 120 1) 119
Trademarks

WilTel 32 — 32
Technology:

Telverse 31 (15) 16

$411 $(190) $221

Intangible asset amortization expense was $78anjli663 million and $58 million for the years end2ecember 31, 2006, 2005 and 2(
respectively.

The amortization expense related to intangibletagserently recorded on the Company’s books fohe# the five succeeding years is
estimated to be the following for the years endedddnber 31: 2007—$66 million; 2008—%$52 million; 266$48 million; 2010—&7 million;
2011—$47 million and thereafter—$199 million.

(12) Other Assets, net

At December 31, 2006 and 2005 other assets codsistae following:

2006 2005
(dollars in
millions)
Debt Issuance Costs, r $75 $ 54
Investments 14 15
Deposits 17 22
Other 22 20
$128 $ 111

In 2005, the Company invested $10 million in Inf@é€orporation, a privately-held communicationsipoment company. Level 3 is

accounting for this investment using the cost metho

See Footnote 13 below for a discussion of debaissel costs included in other assets, net above.
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(13) Lonc-Term Debt
At December 31, 2006 and 2005, long-term debt wdslbows:

2006 2005
(dollars in
millions)

Senior Secured Term Loan (8.37% due 2( $ 730 $ 730
Senior Notes (11.0% due 20C 78 132
Senior Notes (9.125% — 954
Senior Discount Notes (10.5¢ — 144
Senior Euro Notes (10.75% due 20 65 59
Senior Discount Notes (12.875% due 20 488 488
Senior Euro Notes (11.25% due 20 137 123
Senior Notes (11.25% due 201 96 96
Senior Notes (11.5% due 201 692 —
Fair value adjustment on Senior No (60) —
Senior Notes (10.75% due 201 3 500
Floating Rate Senior Notes (11.8% due 2( 150 —
Issue discount on Senior Not 4) —
Senior Notes (12.25% due 20! 550 —
Issue discount on Senior Nof (2) —
Senior Notes (9.25% due 201 1,25C —
Issue premium on Senior Not 11 —
Convertible Senior Notes (2.875% due 20 374 374
Convertible Senior Notes (5.25% due 20 345 345
Convertible Senior Notes (10.0% due 20 880 880
Convertible Senior Notes (3.5% due 20 335 —
Convertible Senior Discount Notes (9.0% due 2( 275 252
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
Commercial Mortgage (6.86% due 20: 70 70
Capital leases assumed in acquisiti 23 —
7,362 6,022

Less current portion (5) —

$7,357 $6,025

Debt Exchanges, Amendments and Repurchases

2006 Debt Exchange

On January 13, 2006, the Company completed prasathange offers to exchange a portion of its onthiey 9.125% Senior Notes due
2008, 11% Senior Notes due 2008 and 10.5% Sengmobint Notes due 2008 (together the “2008 Notésl) were held by eligible holders in
a private placement for cash and new 11.5% Serted\Ndue 2010. The Company issued $692 millionexgde principal amount of 11.5%
Senior Notes due 2010 as well as paid $46 milliocash consideration in exchange for the 2008 Nigtiedered in the transactions. The
Company also paid approximately $13 million in c&shtotal accrued interest to the closing datelen2008 Notes that were accepted for
exchange.

Pursuant to the guidance in EITF No. 96-19, “Débtéiccounting for a Modification or Exchange of Débstruments” (“EITF No. 96-
197), the Company accounted for the exchange 09th25% Senior Notes due 2008 and the 11% SenitasNhie 2008 as an extinguishment
of debt and recognized a gain of




approximately $27 million in Other Income in thesfiquarter of 2006. The gain was determined usiadair value of the new 11.5% Senior
Notes due 2010 at the time of issuance. The fairevaf the 11.5% Senior Notes due 2010 was apprateiy $73 million less than the fa
amount of the debt. The accretion of the $73 nrilliiiscount will be reflected as interest expendatiure periods using the effective interest
method. The 11.5% Senior Notes due 2010 were redaxtitheir fair value on the transaction date\aitichccrete to their face value at
maturity. Premiums paid to holders of the 9.125%i&eNotes due 2008 and the 11% Senior Notes dé 80$41 million reduced the gain
extinguishment of debt.

In accordance with EITF No. 96-19, the exchangief10.5% Senior Discount Notes due 2008 was ateddar as a modification of the
existing debt. The premiums paid to the holderhefl0.5% Senior Discount Notes due 2008 of $5anillvere added to the existing debt
issuance costs and will be amortized over the tfrthe 11.5% Senior Notes due 2010.

The Company incurred approximately $5 million dfdhparty costs associated with the exchange trdiogsa The costs were allocated to
each tranche of debt based on the amount tenderedd¢hange. The $4 million of fees allocated ®t125% Senior Notes due 2008 and the
11% Senior Notes due 2008 were capitalized andbsitimortized to interest expense over the tertheofespective notes. The $1 million of
costs allocated to the 10.5% Senior Discount Ndtes2008 were expensed in the first quarter of 2006

The principal amount of 2008 Notes tendered iS¢t in the table below (dollars in millions).

Aggregate
Principal Aggregate
Amount Principal Amount
Outstanding Aggregate
2008 Notes Before Principal Amount of Old Notes that Total Cash
Exchange Remained Premium
Exchanged Offers Tendered Qutstanding Payment
9.125% Senior Notes due 2008 $954 $556 $398 $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 qualifietitinigonal buyers and institutional accredited istegs inside the United States and
to certain non-U.S. investors located outside thédd States.

The 11.5% Senior Notes are senior unsecured olaligabf the Company, ranking equal in right of payitwith the old notes not
tendered in the exchange offers as well as allr@érior unsecured obligations of the Company. Th&% Senior Notes due 2010 mature on
March 1, 2010, and bear interest at a rate perraregual to 11.5%. Interest on the notes is payablelarch 1 and September 1 of each year,
beginning on September 1, 2006. The Company maeracsome or all of the 11.5% Senior Notes due 2080y time on or after March 1,
2009, at 100% of their principal amount plus acdrinterest.

The Company’s exchange offer registration staterfgrthese notes was declared effective by the @&uand Exchange
Commission on August 8, 2006 and the exchange odfating to these notes was subsequently completed

2006 Debt Tenders and Redemptions

On July 13, 2006, Level 3 redeemed all of its @utding 9.125% Senior Notes due 2008 and 10.5% EBigoount Notes due 2008
remaining after the debt exchange completed onaigri8, 2006, described above. Aggregate princgadl,premium and accrued interest
totaled $470 million.

The 9.125% Senior Notes due 2008 were redeemetedeaption price equal to 100% of the principabant of those notes plus accrt
and unpaid interest. The aggregate principal amofunt
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9.125% Senior Notes due 2008 that were redeeme&3@&&million. The 10.5% Senior Discount Notes 8088 were redeemed at a
redemption price equal to 101.75% of the princgrabunt at maturity of those notes plus accrueduapaid interest. The aggregate principal
amount at maturity of 10.5% Senior Discount Notee 2008 that were redeemed was $62 million.

On December 27, 2006, Level 3 Financing, Inc. (‘#lé8 Financing”)a wholly owned subsidiary of the Company, purchdeedash $49
million in total principal amount of its 10.75% SenNotes due 2011, representing approximately 898 the aggregate principal amount
outstanding of all 10.75% Senior Notes Due 2011deis of the 10.75% Senior Notes due 2011 valigihdered and accepted for purchase by
Level 3 Financing received $1,092.21 per $1,000qipal amount of the these notes, which include@@&2.21 as the purchase price and $2
as a consent payment. Level 3 Financing paid ih epproximately $528 million to purchase the 10.75éfior Notes due 2011 as well as a
$15 million consent payment and $11 million foralaiccrued interest to the closing date of thegeoéfer. The Company recorded a $54
million net loss on the early extinguishment of tlebt, including unamortized debt issuance cosg8ahillion.

Amendment and Restatement of Credit Facility

On June 27, 2006, Level 3 Financing amended analteekits existing $730 million senior secured drétility (see Senior Secured Te
Loan due 2011 below) to reduce the interest rayalga under the agreement by 400 basis points,fintidd pre-payment provisions and make
other specified changes.

The amendment of the credit facility was treatedraextinguishment of the existing debt instrunthré to the significant change in
lenders of the debt in accordance with EITF No196The fair value of the amended and restatedtdieility approximated the carrying
value of the original credit facility as the inteteate of the amended and restated credit faefifyroximated current market rates. As part of
the transaction, Level 3 Financing paid a prepayrpemium of approximately $42 million to existidgbt holders. The prepayment premium
along with the unamortized deferred debt issuansesmf $13 million from the original offering, weerecognized as a loss on the
extinguishment of debt in the second quarter 0620le Company also incurred $11 million of thiaty costs to complete this transaction.
These costs were reflected as deferred debt isswasts and will be amortized to interest expenge the term of the debt using the effective
interest method.

Debt | nstruments

At December 31, 2006, Level 3 was in compliancénhie covenants on all outstanding debt issuances.

Senior Secured Term Loan due 2011

On December 1, 2004, Level 3 Communications, B guarantor, Level 3 Financing, as borrower, amthin lenders entered into a
credit agreement (“Credit Agreement”) pursuant toch the lenders extended a $730 million seniousstterm loan (“Senior Secured Term
Loan”) to Level 3 Financing. The term loan mature2011 and had a current interest rate of the bardterbank Offering Rate (“LIBOR”)
plus an applicable margin of 700 basis points. @reXR7, 2006, Level 3 Financing amended and restheeSenior Secured Term Loan to
reduce the interest rate payable under the agraeiget®0 basis points, modify the pre-payment iovis and make other specified changes.

Interest on the note accrues at the three mont@R BN is payable in cash on March 5, June 5, 8dgate5 and December 5 of each
year, in arrears, beginning March 1, 2005. Thergsterate was 8.37% at December 31, 2006 and weswaed at the commencement of
interest period beginning December 5, 2006.

F-41




Level 3 Financing’s obligations under this termr@ae, subject to certain exceptions, secured hbgioeassets of the Company; and
certain of the Company’s material domestic subsieliathat are engaged in the telecommunicationséss. The Company and these
subsidiaries have also guaranteed the obligatibhevel 3 Financing under the Senior Secured TeoarlL Level 3 Communications, LLC and
its material domestic subsidiaries have guarargeeldhave pledged certain of their assets to seékarebligations under the Senior Secured
Term Loan. Certain of the initial subsidiary gudoaa have been released from their pledge and gteg@®bligations under the Senior Secured
Term Loan.

The Credit Agreement includes certain negative naués which restrict the ability of the Companyyé&le3 Financing and any restricted
subsidiary to engage in certain activities. Thed@r&greement also contains certain events of defdwdoes not require the Company or Level
3 Financing to maintain specific financial ratios.

Level 3 used the original net proceeds after tratitsa costs to fund the purchase of certain oéxisting debt securities outstanding at the
time.

Debt issuance costs of $17 million were originakypitalized and were being amortized to interepease over the term of the Senior
Secured Term Loan. As part of the amendment andtezsent of the Senior Secured Term Loan, the m@ngabriginal debt issuance costs
were written off and are included in the loss om élxtinguishment of debt. The transaction costsiiend and restate the Senior Secured Term
Loan in June 2006 of $11 million were capitalized are being amortized to interest expense overethaining term of the Senior Secured
Term Loan. After amortization, debt issuance costee approximately $10 million at December 31, 2006

See Subsequent Events (Note 21) regarding the &gl®u 2007 announcement to refinance the Senicur8d Term Loan.

11% Senior Notes due 2008

In February 2000, Level 3 Communications, Inc. ez $779 million of net proceeds, after transactosts, from a private offering of
$800 million aggregate principal amount of its 1$&nior Notes due 2008 (“11% Senior Notes”). As eE@mnber 31, 2006 a total of
$722 million aggregate principal amount of the 1%&#ior Notes had been repurchased. Interest amties accrues at 11% per year and is
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T% Senior Notes are senior,
unsecured obligations of Level 3 Communications,, Irankingpari passwwith all existing and future senior debt. The 11&hni6r Notes
cannot be prepaid by Level 3 Communications, lkawed mature on March 15, 2008. The 11% Senior Nmia&in certain covenants, which
among other things, limit additional indebtednelsgidend payments, certain investments and traisectvith affiliates.

Debt issuance costs of $21 million were originakyitalized and are being amortized to interesergp over the term of the 11% Senior
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverééeced to less than $1 million
December 31, 2006.

See Subsequent Events (Note 21) regarding the &gbt5, 2007 announcement of the Company’s tenffier to purchase the 11%
Senior Notes due 2008.
10.75% Senior Euro Notes due 2008

In February 2000, Level 3 Communications, Inc. inexe € 488 million ($478 million when issued) oftqeoceeds, after debt issuance
costs, from an offering of € 500 million aggregptcipal amount 10.75% Senior Euro Notes due 2008.75% Senior Euro Notes”). As of
December 31, 2006, a total of € 450 million aggtegmincipal amount of the 10.75% Senior Euro Nék&s been repurchased. Interest on the
notes accrues at 10.75% per year and is payaBarws semi-annually in arrears on March 15 and

F- 42




September 15 each year beginning on Septembe©@b, Zhe 10.75% Senior Euro Notes are not redeentgblLevel 3 Communications, Inc.
prior to maturity. Debt issuance costs of € 12 ignllwere originally capitalized and are being amer over the term of the 10.75% Senior
Euro Notes. As a result of amortization and deptirehases, the net capitalized debt issuance lsagésbeen reduced to less thahrillion at
December 31, 2006.

The 10.75% Senior Euro Notes are senior, unseabkghations of the Company, rankipari passuwith all existing and future senior
debt. The 10.75% Senior Euro Notes contain ceda#enants, which among other things, limit addiildndebtedness, dividend payments,
certain investments and transactions with affiate

The issuance of the € 500 million 10.75% SeniooBlotes has been designated as, and is effectieasonomic hedge against the
investment in certain of the Company’s foreign $dibsies. Therefore, foreign currency gains anddssresulting from the translation of the
debt have been recorded in other comprehensivenadtnss) to the extent of translation gains osdsson such investment. The 10.75% S¢
Euro Notes were valued, based on current exchartgs, rat $65 million in the Company’s consoliddiedncial statements at December 31,
2006. The difference between the carrying valueeatember 31, 2006 and the value at issuance,raftarchases, is recorded in other
comprehensive income.

See Subsequent Events (Note 21) regarding the &gb20, 2007 announcement of the Company'’s tenffier to purchase the 10.75%
Senior Euro Notes due 2008.

12.875% Senior Discount Notes due 2010

In February 2000, Level 3 Communications, Inc. $nld private offering $675 million aggregate pipat amount at maturity of its
12.875% Senior Discount Notes due 2010 (“12.875%dB®iscount Notes”). The sale proceeds of $36lliani excluding debt issuance
costs, were recorded as long-term debt. As of Deeerd1, 2006, a total of $187 million aggregate@pal amount at maturity of the 12.875%
Senior Discount Notes had been repurchased, 1e$488 million aggregate principal amount outstagdinterest on the 12.875% Senior
Discount Notes accreted at a rate of 12.875% par, ygempounded semainnually, to 100% of their principal amount on Madd, 2005, whic
is an aggregate principal amount of $488 millioaskinterest did not accrue on the 12.875% SerigmoDnt Notes prior to March 15, 2005.
Commencing March 15, 2005, interest on the 12.88&4tior Discount Notes accrues at the rate of 128B@ér year and is payable in cash
semi-annually in arrears.

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 15, 80Qevel 3 Communications, Inc. may redeem the 2598 Senior Discount Notes at the
redemption prices set forth below, plus interdsdny, to the redemption date. The following priees for 12.875% Senior Discount Notes
redeemed during the 12-month period commencing arcM15 of the years set forth below and are espreas percentages of principal
amount.

Year Redemption Price
2006 104.292%
2007 102.14¢%
2008 and thereafte 100.00%

The 12.875% Senior Discount Notes are senior, umedmbligations of the Company, rankipari passuwith all existing and future
senior debt. The 12.875% Senior Discount Notesaiomertain covenants, which among other thingsif ldditional indebtedness, dividend
payments, certain investments and transactionsaffifrates.
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Debt issuance costs of $9 million were originaipitalized and are being amortized to interest es@@ver the term of the 12.875%
Senior Discount Notes. As a result of amortizadod debt repurchases, the capitalized debt isswasts have been reduced to $2 million at
December 31, 2006.

See Subsequent Events (Note 21) regarding the &gbt5, 2007 announcement of the Company’s caitaad redeem the 12.875%
Senior Discount Notes due 2010.

11.25% Senior Euro Notes due 2010

In February 2000, Level 3 Communications, Inc. s € 293 million ($285 million when issued) oftmeoceeds, after debt issuance
costs, from an offering of € 300 million aggregptcipal amount 11.25% Senior Euro Notes due 2010.25% Senior Euro Notes”). As of
December 31, 2006, a total of € 196 million aggtegrincipal amount of the 11.25% Senior Euro Ndk&g been repurchased. Interest on the
notes accrues at 11.25% per year and is payablieagemally in arrears in Euros on March 15 and Smyer 15 each year beginning
September 15, 2000.

The 11.25% Senior Euro Notes are subject to redempt the option of Level 3 Communications, Ime.whole or in part, at any time or
from time to time on or after March 15, 2005. THe2b6% Senior Euro Notes may be redeemed at thenden prices set forth below, plus
accrued and unpaid interest, if any, to the redempmtate. The following prices are for 11.25% Seiiiaro Notes redeemed during the 12-
month period commencing on March 15 of the yearosth below, and are expressed as percentagasnzipal amount.

Year Redemption Price
2006 103.75(%
2007 101.87%
2008 and thereafte 100.00%

Debt issuance costs of € 7 million were origingpitalized and are being amortized over the terthen11.25% Senior Euro Notes. As a
result of amortization and debt repurchases, théalized debt issuance costs have been reducéd tmillion at December 31, 2006. The
11.25% Senior Euro Notes are senior, unsecuredathdins of the Company, rankipgri passuwith all existing and future senior debt. The
11.25% Senior Euro Notes contain certain covenavitgsh among other things, limit additional indedrtess, dividend payments, certain
investments and transactions with affiliates.

The issuance of the € 300 million 11.25% SeniooBlotes has been designated as, and is effectieasonomic hedge against the
investment in certain of the Company’s foreign sdibsies. Therefore, foreign currency gains andéssresulting from the translation of the
debt have been recorded in other comprehensivenadtoss) to the extent of translation gains osdsson such net investment. The 11.25%
Senior Euro Notes were valued, based on curreftagge rates, at $137 million in the Company’s foialhstatements at December 31, 2006.
The difference between the carrying value at Deeerlh, 2006 and the value at issuance, after repees, is recorded in other compreher
income.

See Subsequent Events (Note 21) regarding the &gbtb, 2007 announcement of the Company’s caitead redeem the 11.25%
Senior Euro Notes due 2010.
11.25% Senior Notes due 2010

In February 2000, Level 3 Communications, Inc. nez@ $243 million of net proceeds, after transattosts, from a private offering of
$250 million aggregate principal amount of its BE@Senior Notes due 2010 (“11.25% Senior Notes8)oADecember 31, 2006, a total of
$154 million aggregate principal amount of the 5%@2Senior Notes had been repurchased. Interesieomotes accrues at
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11.25% per year and is payable semi-annually imeasron March 15 and September 15 in cash begi@gptember 15, 2000.

The 11.25% Senior Notes are subject to redemptitimesoption of Level 3 Communications, Inc., inaddor in part, at any time or from
time to time on or after March 15, 2005. Level 31@ounications, Inc. may redeem the 11.25% Senioedat the redemption prices set forth
below, plus accrued and unpaid interest, if anyhéoredemption date. The following prices arelfbr25% Senior Notes redeemed during the
12-month period commencing on March 15 of the ysatdorth below:

Year Redemption Price
2006 103.75(%
2007 101.87%
2008 and thereafte 100.00(%

The 11.25% Senior Notes are senior, unsecuredailtdigs of the Company, rankipgri passuwwith all existing and future senior debt.
The 11.25% Senior Notes contain certain covenarigh among other things, limit additional indeliieds, dividend payments, certain
investments and transactions with affiliates.

Debt issuance costs of $7 million were originaipitalized and are being amortized to interest esp@ver the term of the 11.25% Se
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverbéeced to $1 million at December !
2006.

See Subsequent Events (Note 21) regarding the &gbts, 2007 announcement of the Company’s caitead redeem the 11.25%
Senior Notes due 2010.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing received $48Hioni of net proceeds from a private placement rixfiige of $500 million aggregate
principal amount of its 10.75% Senior Notes duel2(¥10.75% Senior Notes”). As of December 31, 2006tal of $497 million aggregate
principal amount of the 10.75% Senior Notes hadlvedeemed. Interest on the notes accrues at 1(oéb%ear and is payable in arrears on
April 15 and October 15 each year in cash. Thesesrere guaranteed by Level 3 Communications, LhClaevel 3 Communications, Inc.
(See Note 20).

The 10.75% Senior Notes are subject to redemptitimresoption of Level 3 Financing, in whole or iarp at any time or from time to time
on or after October 15, 2007, plus accrued andidripterest thereon to the redemption date, if eeded during the twelve months beginning
October 15, of the years indicated below:

Year Redemption Price
2007 105.37%%
2008 102.68&%0
2009 and thereaftt 100.00(%

In connection with the tender offer and relatedseon solicitation on December 27, 2006, Level 3Raing entered into a Supplemental
Indenture, dated as of October 1, 2003 (“10.75%eNiodenture”), among Level 3, as Guarantor, Levéirzncing, as issuer, and The Bank of
New York, as Trustee, relating to the 10.75% No®ssuant to the Supplemental Indenture, the 10.X6% Indenture was amendec
eliminate substantially all of the covenants, dartapurchase rights and certain events of detmdtrelated provisions contained in the 10.’
Note Indenture
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The 10.75% Senior Notes are senior, unsecuredaitdits of Level 3 Financing, rankinari passuwith all existing and future senior
unsecured indebtedness of Level 3 Financing.

Debt issuance costs of $14 million were originabyitalized and are being amortized to interesergp over the term of the 10.75%
Senior Notes. As a result of amortization and #pirchase transaction, the capitalized debt issuemsts have been reduced to less than
$1 million at December 31, 2006.

Floating Rate Senior Notes due 2011

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, as borrower,redteto an indenture with the
Bank of New York, as trustee, and issued $150 omliggregate principal amount of floating rate @enotes due 2011 (“Floating Rate Senior
Notes due 207") in a private offering. After transaction costise Company received net proceeds associated higtloffering of $142 million.

The Floating Rate Senior Notes due 2011 rank equéiht of payment with all other senior unsecuoddigations of Level 3 Financing
and have an initial interest rate equal to thasdnth London Interbank Offered Rate (“LIBOR”), pl6s375%, which will be reset semi-
annually. Interest on the notes is payable on Ma&chnd September 15 of each year, beginning ote®éer 15, 2006. The interest rate was
11.8% at December 31, 2006. The Floating Rate $&utes due 2011 were priced at 96.782% of pamahdnature on March 15, 2011. The
discount of $4 million is reflected as a reductioong-term debt and is being amortized as integgpense over the term of the Floating Rate
Senior Notes due 2011 using the effective intarethod. As of December 31, 2006, these notes amagteed by Level 3
Communications, Inc. and Level 3 CommunicationsCL{ISee Note 20).

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

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

On March 14, 2006, Level 3, Level 3 Financing amalihitial purchasers of the Floating Rate Seniote due 2011 entered into a
registration rights agreement relating to the FfgpRate Senior Notes due 2011 pursuant to whiskelL® and Level 3 Financing agreed to file
an exchange offer registration statement with theu8ties and Exchange Commission. The Companyhange offer registration statement
for these notes was declared effective by the $&=1and Exchange Commission on August 8, 2006la@e&xchange offer relating to these
notes was subsequently completed.

Debt issuance costs of $3 million were capitaliaad are being amortized over the term of the FigaRate Senior Notes due 2011 using
the effective interest method. As a result of amation, the capitalized debt issuance costs haea beduced to approximately $3 million at
December 31, 2006.

See Subsequent Events (Note 21) regarding the &gbtb, 2007 announcement of Level 3 Financingislée offer to purchase the
Floating Rate Senior Notes due 2011.
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12.25% Senior Notes due 201

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, as borrower,redteto an indenture with the
Bank of New York, as trustee, and issued $250 onilaggregate principal amount of 12.25% seniorsdtee 2013 (“12.25% Senior Notes due
2013") in a private offering.

On April 6, 2006, the Company issued $300 milliggregate principal amount of 12.25% Senior Notes 2.3 in a private offering.
These notes together with the $250 million aggregaincipal amount of 12.25% Senior Notes due 284@ed on March 14, 2006 will be
treated under the same indenture as a single s¥nmeges. The Company received net proceeds d $tiion associated with the 12.25%
Senior Notes due 2013.

The 12.25% Senior Notes due 2013 are senior ursgalnligations of Level 3 Financing, ranking edguoalight of payment with all other
senior unsecured obligations of Level 3 Financhkgof December 31, 2006, these notes are guarahtekdvel 3 Communications, Inc. and
Level 3 Communications, LLC (See Note 20). The sotédl mature on March 15, 2013. Interest on thees@ccrues at 12.25% per year and is
payable on March 15 and September 15 of each lpegimning on September 15, 2006. The $250 millioh2025% Senior Notes due 2013
issued on March 14, 2006 were priced at 96.618%anfThe $300 million of 12.25% Senior Notes dug@2i3sued on April 6, 2006 were
priced at 102% of par. The resulting net discodrhe two issuances of approximately $2 millioméflected as a reduction in long-term debt
and is being amortized as interest expense ovaethaining term of the 12.25% Senior Notes due 2139 the effective interest method.

The 12.25% Senior Notes due 2013 are subject tmptlon at the option of Level 3 Financing in whoten part, at any time or from
time to time, on or after March 15, 2010 at theeragtion prices (expressed as a percentage of paln@mount) set forth below, plus accrued
and unpaid interest thereon to the redemption datjeemed during the twelve months beginningda5, of the years indicated below:

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

On March 14, 2006, Level 3 Communications, Incydle Financing and the initial purchasers of tBe2%% Senior Notes due 2013
entered into a registration rights agreement raggrithe 12.25% Senior Notes due 2013 pursuant iohaltevel 3 Communications, Inc. and
Level 3 Financing agreed to file an exchange afgistration statement with the Securities and Brgle Commission. The Company’s
exchange offer registration statement for theseswatas declared effective by the Securities anth&xge Commission on August 8, 2006 and
the exchange offer relating to these notes wasesulesntly completed.

The debt represented by the 12.25% Senior Note2@l@ together with the Floating Rate Notes duel2@ihstitutes purchase money
indebtedness under the indentures of Level 3.

Debt issuance costs of approximately $11 milliomeneapitalized and are being amortized over thma tEfrthe 12.25% Senior Notes due
2013. As a result of amortization, the capitalidetht issuance costs have been reduced to $10mmalliDecember 31, 2006.

9.25% Senior Notes Due 2014

On October 30, 2006, Level 3 Communications, las.guarantor and Level 3 Financing, Inc. as borrpmeeeived $588 million of net
proceeds after transaction costs, from a priveeziofy of $600 million aggregate principal amouhite 9.25% Senior Notes due 2014 (“9.25%
Senior Notes Due 2014"Pn December 13, 2006, Level 3 Communications, Becguarantor and Level 3 Financing, Inc. as bagrpveceive
$661 million of net proceeds after transaction €@std accrued interest, for a second

F- 47




offering of $650 million aggregate principal amown9.25% Senior Notes due 2014. These notes tegetith the $600 million aggregate
principal amount of 9.25% Senior Notes due 2014ddson October 30, 2006 were issued under the sataeture and will be treated as a
single series of notes. The Company received tathproceeds of $1.239 billion (excluding prepaigiest).

The 9.25% Senior Notes due 2014 are senior unsgoliggations of Level 3 Financing, ranking equatight of payment with all other
senior unsecured obligations of Level 3 Financhgof December 31, 2006, these notes are guarahiekedvel 3 Communications, Inc. (See
Note 20). The notes will mature on November 1, 20d%rest on the 9.25% Senior Notes Due 2014 ascat19.25% interest per year an
payable semi-annually in cash on May 1 and Noverhb®rginning May 1, 2007. The $600 million of 9.25%nior Notes due 2014 issued on
October 30, 2006 were priced at par. The $650 aniltif 9.25% Senior Notes due 2014 issued on Decefr#®)@006 were priced at 101.75%
par plus accrued interest from October 30, 20Q#resenting an effective yield of 8.86% to the pasgrs of these senior notes. The resulting
premium of the two issuances of approximately $1llian is reflected as an increase to long-termtdetd is being amortized as a reduction to
interest expense over the remaining term of thB%.3enior Notes due 2014 using the effective istarethod.

The debt represented by the 9.25% Senior Notes2DLi4 constitutes purchase money indebtedness thel@rdentures of Level 3
Communications, Inc. A portion of the proceeds weged to redeem $497 million of the Company’s 1% %enior Notes Due 2008 on
December 27, 2006. Gross proceeds from this offetiat exceed the amount necessary to repurchasérance the 10.75% Senior Notes
Due 2008 constitutes purchase money indebtedneswilibe used solely to fund the cost of constiarttinstallation, acquisition, lease,
development or improvement of any assets to be inséd Companys communications business, including the cash pseeprice of any pa:
pending or future acquisitions.

The 9.25% Senior Notes Due 2014 are subject tawptien at the option of Level 3 Financing in wholein part, at any time or from tir
to time, on or after November 1, 2010 at the redemnprices (expressed as a percentage of prinaipalunt) set forth below, plus accrued and
unpaid interest thereon to the redemption datedéemed during the twelve months beginning Noverhbef the years indicated below:

Year Redemption Price
2010 104.62%%
2011 102.31%
2012 100.00(%

At any time or from time to time on or prior to Nember 1, 2009, Level 3 Financing may redeem ugb% 8f the original aggregate
principal amount of the 9.25% Senior Notes Due 2814 redemption price equal to 109.250% of theqgial amount of those notes so
redeemed, plus accrued and unpaid interest théifeamy) to the redemption date (subject to thétrigf holders of record on the relevant re«
date to receive interest due on the relevant intgr@yment date), with the net cash proceeds boméxd to the capital of Level 3 Financing of
one or more private placements to persons otheraffdiates of Level 3 or underwritten public ofiiegs of common stock of Level 3 resulting,
in each case, in gross proceeds of at least $10i@min the aggregate; provided, however, thdeast 65% of the original aggregate principal
amount of the 9.25% Senior Notes Due 2014 wouldarerautstanding immediately after giving effecstach redemption. Any such
redemption shall be made within 90 days of suctapei placement or public offering upon not less1t&@ nor more than 60 days’ prior notice.

The 9.25% Senior Notes Due 2014 are not curreatlistered under the Securities Act of 1933 or aale securities laws and, unless so
registered, may not be offered or sold except @msto an applicable exemption from the registrateguirements of the Securities Act of
1933 and applicable state securities laws. On @ct80d, 2006 and December 28, 2006, Level 3, LeW@hancing and the initial purchasers of
the 9.25% Senior Notes Due 2014 entered into magjiish rights agreements relating to the 9.25% @eni
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Notes Due 2014 pursuant to which Level 3 and L8veinancing agreed to file an exchange offer regfisin statement with the Securities ¢
Exchange Commission. The registration statemenbgas filed but not yet declared effective.

Under the terms of the registration rights agredmedrevel 3 Financing may be required to pay “Saldciterest” in the event of a
registration default. Special Interest will accaia rate of 0.50% per annum on the principal arhduring the 90-day period after the
occurrence of the registration default and willregase by 0.25% per annum at the end of each sudrse@@-day period. In no event will the
rate exceed 1.00% per annum on the principal améfiuthie exchange offer is completed on the terngs\aithin the period contemplated by
registration rights agreements, no special intexilsbe payable. A registration default may ocdithe Company fails to file with the
Securities and Exchange Commission and have deodiective the exchange offer registration statenbg certain dates as specified in the
registration rights agreement. The Company beli¢gvassthe likelihood of having to make Special test payments under the terms of the
registration rights agreement is remote and, @salt; has not accrued a liability for any obligatunder the agreement.

Debt issuance costs of approximately $23 milliomereapitalized and are being amortized over thra tEfrthe 9.25% senior Notes Due
2014. As a result of amortization, the capitalidetht issuance costs have been reduced to $22mallidecember 31, 2006.

2.875% Convertible Senior Notes due 2010

In July 2003, Level 3 Communications, Inc. compdetee offering of $374 million aggregate principahount of its 2.875% Convertible
Senior Notes due 2010 (“2.875% Convertible Seniotels") in an underwritten public offering pursuémthe Company’s shelf registration
statement. Interest on the notes accrues at 2.385%ear and is payable semi-annually in arreacast on January 15 and July 15, beginning
January 15, 2004. The 2.875% Convertible Senioedlate senior, unsecured obligations of Level 3 @amcations, Inc., rankingari passu
with all existing and future senior unsecured débe 2.875% Convertible Senior Notes contain certavenants, which among other things,
limit additional liens on assets of the Company.

The 2.875% Convertible Senior Notes are convertitite shares of the Company’s common stock at ae@ion rate of $7.18 per share,
subject to certain adjustments. On or after July2087, Level 3, at its option, may redeem for catbr a portion of the notes. Level 3 may
exercise this option only if the current marketprfor the Level 3 common stock for at least 2@itrg days within any 30 consecutive trading
day period exceeds prices ranging from 170% otthversion price on July 15, 2007 decreasing t&460the conversion price on or after
July 15, 2009. Level 3 would also be obligateddg the holders of the redeemed notes a cash araquat to the present value of all
remaining scheduled interest payments.

Level 3 used the net proceeds of $361 million rdfemsaction costs, for working capital, capitgbenditures and other general corporate
purposes, including new product development, degitirchases and acquisitions.

Debt issuance costs of $13 million were originabyitalized and are being amortized to interesergp over the term of the 2.875%
Convertible Senior Notes. As a result of amortiatithe capitalized debt issuance costs have leekreed to $6 million at December 31, 2006.

5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communications, lnompleted the offering of $345 million aggregatenpippal amount of its 5.25%
Convertible Senior Notes due 2011 (“5.25% Convéatienior Notes”)n a private offering. Interest on the notes acsraie5.25% per year al
is payable semi-annually in arrears in cash on 18nend December 15, beginning June 15, 2005. T2%&Convertible Senior Notes are
senior, unsecured obligations of Level 3 Commuinecat Inc., rankingari passuwwith all existing and
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future senior unsecured debt of Level 3 Commurooati Inc. The 5.25% Convertible Senior Notes contairtain covenants which limit
additional liens on assets of the Company.

The 5.25% Convertible Senior Notes are convertdi¢he option of the holders, into shares of tbenGany’s common stock at a
conversion rate of $3.98 per share, subject t@areadjustments. Upon conversion, the Companyhaie the right to deliver cash in lieu of
shares of its common stock, or a combination ol @asl shares of common stock. In addition, holdéthe 5.25% Convertible Senior Notes
will have the right to require the Company to reghase the notes upon the occurrence of a charggirol, as defined, at a price of 100% of
the principal amount plus accrued interest and kermahole premium.

On or after December 15, 2008, Level 3, at itsaptmay redeem for cash all or a portion of thesoThe 5.25% Convertible Senior
Notes are subject to redemption at the option @EL8, in whole or in part, at any time or from &rto time, on not more than 60 nor less t
30 days’ notice, on or after December 15, 20085 pkcrued and unpaid interest thereon to the retigmgate, if redeemed during the twelve
months beginning December 15, of the years indich&tow:

Year Redemption Price
2008 102.25%
2009 101.50(%
2010 and thereafte 100.75(%

In connection with the issuance of the notes, L8vated approximately $62 million of the net pratseef the offering to enter into
convertible note hedge and warrant transactions regpect to the Comparsytommon stock to reduce the potential dilutiomfreonversion ¢
the notes. Level 3 used the remainder of the roetgads from this offering to fund repurchasessoéiisting debt securities due in 2008.

Under the terms of the convertible note hedge gearent (the “Convertible Note Hedge”) with Mertilfnch International (“Merrill”),
Level 3 paid $125 million for a forward purchaseiop contract under which it is entitled to purchd&om Merrill a fixed number of shares of
Level 3 common stock (at a current price per sb&f&8.98). In the event of the conversion of théespthis forward purchase option contract
allows the Company to purchase, at a fixed priaeaktp the implicit conversion price of shares estunder the convertible notes, a number of
shares equal to the shares that Level 3 issueadtesholder upon conversion. Settlement termbisfforward purchase option allow the
Company to elect cash or share settlement bas#teaettlement option it chooses in settling theveosion feature of the notes. The Comp
accounted for the Convertible Note Hedge pursuatité guidance in EITF No. 00-19, “Accounting foerfivative Financial Instruments
Indexed to, and Potentially Settled in a Compa®ue Stock” (“EITF No. 00-19”). Accordingly, the $&2nillion purchase price of the
forward stock purchase option contract was recoedea reduction to consolidated stockholders’ gquit

Level 3 also sold to Merrill a warrant (the “Wartgrto purchase shares of Level 3 common stock. Theakbis currently exercisable 1
86,596,380 shares of Level 3 common stock at @&ntiexercise price of $6.00 per share. Level 3ivede$63 million cash from Merrill in
return for the sale of this forward share purch@st@n contract. Merrill cannot exercise the Watnamess and until a conversion event occurs.
Level 3 has the option of settling the Warrantastt or shares of Level 3 common stock. The Compaogunted for the sale of the Warrant as
the sale of a permanent equity instrument purstgatiite guidance in EITF No. 00-19. Accordingly, #&3 million sales price of the forward
stock purchase option contract was recorded asaedse to consolidated stockholders’ equity.

The Convertible Note Hedge and the Warrant econaliyiallow Level 3 to acquire sufficient sharescoimmon stock from Merrill to
meet its obligation to deliver common stock uponvarsion by the holder, unless the common stoaepmkceeds $6.00. When the fair value
of the Level 3 common stock




exceeds such price, the contracts have an offgetinonomic impact and, accordingly, will no longereffective as a hedge of the dilutive
impact of possible conversion.

Debt issuance costs of $11 million were originakypitalized and are being amortized to interesergp over the term of the 5.25%
Convertible Senior Notes. As a result of amortatidebt issuance costs were $8 million at Decerdbg2006.

10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Inc. recad877 million of net proceeds, after giving effexbffering expenses, from an
offering of $880 million aggregate principal amowits 10% Convertible Senior Notes due 2011 (“10#%nvertible Senior Notes”) to
institutional investors. Interest on the notes aesrat 10% per year and will be payable semi-ahnaalMay 1 and November 1 beginning on
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Lev@®munications, Inc., rankirpari
passuwith all existing and future unsecured unsubordidatebt of Level 3 Communications, Inc. The 10% \@otible Senior Notes contain
certain covenants which limit additional liens @sets of the Company.

The 10% Convertible Senior Notes will be convediby holders at any time after January 1, 2003d¢oner if certain corporate events
occur) into shares of Level 3 common stock at avemsion price of $3.60 per share (subject to adjast in certain events). This is equivalent
to a conversion rate of approximately 277.77 shpees$1,000 principal amount of notes. In additioolders of the 10% Convertible Senior
Notes will have the right to require the Companyedpurchase the notes upon the occurrence of ggehiarcontrol, as defined, at a price
100% of the principal amount of the notes plus aedrinterest and a make whole premium.

On or after May 1, 2009, Level 3, at its option ymedeem for cash all or a portion of the notese T@% Convertible Senior Notes are
subject to redemption at the option of Level 3whmle or in part, at any time or from time to tineg, not more than sixty nor less than thirty
days’ notice, on or after May 1, 2009, plus accraed unpaid interest thereon to the redemption, datedeemed during the twelve months
beginning May 1, of the years indicated below:

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

Debt issuance costs of $3 million were originaipitalized and are being amortized to interest rs@@ver the term of the 10%
Convertible Senior Notes. As a result of amortiatithe capitalized debt issuance costs have leekreed to $1 million at December 31, 2006.

See Subsequent Events (Note 21) regarding the 3Ja20@7 debt for equity exchange of the Compan@% Xonvertible Senior Notes
due 2011.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, Inc. kaxk$326 million of net proceeds, after giving effeo offering expenses, from a
public offering of $335 million aggregate princigahount of its 3.5% Convertible Senior Notes dug22(3.5% Convertible Senior Notes”).
The 3.5% Convertible Senior Notes were priced 8240f the principal amount. The notes are seniseauared obligations of the Company,
ranking equal in right of payment with all the Caanp’s existing and future unsubordinated indebtegn€he 3.5% Convertible Senior Notes
will mature on June 15, 2012. Interest on the natifde payable sem@nnually in arrears on June 15 and December 1&abf gear, beginnir
on December 15, 2006.




At any time before the close of business on Jun@a5b2, the 3.5% Convertible Senior Notes are cdible by holders into shares of
Level 3's common stock at a conversion price o#i85er share (subject to adjustment in certaintsyenhis is equivalent to a conversion rate
of approximately 183.1502 shares of common stoekpe00 principal amount of these notes. Upon easion, the Company will have the
right to deliver cash in lieu of shares of its coamstock, or a combination of cash and sharesmhoon stock. In addition, holders of the 3.
Convertible Senior Notes will have the right touig the Company to repurchase the notes upondtir@nce of a change in control, as
defined, at a price of 100% of the principal amanirthe notes plus accrued interest. In additiba,hiolder elects to convert its notes in
connection with certain changes in control, Leveb8Id be required to pay a make whole premiurmbyeiasing the number of shares
deliverable upon conversion of the notes.

The 3.5% Convertible Senior Notes are subjectdemgption at the option of Level 3, in whole or &rf at any time or from time to time,
on not more than 60 nor less than 30 days’ notingyr after June 15, 2010, plus accrued and uniptgcest thereon (if any) to the redemption
date, if redeemed during the twelve months begopdime 15, of the years indicated below:

Year Redemption Price
2010 101.17%
2011 100.5¢%

Level 3 used a portion of the net proceeds from dfffiering and its common stock offering compleitethe second quarter of 2006 to
redeem certain debt securities maturing in 200&. fEmaining proceeds were used for acquisitiond@ngeneral corporate purposes,
including working capital and capital expenditures.

Debt issuance costs of $9 million were originaipitalized and are being amortized to interest exp@ver the term of the 3.5%
Convertible Senior Notes. As a result of amortiatithe capitalized debt issuance costs have legkriced to approximately $9 million at
December 31, 2006.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 completed the exchanggppfoximately $352 million (book value) of debt amtrued interest outstanding, as
of October 24, 2003, for approximately 20 millidreses of Level 3 common stock and $208 million ¢pwalue) of a new issue of 9%
Convertible Senior Discount Notes.

Level 3 Communications, Inc. issued $295 milliog@gate principal amount at maturity of 9% ConwdetiSenior Discount Notes.
Interest on the 9% Convertible Senior Discount Na@tecretes at a rate of 9% per annum, compoundedrseually, to an aggregate principal
amount of $295 million by October 15, 2007. Caghrest will not accrue on the 9% Convertible Seimcount Notes prior to October 15,
2007; however, Level 3 Communications, Inc. magtie commence the accrual of cash interest oougditanding 9% Convertible Senior
Discount Notes on or after October 15, 2004, inclvldase the outstanding principal amount at mtofieach 9% Convertible Senior
Discount Note will, on the elected commencemeng da¢ reduced to the accreted value of the 9% CtibeSenior Discount Note as of that
date and cash interest shall be payable on that dloApril 15 and October 15 thereafter. Commen@utpber 15, 2007, interest on the 9%
Convertible Senior Discount Notes will accrue & thte of 9% per annum and will be payable in a@shiannually in arrears. Accrued interest
expense for the year ended December 31, 2006 d@?th€onvertible Senior Discount Notes of less thamillion was added to long-term
debt.

The 9% Convertible Senior Discount Notes are cdiberinto shares of the Company’s common stock @nversion rate of $9.99 per
share, subject to certain adjustments. The totalbaun of shares issuable upon conversion will rdrga approximately 25 million to
30 million shares depending upon the total acangtigor to conversion. On or after October 15, 2008/el 3, at its option, may redeem for
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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% ofdin@ersion price on October 15, 2008. This amouliw decreased to 130% and 120%
October 15, 2008 and 2009, respectively, if theéahholders sell greater than 33.33% of the ndtesel 3 is also obligated to pay the holders
of the redeemed notes a cash amount equal to ¢isemirvalue of all remaining scheduled interestrayts.

The 9% Convertible Senior Discount Notes will b&jsat to conversion into common stock at the optibthe holder, in whole or in part,
at any time or from time to time after 180 day®afhe issue date at the following conversion grigxpressed as percentages of accreted
value) plus accrued and unpaid interest theredinet@onversion date, of the time periods indicéedw:

Year Redemption Price
October 15, 2006 - April 14, 2007 91.65€6%
April 15, 2007- October 14, 200 95.78(%
October 15, 2007 and thereat 100.09(%

These notes are senior unsecured obligations afll3Communications, Inc., rankimgri passwith all existing and future senior
unsecured indebtedness of Level 3 Communicatimas, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company received $798 mitligproceeds, after transaction costs, from aerioff) of $823 million aggregate
principal amount of its 6% Convertible Subordinakémtes Due 2009 (“Subordinated Notes 2009He Subordinated Notes 2009 are unsec
and subordinated to all existing and future seimdebtedness of the Company. Interest on the Sutaiedi Notes 2009 accrues at 6% per year
and is payable each year in cash on March 15 apk®ber 15. The principal amount of the Subordihdtetes 2009 will be due on
September 15, 2009. The Subordinated Notes 200%mapnverted into shares of common stock of the@2my at any time prior to maturi
unless previously redeemed, repurchased or the @wyripas caused the conversion rights to expire coheersion rate is 15.3401 shares per
each $1,000 principal amount of Subordinated N20&9, subject to adjustment in certain circumstan@a or after September 15, 2002,
Level 3, at its option, may cause the conversights to expire. Level 3 may exercise this optioly dithe current market price exceeds
approximately $91.27 (which represents 140% oftctiveversion price) for 20 trading days within anyipeé of 30 consecutive trading days
including the last day of that period. As of DecemB1, 2006, less than $1 million of debt had bemverted into shares of common stock. As
of December 31, 2006, a total of $461 million aggtte principal amount of the Subordinated Note92@Hl been repurchased or exchanged
for common stock.

Debt issuance costs of $25 million were originakyitalized and are being amortized to interesergp over the term of the Subordine
Notes 2009. As a result of amortization and depuirehases, the capitalized debt issuance costsherereduced to $3 million
December 31, 2006.

6% Convertible Subordinated Notes due 2010

In February 2000, Level 3 Communications, Inc. ne=@ $836 million of net proceeds, after transattosts, from a public offering of
$863 million aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010 (“Suboréih&totes 2010"). The Subordinated
Notes 2010 are unsecured and subordinated toiatirexand future senior indebtedness of the Complarterest on the Subordinated No
2010 accrues at 6% per year and is payable semiafipin cash on March 15 and September 15 begin8eptember 15, 2000. The principal
amount of the Subordinated Notes 2010 will be dudarch 15, 2010.
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The Subordinated Notes 2010 may be converted irdees of common stock of Level 3 Communications, &t any time prior to the
close of business on the business day immediatelyeping maturity, unless previously redeemed,nd@sed or Level 3
Communications, Inc. has caused the conversionsrighexpire. The conversion rate is 7.416 shagegach $1,000 principal amount of
Subordinated Notes 2010, subject to adjustmengitaim events.

On or after March 18, 2003, Level 3, at its optiorgy cause the conversion rights to expire. Leveaby exercise this option only if the
current market price exceeds approximately $18@8nHch represents 140% of the conversion pricejpfdeast 20 trading days within any
period of 30 consecutive trading days, including ltkst trading day of that period. As of DecemlderZ006, no debt had been converted into
shares of common stock. As of December 31, 20@@&ahof $350 million aggregate principal amountleé Subordinated Notes 2010 had been
repurchased or exchanged for common stock.

Debt issuance costs of $27 million were originakpitalized and are being amortized to interesergp over the term of the Subordine
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverégeced to $5 million at December .
2006.

Commercial Mortgage

In the third quarter of 2005, the Company completedfinancing of the mortgage on its corporatedijearters. On September 27, 2005,
HQ Realty, Inc. entered into a $70 million loaraatinitial fixed rate of 6.86% through 2010, théicipated repayment date as defined in the
loan agreement (“CBRE Commercial Mortgage&iiter 2010 through maturity in 2015, the interesterwill adjust to the greater of 9.86% or
five year U.S. Treasury rate plus 300 basis poki€3.Realty, Inc. received $66 million of net prodeafter transaction costs and has depositec
$4 million into restricted cash accounts for futtaeility improvements and property taxes. HQ RedMc. was required to make interest only
payments in the first year and began making morgtihycipal payments in the second year based dryedr amortization schedule.

Debt issuance costs of $1 million were capitaliaad are being amortized as interest expense og¢etim of the CBRE Commercial
Mortgage. As a result of amortization, the captedi debt issuance costs have been reduced to Kinmail December 31, 2006.

The assets of HQ Realty, Inc. are not availabkatsfy any third party obligations other than #no$ HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otla@rtQ Realty, Inc. are not available to satisfydbbgations of HQ Realty, Inc.

Capital Leases

As part of the Progress Telecom transaction comgleh March 20, 2006, the Company assumed ceidpitat lease obligations of
Progress Telecom for IRU dark fiber facilities & fillion. The capital leases mature at variougsléiirough 2021. As of December 31, 2006
the capital lease obligation is $8 million.

As part of the ICG Communications transaction oryl4, 2006, the Company assumed certain capitag¢lebligations of ICG
Communications for IRU dark fiber facilities of $3llion. The capital leases mature at various d#issugh 2018. As of December 31, 2006
the capital lease obligation is approximately $8iam.

As part of the TelCove transaction completed oy 24| 2006, the Company assumed certain capitsélehligations of TelCove
primarily for IRU dark fiber facilities of $13 mithn. The capital leases mature at various datesigir December 2030. As of December 31,
2006 the capital lease obligation is approxima$dlg million.




Future Debt Maturities:

The Company’s contractual obligations as of DecarBie 2006 related to debt, including capital lsased excluding issue discounts and
fair value adjustments will require estimated cpapments during each of the five succeeding yeafsllws: 2007—3$5 million; 2008—
$148 million; 2009—%$365 million; 2010—%$2,369 miltip2011—$2,110 million and $2,420 million thereafte

(14) Asset Retirement Obligations

Asset retirement obligation accretion expense df i®ilion, $13 million and $11 million was recordddring the years ended
December 31, 2006, 2005 and 2004, respectivelyltieg in total asset retirement obligations, irdihg reclamation costs for the coal busin
of $202 million and $181 million at December 31p8@&nd 2005, respectively. The total asset retirerolligation as of December 31, 2006
includes $46 million of asset retirement obligatiefated to WilTel, ICG Communications and Looki@tass. The total asset retirement
obligation as of December 31, 2005 includes Wil @lsset retirement obligation of $35 million.

Expense of $21 million related to the communicatibosiness was recorded in selling, general andnéstrative expenses on the
consolidated statement of operations for the yeded December 31, 2006. In addition, expense ohifidn related to the Company’s coal
mining business was recorded in cost of revenud@ronsolidated statement of operations for tlae gaded December 31, 2006. This was
partially offset by less than $1 million of gairecognized on settlement of obligations attributablghe use of internal resources rather than
third parties to perform reclamation work. In adfit the coal mining business incurred $2 millidradditional reclamation liabilities as a
result of expanded mining activities and incurr@ddllion of costs for work performed to remediareviously mined properties.

Level 3 recorded a reduction in the 2006 depremiatixpense totaling approximately $5 million agsuit of a change in the estimated
future asset retirement obligation costs associatdits 50% interest in the Decker coal mineatitordance with SFAS No. 143, Level 3
recorded the full impact of the change in estiniatie current period.

Expense of $10 million related to the communicagibosiness was recorded in selling, general andndstrative expenses on the
consolidated statement of operations for the yadeé December 31, 2005. In addition, expense ahi#idn related to the Company’s coal
mining business was recorded in cost of revenud@ronsolidated statement of operations for tlae gaded December 31, 2005. In addition,
the coal mining business incurred $3 million of éiddal reclamation liabilities as a result of erplad mining activities and incurred $2 mill
of costs for work performed to remediate previousiped properties.

Expense of $7 million related to the communicatibasiness was recorded in selling, general andrésiritive expenses on the
consolidated statement of operations for the yrdee December 31, 2004. Expense of $4 million edléd the Company’s coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @fkrember 31, 2004. In addition, the ¢
mining business incurred $4 million of additionatlamation liabilities as a result of expanded maréctivities and incurred $1 million of co
for work performed to remediate previously minedperties.

The Company had noncurrent restricted cash of appedely $59 million and $56 million set aside tm#l the reclamation liabilities at
December 31, 2006 and 2005, respectively.
(15) Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123 in 1998. Under SFAS No. 123, the falue of an option or other
stock-based compensation (as computed in accordeititaccepted option valuation models) on the d&grant was amortized over the
vesting periods of the options.
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Although the recognition of the value of the instients results in compensation or professional esggem an entity’s financial statements, the
expense differs from other compensation and priafieakexpenses in that these charges may not edsit cash, but rather, are generally
settled through issuance of common stock.

Beginning January 1, 2006, the Company adopted A 23R. SFAS No. 123R requires that estimateféitares be factored in the
amount of expense recognized for awards that artuthp vested. The Company has historically reeatdhe effect of forfeitures of equity
awards as they occur. The effect of applying trenge from the original provisions of SFAS No. 128tlke Company’s results of operations,
basic and diluted earnings per share and cash flovike year ended December 31, 2006 was not rakter

The adoption of SFAS No. 123 has resulted in matann€ash charges to operations since its adoption 38,18nd the adoption of SF,
No. 123R on January 1, 2006 will continue to resuthaterial no-cash charges to operations in the future. The atmfithe noneash charge
will be dependent upon a number of factors, inclgdhe number of grants, the fair value of eacimigeatimated at the time of its award anc
number of grants that ultimately vest.

The Company recognized in net loss from contingipgrations a total of $84 million, $51 million a$d3 million of non-cash
compensation in 2006, 2005 and 2004, respectietjuded in discontinued operations is non-cashpemsation expense of $2 million,
$6 million and $3 million in 2006, 2005 and 200dspectively. During the second quarter of 2006 Qbtber 2005 and January 2006 grants
were revalued using May 15, 2006 as the grant dasgcordance with SFAS No. 123R, which resultedn additional $6 million increase in
non-cash compensation expense. As stated in thep&uwyis proxy materials for its 2006 Annual MeetofgStockholders, over the course of
the years since April 1, 1998, the compensationmittee of the Compang’Board of Directors had administered the 1995kSRian under th
belief that the action of the Company’s Board ofddtors to amend and restate the plan effectivél Apt998 had the effect of extending the
original term of the Plan to April 1, 2008. Aftefuther review of the terms of the plan, howetke compensation committee determined that
an ambiguity could have existed that may have teguh an interpretation that the expiration ddtthe plan was September 25, 2005. To
remove any ambiguity, the Board of Directors soubbtapproval of the Company’s stockholders to airtea plan to extend the term of the
plan by five years to September 25, 2010. Thisamirwas obtained at the 2006 Annual Meeting ot&tolders held on May 15, 2006. In
addition, the Company capitalized $2 million a yea2006, 2005 and 2004, respectively, of non-ashpensation for those employees and
contractors directly involved in the constructidrttte network, installation of customers or devetgnt of the business support systems.

SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash flov
the tax benefits are expected to be realizableh@ompany is currently in a net operating lossitipm and does not expect to generate net
income in the near term, Level 3's management doésxpect to realize tax benefits from shbased compensation for the foreseeable fu
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The following table summarizes non-cash compensatigpense and capitalized non-cash compensatigrafdr of the three years ended
December 31, 2006.

2006 2005 2004
(dollars in millions)

0SO $38 $18 $16
C-0SO — — 1
Restricted Stoc 20 19 4
Shareworks Match Ple — (2) 4
401(k) Match Expens 18 15 18
401(k) Discretionary Grant Ple 12 _ 9 _ 5

88 59 48
Capitalized Noncash Compensat 2 2 @

86 57 46
Discontinued Operatior 2 . 3

$84 $51 $43

Non-qualified Stock Options and Warrants

The Company has not granted non-qualified stoclonpt(*“NQSOs”)since 2000. As of December 31, 2006, all NQSOsipusly grante:
were fully vested and the compensation expensédbad fully recognized in the consolidated statemehbperations. At December 31, 2006,
there were approximately 4.9 million NQSOs outstagdvith exercise prices ranging from $1.76 to $8.0he weighted average exercise p
of the NQSOs outstanding was $5.79 at Decembe2®16.

Transactions involving NQSOs granted are summaidzeidllows:

Weighted
Exercise Price Average Aggregate
Units Per Unit Exercise Price Intrinsic Value
(in millions)
Balance December 31, 20 8,921,36: $0.12- $84.7¢ $5.95
Options grante: — — —
Options cancelle (361,500 5.43- 84.7% 8.23
Options exercised — — —
Balance December 31, 20 8,559,86: 0.12- 21.6€ 5.85 Less than $1.
Options grante: — — —
Options cancelle (606,150 5.43- 8.0( 6.00
Options exercise (61,16¢) 0.12- 0.1- 0.12
Options expired (1,746,500  4.04- 21.6¢ 6.36
Balance December 31, 20 6,146,04¢ 1.76- 8.0C 5.75 Less than $1.
Options grante: — — —
Options cancelle (553,249 1.76- 8.00 6.29
Options exercise (689,25() 4.95- 5.4: 4.97
Options expired — — —
Balance December 31, 20 4,903,54¢ $1.76-% 8.0( $5.79 $1.C
Options exercisable
December 31, 200 8,559,86: $0.12- $21.6¢ $5.85
December 31, 200 6,146,04¢ 1.76- 8.0C 5.75
December 31, 200 4,903,54¢( $1.76-$ 8.0( $5.79
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Options Outstanding
and Exercisable

Weighted

Number Average
Outstanding Remaining Weighted
as of Life Average

Range of Exercise Price December 31, 200! (years) Exercise Price

$1.76- $1.76 2,34¢ 1.28 $1.7€
5.43- 543 3,654,82! 0.78 5.43
$6.20 — $8.00 1,246,37! 1.06 6.88
4,903,54¢ 0.85 $5.7¢

At December 31, 2006, there were approximately b#ligon warrants outstanding ranging in exercise@from $4.00 to $29.00. As of
December 31, 2006, all of the warrants previousinted were fully vested and the compensation esgpbad been fully recognized in the
consolidated statements of operations. Of theseawts; all were exercisable at December 31, 20@6,awveighted average exercise price of
$7.79 per warrant.

During the second quarter of 2004, the Companyeidsypproximately 374,000 warrants to a consultamagment for future consulting
financial advisory services. The warrants allowdbasultant to purchase common stock at $4.00hmes The warrants vested equally in
quarterly installments over twelve months. The aats expire on April 1, 2011. The Company recoiged than $1 million of expense during
2004 for these warrants. As of December 31, 208kd warrants were fully expensed.

Outperform Stock Options

In April 1998, the Company adopted an outperforatisioption (“OSO”) program that was designed sa the Company’s stockholders
would receive a market return on their investmesfiblle OSO holders receive any return on their ogtidhe Company believes that the OSO
program aligns directly management’s and stockheldeterests by basing stock option value on thenBany’s ability to outperform the
market in general, as measured by the Standardo&@FS&P”) 500 Index. Participants in the OSO gram do not realize any value from
awards unless the Company’s common stock priceediatpms the S&P 500 Index during the life of thargr When the stock price gain is
greater than the corresponding gain on the S&PIB@&Xx (or less than the corresponding loss on &R 500 Index for grants awarded before
September 30, 2005), the value received for awandsr the OSO plan is based on a formula involeimgultiplier related to the level by
which the Company’s common stock outperforms th& S&0 Index. To the extent that Level 3's commaeclsbutperforms the S&P 500
Index, the value of OSO units to a holder may eatdbe value of nonqualified stock options.

In August 2002, the Company modified the OSO progas follows:
« OSO targets are communicated in terms of numb&3s® units 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 efdhe first year after grant, with the
remaining 50% vesting over the second year (12.8fg|parter).

The initial strike price, as determined on the gegr to the OSO grant date, is adjusted over {ithe “Adjusted Strike Price”), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéhee of the S&P 500 Index from the date
of grant to the date of exercise. The value ofQI$O increases for increasing levels of outperforea®SO units outstanding
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at December 31, 2006 have a multiplier range freno o four depending upon the performance of L8vammon stock relative to the S&P
500 Index as shown in the following table.

If Level 3 Stock

Outperforms the Then the Pre-multiplier Gain Is

S&P 500 Index by: Multiplied by a Success Multiplier of:

0% or Less 0.00

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

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

Upon exercise of an OSO, the Company shall debvgray to the grantee the difference between tiireMrarket Value of a share of Lev
3 common stock as of the day prior to the exerdéde, less the Adjusted Strike Price, the “Exer€isasideration”The Exercise Considerati
may be paid in cash, Level 3 common stock or amyhination of cash or Level 3 common stock at thenGany’s discretion. The number of
shares of Level 3 common stock to be deliverecheyGompany to the grantee is determined by divittiegexercise Consideration to be paid
in Level 3 common stock by the Fair Market Valueacthare of Level 3 common stock as of the date ithe exercise date. Fair Market
Value is defined in the OSO agreement, but is atirehe closing price per share of Level 3 commtotk on the NASDAQ exchange.
Exercise of the OSO units does not require any oatiay by the employee.

OSO awards are granted quarterly to eligible pigadiuts. Awards outstanding at December 31, 200& had~year life and vest 50% at the
end of the first year after the grant, with the agmng 50% vesting over the second year (12.5%gparter).

The fair value of the OSO units granted is cal@daiy applying a modified Black-Scholes model wfitb assumptions identified below.
The Company utilized a modified Black-Scholes matied to the additional variables required to caltaithe impact of the success multiplier
of the OSO program. Beginning January 1, 2006, r@s@t of the adoption of SFAS No. 123R, the Comypalso considers the estimated
forfeiture rate to measure the value of outperfetatk options granted to employees. The Comparigves that given the relative short life of
the options and the other variables used in theaitte modified Black-Scholes model provides aosable estimate of the fair value of the
OSO units at the time of grant.

Year Ended December 31

2006 2005 2004
S&P 500 Expected Dividend Yield Rate 1.78%  1.9%  1.54%
Expected Life 3.4year 2years 2 year:
S&P 500 Expected Volatility Ra 12% 13% 15%
Level 3 Common Stock Expected Volatility Ri 55% 55% 56%
Expected S&P 500Correlation Fac .28 .30 19
Calculated Theoretical Valt 153% 116% 120%
Estimated Forfeiture Ra 10.1% — —




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

The expected life data was stratified based onldederesponsibility within the Company. The thearal value used in 2006 was
determined using the weighted average exercisevimifar these groups of employees. Upon adoptio8FAS No. 123R, the Company
updated its calculation of the Expected Life. Vililgtassumptions were derived using historicaledas well as current market data.

As part of a comprehensive review of its long-tempensation program, the Company temporarily swdgrawards of OSO units in
April 2005. During the second quarter of 2005, @@mmpany granted participants in the plan restristedk units, discussed below.

Beginning in the third quarter 2005, the Compasyésl both restricted stock units and OSO unitsaasob its long-term compensation
program. In the third quarter of 2005, the Compamage a grant for 2005 of restricted stock units vieat ratably over four years.

The fair value under SFAS No. 123 and SFAS No. 1&8Rhe approximately 8 million, 6 million and 5Slion OSO units awarded to
participants during the year ended December 316,22005 and 2004, respectively, was approxima&gf/million, $18 million and
$22 million, respectively. As of December 31, 200& Company had not reflected $26 million of unaimed compensation expense in its
financial statements for previously granted OSQsuriihe weighted average period over which thi$ wilsbe recognized is 1.48 years.

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

Weighted
Weighted Average
Average Aggregate Remaining
Initial Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)

Balance December 31, 20 21,483,41. $2.45-$113.8] $15.3¢€
Options grante: 5,394,05¢ 2.59- 5.7C 3.36
Options cancelle (211,87¢) 2.45- 113.8i 4.80
Options expire( (4,873,816 3.02- 113.8i 41.94
Options exercised (430,25¢6) 2.45- 5.5¢ 3.64

Balance December 31, 2004 21,361,52. 2.45- 25.31 6.61 $ 5.3 1.59 year
Options grante: 5,859,006¢ 2.03- 3.3¢ 2.61
Options cancelle (1,048,49)) 2.03- 25.31 3.00
Options expiret (11,841,490 2.59- 25.31 8.91
Options exercise (84,62¢) 2.45- 3.02 2.86

Balance December 31, 2005 14,245,971 2.03- 6.6¢€ 3.34 $ 9.3 2.34 year
Options grante: 8,092,91! 2.87- 5.3¢ 4.49
Options cancelle (1,101,849 2.03- 6.6€ 3.71
Options expiret (3,010,36) 2.03- 6.6¢€ 3.62
Options exercise (2,941,18() 2.03- 4.44 2.97

Balance December 31, 2006 15,285,49! $2.03- $6.6¢ $ 3.93 $82.7 2.54 year

Options exercisabl¢‘ veste(’):

December 31, 200 15,507,84° $2.45- $25.3: $ 7.75
December 31, 200 8,453,29¢ 2.59- 6.6¢€ 3.88

December 31, 200 7,903,200 $2.03- $6.6¢ $ 3.48 $52.5 1.78 year
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OSO units Outstanding OSO units Exercisable

at December 31, 200 at December 31, 200
Weighted
Average Weighed
Remaining Life Average Initial Weighted
Number Number Average
Range of Exercise Price Outstanding (years) Strike Price Exercisable Initial Strike Price
$2.03 - $3.02 5,422,62: 2.61 $2.46 3,673,07: $2.43
3.39 -4.90 4,744 ,59¢ 2.22 4.02 2,897,90- 3.76
5.16 - 6.66 5,118,27: 2.76 5.41 1,332,22: 5.75
15,285,49! 2.54 $3.93 7,903,20( $3.48

In the table above, the weighted average initié#testprice represents the values used to calcthatéheoretical value of OSO units on the
grant date and the intrinsic value represents #hgevof OSO units that have outperformed the S&P168ex as of December 31, 2006.

The total realized value of OSO units exercisedlieryears ended December 31, 2006, 2005 and 2686:$20 million, $6 million and
$10 million, respectively. For the twelve monthsled December 31, 2006, 2005 and 2004, respectivelyCompany issued 3.8 million,
2.7 million and 2.1 million shares of Level 3 comm&iock upon the exercise of OSO units. The nurabshares of Level 3 stock issued upon
exercise of an OSO unit varies based upon thevelperformance of Level 8'stock price and the S&P 500 Index between thialigjrant dat
and exercise date of the OSO unit.

At December 31, 2006, based on the Level 3 comrtawk price and post-multiplier values, the Compaag obligated to issue 9.4
million shares for vested and exercisable OSObagpércentage increase in the S&P 500 Index exdgbdegoercentage increase in the Level 3
stock price for all grants.

In July 2000, the Company adopted a convertiblperiidrm stock option program (“C-OS0O”) as an exiem®f the existing OSO plan.
The program was a component of the Company’s oggemnployee retention efforts and offered similatdees to those of an OSO, but
provided an employee with the greater of the valug single share of the Compasyommon stock at exercise, or the calculated C8@e\oi
a single OSO at the time of exercise.

C-OSO awards were made to eligible employees eregloy the date of the grant. The awards were nma8eptember 2000,
December 2000, and September 2001. The awardsedremP000 vested over three years as folldesof each grant at the end of the first
year, a furtheZ sat the end of the second year and the remaifisig the third year. The September 2001 awards veéstedual quarterly
installments over three years. Each award was inatedyl exercisable upon vesting. Awards expired f@ars from the date of the grant.

As of December 31, 2005, the Company had fully dizext the compensation expense in its financiaéstants for @GSO units awarde
in 2000 and 2001. The final series of C-OSO unigated to employees expired in 2005. There are-@50 units outstanding at
December 31, 2005.
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Transactions involving C-OSO units are summarizeldve:

Weighted
Option Price Average
Units Per Unit Option Price

Balance December 31, 20 4,064,68: $3.82- $87.2¢ $15.3¢

Options cancelle (24,0299 3.82- 87.2: 3.82

Options expire( (101,09¢) 3.82- 87.2: 33.3¢

Options exercise (1,162,779 3.82- 87.2¢ 41.67

Balance December 31, 2004 2,776,77¢ 3.82- 3.82 3.82

Options cancelle — — —

Options expiret (137,98() 3.82- 3.82 3.82

Options exercise (2,638,799 3.82- 3.8: 3.82

Balance December 31, 2005 — % — $ —
Options exercisable

December 31, 200 2,776,77¢ $3.82- 3.82 $ 3.82

December 31, 200 — — _

Restricted Stock and Units

In 2006, 2005 and 2004, approximately 5.9 millia4,6 million and 0.8 million restricted stock shae restricted stock units,
respectively, were awarded to employees and norleste@ members of the Board of Directors. The ret&td stock units and shares were
granted to the recipients at no cost. Restrictmmsransfer lapse over one to four year periods. félr value of restricted stock units and shares
awarded in 2006 of $27 million was calculated ushmyvalue of the Level 3 common stock on the gdaté and is being amortized over the
restriction lapse periods of the awards. The falug of restricted stock units and shares awaml@905 and 2004 of $50 million and
$2 million, respectively, was calculated using viatue of the Level 3 common stock the day prictheaward and is being amortized over the
restriction lapse periods of the awards. As of Dawer 31, 2006, the total compensation cost refatewnvested restricted stock or restricted
stock units not yet recognized was $29 million, #relweighted average period over which this catoe recognized is 2.9 years.

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

Weighted Average

Number Grant Date Fair Value
Nonvested at December 31, 2( 787,35¢ $5.35
Stock and units grante 696,947 3.52
Lapse of restriction (472,020 5.42
Stock and units forfeited (32,129 4.15
Nonvested at December 31, 2( 980,157 4.05
Stock and units grante 24,627,23. 2.03
Lapse of restriction (719,71¢) 3.8C
Stock and units forfeite (1,510,83) 2.12
Nonvested at December 31, 2( 23,376,84. 2.06
Stock and units grante 5,874,76! 4.65
Lapse of restriction (7,225,74,) 2.13
Stock and units forfeite (2,575,13) 2.45
Nonvested at December 31, 2( 19,450,722 $2.76

The Weighted Average Grant Date Fair Value of ret&ld stock and restricted stock units grantedrdutine years ended December 31,
2006, 2005 and 2004 were $4.65, $2.03 and $3.5peotively. The
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total fair value of restricted stock and restrictolck units vested during the years ended DeceB1h&2006, 2005 and 2004 was $15 million,
$2 million and $2 million, respectively.

Shareworks and 401(k) Plans

The Company had two plans under its Shareworksranogthe Match Plan and the Grant Plan. In Decer2®@2, in order to provide
employees opportunities to diversify their investitsein Company-sponsored savings and retiremenspthe Company decided to enhance
the 401(K) plan by introducing a Company match mpleyee contributions. At the same time the Compdetgrmined that, effective
January 1, 2003, the Shareworks Match Plan woultisimntinued and the Shareworks Grant Plan woellcbbed into the 401(K) plan.

Match Plan —The Match Plan was suspended on January 1, 20i@8 t® this date, the Match Plan allowed eligiblaployees to defer
between 1% and 7% of their eligible compensatiopuichase Level 3 common stock at the average stock for the quarter. Full time
employees of the communications business and nénfamirmation services businesses were considdigiile on the first day of the calendar
guarter after their hire. The Company matched biages purchased by the employee on a one-for-ais. [&tock purchased with payroll
deductions was fully vested. Stock purchased wighGompanys matching contributions vested three years dfieend of the quarter in whi
it was made. Effective January 1, 2003, past doutions to the Match Plan continued to vest, howeere will be no further contributions to
the Plan by employees or the Company.

The Company'’s quarterly matching contribution wasetized to compensation expense over the vestnigg of 36 months.

As of December 31, 2005 the Company had fully ainedtto compensation expense the value of the nmgtcontributions and all
matching contributions were fully vested. During econd quarter of 2005, the Company reversedl8mof non-cash expense in Europe
attributable to the discontinuance of certain ggoitmpensation programs.

401(k) Plan—The Company and its subsidiaries offer their digaliemployees the opportunity to participate shedfined contribution
retirement plan qualifying under the provisionsSefction 401(k) of the Internal Revenue Code (“4DH(llan”). Each employee is eligible to
contribute, on a tax deferred basis, a portionnoiual earnings generally not to exceed $15,000062The Company matches 100% of
employee contributions up to 7% of eligible earsiog applicable regulatory limits for employeesh®# communications businesses.

The Companys matching contributions are made with Level 3 camrstock based on the closing stock price on eaghdpte. Employet
are able to diversify the Company’s matching cdmttion as soon as it is made, even if they arduligtvested. The Company’s matching
contributions will vest ratably over the first tlergears of service or over such shorter period thdiemployee has completed three years of
service at such time the employee is then 100%eudéstall Company matching contributions. The Conypaade 401(k) Plan matching
contributions of $18 million, $14 million and $18lhon for the year ended December 31, 2006, 2006 2004, respectively. The Company’s
matching contributions were recorded as sellingegal and administrative expenses.

The Company made a discretionary contribution €041 (k) plan in Level 3 common stock for the yearded December 31, 2006, 2005
and 2004 equal to three percent, three percentvemgercent of eligible employees’ earnings eadr yeespectively. The 2006 deposit is
expected to be made into the employees’401(k) adsaluring the first quarter of 2007. The 2005 2004 deposits were made into the
employees’ 401(k) accounts during the first quanfehe subsequent year. Level 3 recorded an erpefitsl1 million, $8 million and
$7 million attributable for the discretionary cahtrtion in 2006, 2005 and 2004, respectively.
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The WilTel Communications employees began contiriguto the Level 3 plan on June 17, 2006. On JuBOR6, the WilTel
Communications plan assets were merged into thell®plan. Prior to June 17, 2006, employees off@liCommunications that participated
in the WilTel 401(k) Plan received an employer rhatg cash contribution of 100% of employee conttitms up to 6% of eligible earnings or
regulatory limits. The Company made matching casttrdoutions of $3 million for the period from Jaary 1 through June 16, 2006.

The Progress Telecom employees began contribudititetLevel 3 plan on March 20, 2006. The Progiedscom plan assets were
merged into the Level 3 plan on August 7, 2006.

The ICG Communications employees began contributirtge Level 3 plan on July 1, 2006. There weremadching cash contributions
for ICG Communications for the period of May 31080the date of acquisition, through July 1, 200& ICG Communications plan assets
were merged into the Level 3 plan on SeptembefQ62

The TelCove and Looking Glass employees beganibatitrg to the Level 3 plan on August 4, 2006 aegt8mber 9, 2006, respectively.
The matching cash contributions made to the Tel@GokLooking Glass plans for the period from thepeetive acquisition dates to the dates
employees began contributing to the Level 3 plas was than $1 million each for TelCove and Looksigss, respectively. The Looking
Glass plan assets were merged into the Level 3giadovember 1, 2006. The Company merged the Tel@tan assets into the Level 3 plan
on January 2, 2007.

(16) Income Taxes

An analysis of the income tax provision attribueatd loss from continuing operations before incaaxes for each of the three years
ended December 31, 2006 follows:

2006 2005 2004
(dollars in millions)

Current:
United States Feder $— $(4) $—
State — — Q)
Foreign (2) 1) —

2 6 @
Deferred, net of changes in valuation allowan
United States Feder — — —
State — — —
Foreign — — _

Income Tax Provision $2) $05B) $@0Q)

The United States and foreign components of incflass) from continuing operations before income=tafollows:

2006 2005 2004
(dollars in millions)

United State: $(710) $(717) $(300)
Foreign (78) 15 (177)
$(788) $(702) $(477)
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A reconciliation of the actual income tax provisiamd the tax computed by applying the U.S. fedartal (35%) to the loss from
continuing operations before income taxes for eddhe three years ended December 31, 2006 follows:

2006 2005 2004
(dollars in millions)

Computed Tax Benefit at Statutory R $ 276 $ 246 $ 167
State Income Tax Bene 26 23 16
Stock Option Plan Exercis: 3 3) (29
Taxes on Extinguishments of De 3) — (1)
Other — (22) 33
Change in Valuation Allowanc (304) (260) (197
Income Tax Provision $ 2 $ B $ O

The components of the net deferred tax assetslified) for the years ended December 31, 200620@6 were as follows:

2006 2005
(dollars in millions)

Deferred Tax Asset:

Fixed asset $ 630 $ 790
Accrued payroll and related benei 309 299
Investment in securitie 24 27
Investment in joint venture 89 82
Unutilized tax net operating loss 2,673 2,24¢
Other assets or liabilities 30 38
Total Deferred Tax Asse 3,755 3,48t
Deferred Tax Liabilities
Accrued liabilities and deferred reven (158) (105)
Intangible assets from acquisitic (72) —
Total Deferred Tax Liabilities (230) (105)
Net Deferred Tax Assets before valuation allowe 3,52¢ 3,38C
Valuation Allowance Component
Net Deferred Tax Asse (3,450 (3,305
Stockholders’ Equity (primarily tax benefit from tign exercises) (75) (75)
Net Nor-Current Deferred Tax Assets after Valuation Allowa $ — $ —

Deferred income taxes are provided for the tempgaddferences between the financial reporting andlasis of the Comparg/assets ar
liabilities using enacted tax rates in effect foe yyear in which the differences are expecteduerse. Net operating losses not utilized can be
carried forward for 20 years to offset future taralbcome. A valuation allowance has been recoedginst deferred tax assets, as the
Company is unable to conclude under relevant adoaystandards that it is more likely than not theferred tax assets will be realizable. The
change in valuation allowance of $304 million ie tieconciliation of the computed tax benefit atuigtay rate to the actual income tax
provision excludes the reduction of valuation abmwe associated with net deferred tax liabilitieBusinesses acquired during 2006 and the
NOL utilized to offset the taxable gain on saleSoftware Spectrum. The ultimate realization of defé tax assets is dependent upon
generation of future taxable income during thequgiin which those temporary differences becomeictddle. The Company considers the
scheduled reversal of deferred tax liabilities jgcted future taxable income and tax planning atyigls in making this assessment.
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For federal income tax reporting purposes, the Gomhas approximately $7.0 billion of net operalivgs carryforwards at
December 31, 2006, net of previous carrybacks]aaito offset future federal taxable income.

The net operating loss carryforwards expire thro2@P6 and are subject to examination by the talwaiites. The U.S. net operating loss
carryforwards expire as follows (dollars in millgn

Expiring December 31 Amount
2018 $ 3
2019 2
2020 660
2021 978
2022 1,32¢
2023 1,001
2024 974
2025 1,34¢€
2026 741
$7,034

In addition, the Company has approximately $52iarilbf net operating loss carryforwards for forelgoations at December 31, 2006,
the majority of which have no expiration period.

The Internal Revenue Code contains provisions wirialy limit the net operating loss carryforwardsikde to be used in any given year
upon the occurrence of certain events, includiggicant changes in ownership interests. If caerteansactions occur with respect to Leved 3’
capital stock that result in a cumulative owneratfipnge of more than 50 percentage points by Sepestockholders over a three-year period
as determined under rules prescribed by the Ut8rrlal Revenue Code and applicable regulationgjadimitations would be imposed with
respect to our ability to utilize our net operatlogs carryforwards and certain current deductaganst any taxable income it achieves in
future periods.

As of December 31, 2006, the Company has no ptarepiatriate undistributed earnings of foreign glibses as any earnings are dee!
necessary to fund ongoing European operations kamied expansion. Undistributed earnings of foraiginsidiaries that are permanently
invested, and for which no deferred taxes have peavided, amounted to zero and $15 million as e€&nber 31, 2006 and 2005,
respectively.

(17) Stockholders’ Equity

During 2006, Level 3 completed the sale of 125iomlishares of its common stock, par value $0.01spare, at $4.55 per share in an
underwritten public offering. Level 3 received peeds of $543 million net of $26 million in trandantcosts.

During 2004, the Company’s stockholders approvptbposal at the Company’s 2004 annual meetingreservation of an additional
80 million shares of common stock under the Com{zah995 Stock Plan.

The Level 3 1995 Stock Plan permits option holdergnder shares to the Company to cover inconestere on option exercises.

F- 66




Issuances of common stock, for option exercisesifyeqfferings and acquisitions for the three yeamded December 31, 2006 are shown
below.

Outstanding
Common Shares

December 31, 200 677,828,63
Option, Shareworks and 401(k) Activity 8,668,08"
December 31, 200 686,496,72
Option, Shareworks and 401(k) Activi 16,271,09
WilTel Communications Group, LLC Acquisitic 115,000,00
December 31, 2005 817,767,81
Equity Offering 125,000,00
Option, Shareworks and 401(k) Activi 18,737,45I
2006 Acquisitions 216,917,83
December 31, 200 1,178,423,10

(18) Industry and Geographic Data

SFAS No. 131 “Disclosures about Segments of anrgrse and Related Information” defines operatiagments as components of an
enterprise for which separate financial informat®available and which is evaluated regularly iy €Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesagiments are managed separatel’
represent separate strategic business units teatdifferent products and serve different mark&tsee Company’s current reportable segments
include: communications and coal mining (See Ngtéther primarily includes corporate assets aretlowad not attributable to a specific
segment. In the third quarter of 2006, the Compadited the information services business as atre$tie sale of Software Spectrum.
Segment information has been revised due to refitadeon of the information services businessesliasontinued operations in the
consolidated financial statements (See Note 3).

Adjusted OIBDA, as defined by the Company, consi$tsperating income (loss) before (1) depreciatdiod amortization expense,
(2) stock-based compensation expense includedmstiling, general and administrative expensedierconsolidated statements of operations
and (3) any non-cash impairment costs includediwithstructuring and impairment expenses all asrted on the consolidated statements of
operations. The Company excludes stock-based caapen due to the recording of non-cash compensatipense under the provisions of
SFAS No. 123R. Adjusted OIBDA is an important pafrthe Company’s internal reporting and is an iathc of profitability and operating
performance used by the chief operating decisiokemar decision making group to evaluate perforneeanad allocate resources. Itis a
commonly used indicator in the capital-intensivencounications industry to analyze companies on #séshof operating performance over
time. Adjusted OIBDA is not intended to represeettincome or cash flow for the periods presentedpt calculated consistently with the
commonly used metric “EBITDA”, and is not recogrdagnder generally accepted accounting principl&AAP”) but is used by management
to assess segment results and allocate resources.

The data presented in the following tables includé&smation for the twelve months ended Decemter2®06, 2005 and 2004 for all
statement of operations and cash flow informati@sented, and as of December 31, 2006 and 20G#H| tmellance sheet information presented.
Information related to the acquired businessesdkided from their respective acquisition datesiéRee and the related expenses are attril
to countries based on where services are provided.
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Industry and geographic segment financial infororafollows. Certain prior year information has beedlassified to conform to the 2006
presentation.

Coal
Communications Mining Other Total
(dollars in millions)
2006
Revenue
North America $3,121 $67 $— $3,18¢
Europe 190 — — 190
Asia — = = —
$3,311 $67 $—  $3,37¢
Adjusted OIBDA:
North America $ 636 $8 $(3)
Europe 41 — —
Asia — = =
$ 677 $8 3@
Net Capital Expenditure:
North America $ 346 $1 $— $ 347
Europe 45 — — 45
Asia — = = —
$ 391 $1 $— $ 392
Depreciation and Amortization:
North America $ 661 $1 $— $ 662
Europe 68 — — 68
Asia — = = —
$ 729 $1 $— $ 730
Coal
Communications Mining Other Total
(dollars in millions)
2005
Revenue
North America $1,49¢€ $74 $— $1,57C
Europe 149 — — 149
Asia — = = —
$1,64E $74 $—  $1,71¢
Adjusted OIBDA:
North America $ 437 $16 $(3)
Europe 21 — —
Asia — = =
$ 458 $16  $@)
Net Capital Expenditure:
North America $ 271 $ 2 $— $ 273
Europe 27 — — 27
Asia — = = —
$ 298 $2 $— $ 300
Depreciation and Amortization:
North America $ 560 $5 $— $ 565
Europe 82 — — 82
Asia — = = —
$ 642 $5 $— $ 647




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

| dentifiable Assets
December 31, 200
North America
Europe
Asia

December 31, 200
North America
Europe
Asia

Communications

Coal
Mining

Other

Total

(dollars in millions)

$1,54¢ $91 $— $1,637
139 — — 139
$1,68¢ $91  $— $1.77¢

$ 459 $18  $(1)

4 — _

s43 58 30
$ 240 $ 2 $— $ 242
30 — — 30
$ 270 $2 $— $ 272
$ 571 $6 $— $ 577
94 — — 94
$ 665 $6 $— $ 671

Discontinued
Information Coal
Communications Services Mining Other Total
(dollars in millions)

$7,19¢ $ — $98 $1,897 $9,18¢
177 — — 29 806
$7,97C $ — $98 $1,92€ $9,994
$5,782 $631 $90 $ 810 $7,31:
716 206 — 18 940
— 24 — — 24
$6,49€ $861 $90 $ 828 $8,277
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Discontinued
Information Coal
Communications Services Mining Other Total
(dollars in millions)

Long-Lived Assets (excluding Goodwill)
December 31, 200

North America $6,362 $ — $88 $— $6,45C
Europe 747 — — — 747
Asia — _= = = —
$7,10¢ $ — $88 $— $7,197
December 31, 200 T -
North America $5,502 $ 68 $75 $—  $5,64t
Europe 696 1 — — 697
Asia — 1 = = 1
$6,19¢ $ 70 $75 $— $6,34C
Goodwill (1) = = T
December 31, 200
North America $ 408 $ — $— $— $ 408
Europe — — — — —
Asia — = = = —
$ 408 $ — $— $— $ 408
December 31, 200 - -
North America $ 70 $194 $— $— $ 264
Europe — — — — —
Asia — = = = —
$ 70 $194 $— $— $ 264

(1) The December 31, 2005 Discontinued Information Besvpresented in the table above includes $19bmif goodwill related to
Software Spectrum. This goodwill is included in @ensolidated Balance Sheet in Noncurrent AsseBisgfontinued Operations.
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Communications revenue is grouped into three caiegjal) Core Communications Services (includisagéport and infrastructure
services, wholesale IP and data services, voisgcgsrand Vyvx services) 2) Other Communicationwiges (including managed modem and
its related reciprocal compensation, DSL aggregatod legacy managed IP services), and 3) SBCr&rgervices. This revenue reporting
structure reflects how the Company’s managememently invests and manages cash flows in the conizations business.

Services
SBC
Contact
Core Other Services Total

(dollars in millions)
Communications Revenue

2006
North America $1,787 $441 $893 $3,121
Europe 186 4 — 190
Asia — — — —
$1,97c  $445 $893 $3,311

2005
North America $ 818 $653 $ 25 $1,49¢
Europe 144 5 — 149
Asia — — — —
$ 962 $658 $ 25 $1,64F

2004
North America $ 664 $882 $ —  $1,54¢
Europe 129 10 — 139
Asia — — — —

$ 793 $892 $ — $1,68¢

Transport and Infrastructure includes $2 milliot38 million and $107 million of termination revenioe the years ended December 31,
2006, 2005 and 2004, respectively. Wholesale |Pdata includes $7 million, $1 million and $5 milii@f termination revenue for the years
ended December 31, 2006, 2005 and 2004, respsct®BIC Contract Services includes $2 million ofaration revenue for the year ended
December 31 2006. No termination revenue was recbfak SBC in 2005 and 2004.

The majority of North American revenue consists@fvices delivered within the United States. Théonitgt of European revenue consi
of services delivered within the United Kingdom higo includes France and Germany. Transoceansnteyvis allocated to Europe.
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The following information provides a reconciliatiof Net Income (Loss) to Adjusted OIBDA by operatsegment, as defined by the
Company, for the years ended December 31, 2006 200 2004:

2006

2005

2004

Net Income (Loss

Income from Discontinued Operatio
Income Tax Provision (Benefi

Total Other (Income) Expense
Operating Income (Loss)

Non-Cash Impairment Char¢
Depreciation and Amortization Exper
Non-Cash Compensation Expense
Adjusted OIBDA

Net Income (Loss

Income from Discontinued Operatio
Income Tax Provisio

Total Other (Income) Expen:
Operating Income (Loss)

Non-Cash Impairment Char
Depreciation and Amortization Exper
Non-Cash Compensation Expense
Adjusted OIBDA

Net Income (Loss

Income from Discontinued Operatio
Income Tax Provisio

Total Other (Income) Expen:
Operating Income (Loss)
Depreciation and Amortization Exper
Non-Cash Compensation Expense
Adjusted OIBDA

Discontinued

Information
Communications Services Coal Mining Other
(dollars in millions)
$ (800 ) $ 46 $7 $3
— (46) — —
4 — — (2
_652 = — 0]
(244 ) — 7 3
8 — — —
729 — 1 —
_ 84 _— — =
$ 677 $— $8 30
Discontinued
Information
Communications Services Coal Mining Other
(dollars in millions)
$(720) $ 69 $16 $(3)
— (69) - —
2 — 2 1
_474 = _™ _@
(244) — 11 3)
9 —_ —_ —_
642 — 5 —
_ o1 _= = =
$ 458 $— $16 303
Discontinued
Information
Communications Services Coal Mining Other
(dollars in millions)
$(509) $ 20 $11 $ 20
— (20) — —
— — 1 —
_ 264 = — _(21)
(245) — 12 1)
665 — 6 —
_ 43 _= = _=
$ 463 $ — $18 $ (1)
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(19) Commitments, Contingencies and Other Item:
Right of Way Litigation

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as a defendaBairer, et. al. v. Level 3
Communications, LLC, et ala purported class action covering 22 statesy] fih state court in Madison County, lllinois. biy2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.akt, a purported two state class action filed inth®. District
Court for the District of Idaho. In November of B)@he court granted class certification only tog state of Idaho, which decision is on apy
In September 2002, Level 3 Communications, LLC W@filiams Communications, LLC were named as defetslanSmith et. al. v. Sprint
Communications Company, L.P., et,a purported nationwide class action filed intiréted States District Court for the Northern Distof
lllinois. In April 2005, the Smith plaintiffs filee&h Fourth Amended Complaint which did not includs/&l 3 or Williams Communications, Inc.
as a party, thus ending both companies’ involvenretite Smith case. On February 17, 2005, LevebBi@unications, LLC and Williams
Communications, LLC were named as defendankdabDaniel, et. al., v. Qwest Communications Corpioratet al., a purported class action
covering 10 states filed in the United States RistCourt for the Northern District of Illinois. ®se actions involve the companies’ right to
install its fiber optic cable network in easemeartd right-of-ways crossing the plaintiffs’ land.deneral, the companies obtained the rights to
construct their networks from railroads, utiliti@sd others, and have installed their networksgatbe rights-ofway so granted. Plaintiffs in t
purported class actions assert that they are time@mof lands over which the companies’ fiber opéible networks pass, and that the railroads,
utilities, and others who granted the companiesitite to construct and maintain their networks nad have the legal authority to do so. The
complaints seek damages on theories of trespasst @mrichment and slander of title and propeagsywell as punitive damages. The
companies have also received, and may in the fuameive, claims and demands related to rights-af-issues similar to the issues in these
cases that may be based on similar or differeratl lagories. To date, other than as noted abolvadpidicated attempts to have class action
status granted on complaints filed against the @origs or any of their subsidiaries involving claiamel demands related to rights-of-way
issues have been denied.

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

The Company and its subsidiaries are parties to/yrotiver legal proceedings. Management believesaimatresulting liabilities for these
legal proceedings, beyond amounts reserved, wilhraderially affect the Company'’s financial conditior future results of operations, but
could affect future cash flows.

Operating Leases

The Company is leasing rights-of-way, facilitieslarther assets under various operating leases whielddition to rental payments, may
require payments for insurance, maintenance, ptyfeexes and other executory costs related toahgel. Certain leases provide for adjustn
in lease cost based upon adjustments in the comqumoe index and increases in the landlord’s managnt costs.

The rights-of-way agreements have various expinatimes through 2049. Payments under these righvegfagreements were $62 milli
in 2006, $30 million in 2005 and $31 million in 200

The Company has obligations under non-cancelal#eatipng leases for certain colocation and offiaglitées, including lease obligations
for which facility related restructuring chargesvddeen recorded. The lease agreements have vasipiration dates through 2072. Rent
expense, including common area maintenance, uratecancelable lease agreements was $132 milli@e®6, $76 million in 2005 and
$88 million in 2004.




For those leases involving communications colocasind right-ofway agreements, the Company anticipates thatlir@iew these leas
under option provisions contained in the leaseegents given the significant cost to relocate tbem@any’s network and other facilities.

Future minimum payments, including common area teaemnce, for the next five years under right-of-wgyeements and naancelabls
operating leases consist of the following at Decen®i, 2006 (dollars in millions):

Right-of-Way
Other
Agreements Facilities Assets Total
2007 $ 61 $116 $ 2 $ 179
2008 58 118 5 181
2009 49 98 — 147
2010 45 84 — 129
2011 43 76 — 119
Thereafter 597 373 = 970
Total 853 $865 $7 $1,72F

Other

It is customary in Level 3'industries to use various financial instrumentthe normal course of business. These instruniecitsde item
such as letters of credit. Letters of credit anedititonal commitments issued on behalf of Leveh &icordance with specified terms and
conditions. As of December 31, 2006 and 2005, L8vehd outstanding letters of credit of approxirya$d5 million and $19 million ,
respectively, which are collateralized by cash aredreflected on the consolidated balance sheetstricted cash. The Company does not
believe it is practicable to estimate the fair eati the letters of credit and does not believeosype to loss is likely nor material.

(20) Condensed Consolidating Financial Information

As discussed in Note 13, in October 2003, Leveinafcing issued $500 million 10.75% Senior Notes aiui2011. These notes are
unsecured obligations of Level 3 Financing, howethery are also jointly and severally and fully amdtonditionally guaranteed on an
unsecured senior basis by Level 3 Communications,dnd Level 3 Communications, LLC (a wholly owrsedbsidiary). The 10.75% Senior
Notes were registered with the Securities and Exgh& ommission in 200!

In March 2006, Level 3 Financing issued $150 milllloating Rate Senior Notes due 2011 and $250omifl2.25% Senior Notes due
2013. In addition, on April 6, 2006, Level 3 Finargissued an additional $300 million of 12.25% iBeNotes due 2013. Level 3 Financing
issued $600 million of its 9.25% Senior Notes d0&42in October 2006 and issued an additional $68®mof its 9.25% Senior Notes due
2014 in December 2006. These notes are unseculigdtans of Level 3 Financing, however, they aryfand unconditionally guaranteed on
an unsecured senior basis by Level 3 Communicatlansand with respect to the Floating Rate SeNiotes due 2011 and the 12.25% Senior
Notes due 2013, Level 3 Communications, LLC. Upsgeipt of all applicable state regulatory approtiadg are currently being obtaine
Level 3 Communications, LLC will also severally aioadly and unconditionally guarantee on an unsedunasis the 9.25% Senior Notes due
2014.

In conjunction with the registration of the 10.7=nior Notes, Floating Rate Senior Notes due 20225% Senior Notes due 2013 and
the expected registration of the 9.25% Senior Ndtes2014, the accompanying condensed consolidfiiagcial information has been
prepared and presented pursuant to SEC RegulafloR@e 3-10 “Financial statements of guarantord affiliates whose securities
collateralize an issue registered or being regstér




Condensed Consolidating Statements of Operatiarthéoyears ended December 31, 2006, 2005 andf2004. Level 3
Communications, LLC leases equipment and certaititfas from other wholly owned subsidiaries ofued 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.
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Revenue
Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charge
Total Costs and
Expense:
Operating Income (Loss)

Other Income (Loss), ne
Interest Income¢
Interest Expens
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings
(Losses) of
Subsidiaries
Other Income (Expense)
Other Income (Loss)
Income (Loss) from Continuing
Operations Before Income
Taxes
Income Tax (Expense) Benefi
Income (Loss) from Continuing
Operations
Income from Discontinued
Operations
Net Income (Loss

Condensed Consolidating Statements of Operations

For the year ended December 31, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — $ — $ 1,304 $2,27C $ (196) $3,37¢
— — 525 1,179 (187) 1,517
— — 358 372 — 730
6 — 816 445 9) 1,258
— — 9 4 — 13
6 — 1,708 2,000 (196) 3,518
G — (404) 270 — (140)
16 1 40 7 — 64
(432) (207) — 9) — (648)
860 666 (1,572 46 — —
(1,209) (1,561) 141 — 2,629 —
27 (108) 7 10 — (64)
(738) (1,209 (1,384 54 2,629 (648)
(744) (1,209 (1,788) 324 2,629 (788)
_ — — 2) — 2
(744) (1,209) (1,788) 322 2,629 (790)
_ — — 46 — 46
$ (749 $(1,20¢ $(1,78¢) $ 368 $2,62¢ $ (744)




Revenue
Costs and Expense
Cost of Revenu
Depreciation and
Amortization
Selling, General and
Administrative
Restructuring and
Impairment Charge
Total Costs and
Expense:
Operating Income (Loss)

Other Income (Loss), ne
Interest Income¢
Interest Expens
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings
(Losses) of
Subsidiaries
Other Income
(Expense
Other Income (Loss)
Income (Loss) from Continuir
Operations Before Income
Taxes
Income Tax Expense
Income (Loss) from Continuir
Operations
Income from Discontinued
Operations
Net Income (Loss

Condensed Consolidating Statements of Operations
For the year ended December 31, 2005

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ — $ — $ 1,457 $440 $ (178) $1,71¢
— — 575 104 (163) 516
— — 444 203 — 647
4 — 640 140 (15) 769
— — 21 2 — 23
4 — 1,680 449 (178) 1,955
4) — (223) 9) — (236)
19 1 11 4 — 35
(390) (133) — @) — (530)
784 527 (1,336) 25 — —
(1,048) (1,492 @) — 2,541 —
1 — 12 16 — 29
(634) (1,097 (1,314 38 2,541 (466)
(638) (1,097) (1,537) 29 2,541 (702)
_ — — (5) — (5)
(638) (1,097) (1,537) 24 2,541 (707)
— 49 — 20 — 69
$ (639) $ (1,048 $(1,537) $ 44 $2,541 $ (638)




Revenue
Costs and Expense
Cost of Revenu
Depreciation and Amortizatic
Selling, General and
Administrative
Restructuring and Impairment
Charges
Total Costs and Expenses
Operating Income (Loss)

Other Income (Loss), ne
Interest Income
Interest Expens
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings (Losse
of Subsidiaries
Other Income (Expense)
Other Income (Loss)
Income (Loss) from Continuing
Operations Before Income
Taxes
Income Tax Expense
Income (Loss) from Continuing
Operations
Income 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
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)

$ — $ — $ 1,514 $554 $ (292) $1,77€
— — 692 85 (274) 503

— — 423 248 — 671

7 — 681 152 (18) 822

— — 6 8 — 14

7 — 1,802 493 (292) 2,01C
7) — (288) 61 — (234)

— — 11 2 — 13
(405) (61) (13) 6) — (485)
809 396 (1,206) 1 — —
(907) (1,243) ) — 2,151 —
52 1 150 26 — 229
(451) (907) (1,059 23 2,151 (243)
(458) (907) (1,347) 84 2,151 (477)
— — — @) = 1)
(458) (907) (1,347) 83 2,151 (478)
— — — 20 — 20
$(458) $ (907) $(1,347) $103 $2,151 $ (458)




Condensed Consolidating Balance Sheets as of Dexe3ith2006 and 2005 follow:

Condensed Consolidating Balance Sheets
December 31, 2006

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

(dollars in millions)

Assets
Current Assets

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

Marketable securitie 235 — — — — 235

Restricted cash and securit — — 31 15 — 46

Accounts receivable, n — — 97 229 — 326

Due from (to) affiliates 11,183 6,432 (18,631) 1,016 — —

Other 17 6 41 37 — 101
Total Current Assets 11,45C 6,450 (16,87C) 1,359 — 2,389
Property, Plant and Equipment, | — — 3,268 3,200 — 6,468
Marketable Securitie — — — — — —
Restricted Cash and Securit 17 — — 73 — 90
Goodwill and Other Intangibles, n — — 44 875 — 919
Investment in Subsidiarie (6,419 (10,17C) 2,639 — 13,95C —
Other Assets, net 43 41 12 32 — 128
Total Assets $ 5,091 $ (3,679 $ (10,907 $5,53¢ $ 13,95( $9,994
Liabilities and Stockholders’

Equity (Deficit)
Current Liabilities:

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

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

Accrued payroll and employs

benefits — — 59 33 — 92

Accrued interes 93 49 — 1 — 143

Deferred revenu — — 98 44 — 142

Other 1 2 56 97 — 156
Total Current Liabilities 94 52 373 410 — 929
Long-Term Debt, less curre

portion 4,581 2,688 — 88 — 7,357
Deferred Revenu — — 628 125 — 753
Other Liabilities 42 — 199 340 — 581
Stockholders’ Equity (Deficit) 374 (6,419 (12,107 4,576 13,95C 374
Total Liabilities and _

Stockholder’ Equity (Deficit) $ 5001 $ (3,679 $(10,90%) $5,53¢ $13,95C  $9,994




Assets
Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cash and securit
Accounts receivable, n
Due from (to) affiliates
Current assets of discontinued
operations
Other
Total Current Assets
Property, Plant and Equipment, |
Marketable Securitie
Restricted Cash and Securit
Goodwill and Other Intangibles, n
Investment in Subsidiarie
Noncurrent Assets of Discontinu
Operations
Other Assets, net
Total Assets

Liabilities and Stockholders’
Equity (Deficit)
Current Liabilities:
Accounts payabl
Current portion of lon-term debt
Accrued payroll and employee
benefits
Accrued interes
Deferred revenu
Current liabilities of discontinued
operations
Other
Total Current Liabilities
Long-Term Debt, less current
portion
Deferred Revenu
Other Liabilities
Stockholders’ Equity (Deficit)
Total Liabilities and
Stockholder’ Equity (Deficit)

Condensed Consolidating Balance Sheets

December 31, 2005
(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries  Eliminations Total
(dollars in millions)
$ 37 $ 8 $ 275 $ 59 $ — $ 379
173 3 — — — 176
— 3 20 11 — 34
— — 84 308 — 392
10,117 4,613 (14,857) 123 — —
— — — 597 — 597
16 4 29 43 — 92
10,3423 4,631 (14,44%) 1,141 — 1,670
— — 3,40¢ 2,223 — 5,632
234 — — — — 234
16 — — 59 — 75
— — 85 206 — 291
(6,251) (9,651) 802 — 15,10C —
— — — 264 — 264
44 21 14 32 — 111
$ 4,38€ $ (4,999 $(10,135) $3,92E $ 15,10 $8,277
$ = $ 1 $ 141 $ 225 $ — $ 367
— — 46 33 — 79
83 18 — 1 — 102
— — 138 61 — 199
— — — 539 — 539
1 2 50 84 — 137
84 21 375 943 — 1,423
4,722 1,23C — 71 — 6,023
— — 633 104 — 737
56 1 196 317 — 570
(476) (6,251) (11,339 2,490 15,10C (476)
$ 4,38€ $ (4,999 $(10,13%) $3,92E $ 15,10 $8,277
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Condensed Consolidating Statements of Cash Flomtedoyears ended December 31, 2006, 2005 andf2004:

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

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

(dollars in millions)
Net Cash Provided by (Used i
Operating Activities of Continuint
Operations $(380) $ (183 $ 62 $ 722 $— $ 221

Cash Flows from Investing Activitie
Proceeds from sale and

maturity of marketable securiti 175 5 100 — — 280
Purchases of marketable

securities — — (98) — — (98)
Decrease (increase) in

restricted cash and securities 1 2 (20) (24) — (21)
Capital expenditures — — (166) (226) — (392)
Investments and acquisitions — — (761) 12 — (749)

Proceeds from sale of
discontinued operations, net of

cash sold — — — 307 — 307
Advances to discontinued
operations, net — — — 18 — 18

Proceeds from sale of property,
plant and equipment and other
assets — — 6 1 — 7
Net Cash Provided by (Used i
Investing Activities 176 7 (929) 98 — (648)

Cash Flows from Financing
Activities:
Long-term debt borrowings,
net of issuance costs 326 1,93C — — — 2,256
Payments on long-term debt,
including current portion

(net of restricted cash) (513) (596) — 1) — (1,110)
Equity offering 543 — 543
Increase (decrease) due from

affiliates, net (174) (1,154) 2,170 (842) = —

Net Cash Provided by (Used i

Financing Activities 182 180 2,170 (843) — 1,689
Net Cash Used in Discontinus

Operations — — — (43) — (43)
Effect of Exchange Rates on

Cash and Cash Equivalents — — 14 (4) = 10
Net Change in Cash and Cs

Equivalents (22) 4 1,317 (70) — 1,228

Cash and Cash Equivalents at
Beginning of Year (includes
cash of discontinued

operations) 37 8 275 132 — 452
Cash and Cash Equivalents at End of
Year $ 15 $ 12 $1,592 $ 62 $— $ 1,681
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Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2005

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

(dollars in millions)
Net Cash Provided by (Used i
Operating Activities of

Continuing Operations $(306) $(128) $ 226 $ 90 $— $(118)
Cash Flows from Investing

Activities:
Proceeds from sale and maturity

marketable securities 243 — 340 1 — 584
Purchases of marketable

securities (648) — — — — (648)
Decrease (increase) in

restricted cash and securities — & 6) Q) — )
Capital expenditures — — (167) (133) — (300)
Investments and

acquisitions (20) — (497) 128 — (379)
Proceeds from sale of discontinued

operations — 82 — — — 82
Advances to discontinued

operations, net — — — 13 — 13

Proceeds from sale of property,
plant and equipment and other
assets — — 3 8 — 11
Net Cash Provided by (Used i
Investing Activities (415) 85 (327) 16 — (641)

Cash Flows from Financing
Activities:
Long-term debt borrowings,
net of issuance costs 877 — — 66 — 943
Payments on long-term
debt, including current portion

(net of
restricted cash) — — (26) (104) — (130)
Increase (decrease) due from
affiliates, net (121) 34 170 (83) = —
Net Cash Provided by (Used i
Financing Activities 756 34 144 (121) — 813
Net Cash Used in Discontinui
Operations — — — (32) — 32)
Effect of Exchange Rates on
Cash and Cash Equivalents 1) — (13) 1 — (13)
Net Change in Cash and Ce
Equivalents 34 ) 30 (46) — 9

Cash and Cash Equivalents at
Beginning of Year (includes
cash of discontinued
operations) 3 17 245 178 — 443

Cash and Cash Equivalents at
End of Year (includes cash of
discontinued operations)
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Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2004

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

(dollars in millions)

Net Cash Provided by (Used i

Operating Activities of

Continuing Operation $ (379) $ (26) $ (30) $ 313 $— $ (122
Cash Flows from Investing

Activities:

Proceeds from sale and

maturity of marketable

securities — — 70 — — 70
Purchases of marketable
securities — — (410) — — (410)

Decrease (increase) in
restricted cash and

securities 7 21 4) 3) — 21
Capital expenditure — — (174) (98) — (272)
Acquisitions — — (69) — — (69)
Advances to discontinued

operations, ne — — — 7 — 7

Proceeds from sale of proper
plant and equipment, and
other asset — — 9 51 — 60
Net Cash Provided by (Used i
Investing Activities 7 21 (578) 43) — (593)

Cash Flows from Financing
Activities:
Long-term debt borrowings,
net of issuance cos 272 713 — — — 985
Payments and repurchases c
long-term debt, including
current portion (net of

restricted cast (949) — (75) 3) — (1,027)
Increase (decrease) in due fr
affiliates, nei 1,04¢ (706) 341 (684) = —
Net Cash Provided by (Used i
Financing Activities 372 7 266 (687) — (42)
Net Cash Provided k
Discontinued Operatior — — — 56 i 56
Effect of Exchange Rates on Ca
and Cash Equivalen 2 = 5 8 = 15
Net Change in Cash and Ce
Equivalents 2 2 (337) (353) — (686)
Cash and Cash Equivalents at
Beginning of Year (includes
cash of discontinued
operations’ 1 15 582 531 = 1,128
Cash and Cash Equivalents at End
of Year (includes cash of
$ 3 $ 17 $ 245 $ 178 $— $ 443

discontinued operation
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(21) Subsequent Eventt
Broadwing Acquisition

On January 3, 2007, Level 3 acquired Broadwing Gaton, a publicly held provider of optical netwarommunications services. Uni
the terms of the merger agreement dated Octobe&tQD®, Level 3 paid $8.18 of cash plus 1.3411 shaféevel 3 common stock for each
share of Broadwing common stock outstanding atirpsin total, Level 3 paid approximately $744 lioih of cash and issued approximately
122 million shares of the Company’s common stoeked at $688 million. In connection with the aisifion of Broadwing, the Company
guaranteed $180 million in aggregate principal am@i Broadwing Corporation’s 3.125% Convertiblen®e Debentures due 2026 (the
“Broadwing Debentures”). As of February 16, 20t# holders of $179 million in aggregate princigadount of the Broadwing Debentures
had converted their Broadwing Debentures into @ it 17 million shares of Level 3 common stock apgroximately $106 million in cash
pursuant to the terms of the indenture governiegBioadwing Debentures and the agreement wherell Beacquired Broadwing. The
remaining $1 million in aggregate principal amoahthe Broadwing Debentures was repurchased bydBvivey at 100% of par as required by
the indenture governing the Broadwing Debentures.

Broadwing is a provider of optical network commuations services. Broadwing delivers data, voicerardia solutions to enterprises
service providers over its 19,000 mile intercityefi network. Approximately half of Broadwing's rexee comes from the wholesale market,
with business customers comprising the remainingmee.

SAVVIS CDN Services Business Acquisition

On January 23, 2007, Level 3 completed the acipnsitf the SAVVIS Content Delivery Network (“CDN%ervices business of
SAWVIS, Inc. (“SAVVIS CDN Business”). Under the tas of the agreement, Level 3 paid $132.5 milliomash to acquire certain assets,
including network elements, customer contracts,leyges and intellectual property used in SAVVISBNXCBusiness. The purchase price is
subject to certain customary post closing workiagital adjustments.

SAVVIS’s CDN Business provides solutions that imggerformance, reliability, scalability and readtcustomers’ online content.
Initially developed in 1996 as Sandpiper Netwoths, division developed, deployed and operated thwcVeg first content delivery network. It
has a globally distributed infrastructure in mdrart 20 countries.

2007 Debt Exchange

In January 2007, in two separate transactions, IL3eempleted the exchanges of $605 million in aggte principal amount of its 10%
Convertible Senior Notes due 2011 for a total @.89illion shares of Level 3's common stock. Thares of the Company’s common stock
issued pursuant to these announced exchangesampeftom registration pursuant to Section 3(a)@er the Securities Act of 1933, as
amended. The Company expects to recognize a $1i@mhdss on the early extinguishment of debttfue exchanges.

Senior Secured Term Loan Refinancing

On February 8, 2007, Level 3 announced that itsididry, Level 3 Financing, Inc. is seeking to mefice its existing $730 million
amended and restated Senior Secured Term Loan0duewdth a new Senior Secured Term Loan due 20thé.dompany is seeking, among
other things, to increase the principal to up tet$illion, reduce the interest rate payable urideragreement and extend the maturity from
2011 to 2014. There is no assurance that Levelldwisuccessful in the refinancing of its Seniec&ed Term Loan due 2011.
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Issuance of 8.75% Senior Notes Due 2017 and FloaifRate Senior Notes Due 201

On February 14, 2007, Level 3 Financing, lrezeived $982 million of net proceeds after tratisaccosts, from a private offering of $7
million aggregate principal amount of its 8.75% ®eMotes due 2017 (the “8.75% Senior Notesmi $300 million aggregate principal amc
of its Floating Rate Senior Notes due 2015 (thel®Bloating Rate Senior Notes”). The 8.75% SenioteN and the 2015 Floating Rate Senior
Notes are senior unsecured obligations of Levahareing, ranking equal in right of payment withaher senior unsecured obligations
Level 3 Financing. Level 3 Communications, Inc. gaaranteed the 8.75% Senior Notes and the 20HiiRdpRate Senior Notes. Interest on
the 8.75% Senior Notes accrues at 8.75% interestgae and is payable semi-annually in cash ondggbrl5th and August 15th beginning
August 15, 2007. The principal amount of the 8.75éfior Notes will be due on February 15, 2017 régteon the 2015 Floating Rate Senior
Notes accrues at LIBOR plus 3.75% per annum, sesatannually. The interest rate was 9.15% as détedhat the commencement of 1
interest period beginning February 15, 2007. Irdieoa the 2015 Floating Rate Senior notes is paysdahni-annually in cash on February 15th
and August 15th beginning August 15, 2007. Thegpad amount of the 2015 Floating Rate Senior Nat#ishe due on February 15, 2015.

The 8.75% Senior Notes and the 2015 Floating RatéoE Notes are not currently registered undeiStheurities Act of 1933 or any state
securities laws and, unless so registered, mabeoffered or sold except pursuant to an applicakémption from the registration
requirements of the Securities Act of 1933 andiapple state securities laws. On February 14, 2D86el 3, Level 3 Financing and the initial
purchasers of the 8.75% Senior Notes and the 2@iEfifrg Rate Senior Notes entered into a regisinatights agreement relating to the 8.75%
Senior Notes and the 2015 Floating Rate SeniordNatesuant to which Level 3 and Level 3 Financigread to file an exchange offer
registration statement with the Securities and Brge Commission.

Under the terms of the registration rights agrediesvel 3 Financing may be required to pay “Spleciterest” in the event of a
registration default. Special Interest will accaia rate of 0.50% per annum on the principal arhduring the 90-day period after the
occurrence of the registration default and willrease by 0.25% per annum at the end of each sudrse@@-day period. In no event will the
rate exceed 1.00% per annum on the principal améfiuthie exchange offer is completed on the terngs\aithin the period contemplated by
registration rights agreement, no special inten@be payable. A registration default may ocduthe Company fails to file with the Securities
and Exchange Commission and have declared effettivexchange offer registration statement by tedates as specified in the registration
rights agreement. The Company believes that thedilidod of having to make Special Interest paymenter the terms of the registration
rights agreement is remote and, as a result, laaceoued a liability for any obligation under thgreement.

A portion of the debt represented by the 8.75% @dxotes and the 2015 Floating Rate Senior Notd<wistitute purchase money
indebtedness under the indentures of Level 3 Corwations, Inc. and the portion of the net procetds constitutes purchase money
indebtedness will be used solely to fund the cbsbastruction, installation, acquisition, leaseyelopment or improvement of any assets to be
used in the Company’s communications businesgjdig the cash purchase price of any past, peratifigiure acquisitions.
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The 8.75% Senior Notes are subject to redemptitimeapption of Level 3 Financing in whole or in pat any time or from time to time,
on or after February 15, 2012 at the redemptiocegr{expressed as a percentage of principal amsetrfprth below, plus accrued and unpaid
interest thereon to the redemption date, if redektuging the twelve months beginning November tthefyears indicated below:

Year Redemption Price
2012 104.37%%
2013 102.91%
2014 101.45&0
2015 100.00(%

At any time or from time to time on or prior to Fahry 15, 2010, Level 3 Financing may redeem ugbl% of the original aggregate
principal amount of the 8.75% Senior Notes at @mngation price equal to 108.75% of the principal antwf the 8.75% Senior Notes so
redeemed, plus accrued and unpaid interest théifeamy) to the redemption date (subject to thétrigf holders of record on the relevant re«
date to receive interest due on the relevant intgr@yment date), with the net cash proceeds boméxd to the capital of Level 3 Financing of
one or more private placements to persons otheraffdiates of Level 3 or underwritten public ofiiegs of common stock of Level 3 resulting,
in each case, in gross proceeds of at least $10i@min the aggregate; provided, however, thdeast 65% of the original aggregate principal
amount of the 8.75% Senior Notes would remain antihg immediately after giving effect to such negi¢ion. Any such redemption shall be
made within 90 days of such private placement @ipwffering upon not less than 30 nor more th@rdéys’ prior notice.

The Floating Rate Senior Notes are subject to retiemat the option of Level 3 Financing in wholei part, at any time or from time to
time, on or after February 15, 2009 at the redesnprices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption datedéemed during the twelve months beginning Noverhpef the years indicated below:

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

At any time or from time to time on or prior to Fabry 15, 2010, Level 3 Financing may redeem ugb®% of the original aggregate
principal amount of the 8.75% Senior Notes andRieating Rate Senior Notes a redemption price equal to 100.0% of the ppialchmount ¢
the Floating Rate Senior Notes so redeemed, ptusraium equal to the interest rate on the Floalate Senior Notes applicable on the date
that notice of the redemption is given, plus acdraed unpaid interest thereon (if any) to the rgotéon date (subject to the right of holders of
record on the relevant record date to receive éstadue on the relevant interest payment datef), tvé net cash proceeds contributed to the
capital of Level 3 Financing of one or more privptacements to persons other than affiliates ol 8vor underwritten public offerings of
common stock of Level 3 resulting, in each casegross proceeds of at least $100 million in theregate; provided, however, that at least ¢
of the original aggregate principal amount of th£586 Senior Notes and the Floating Rate Senior Netauld remain outstanding immediately
after giving effect to such redemption. Any suctiemption shall be made within 90 days of such peiygacement or public offering upon not
less than 30 nor more than 60 days’ prior notice.

Each of Level 3 Communications, Inc. and Level Balcing has agreed to endeavor in good faith usingmercially reasonable efforts
cause Level 3 Communications, LLC to obtain all enat




governmental authorizations and consents requiredder for it to guarantee the 8.75% Senior Natesthe 2015 Floating Rate Senior Notes
at the earliest practicable date and to enterargaarantee of these notes promptly thereafter.edew there can be no assurance that Parent
and the Issuer will be successful in obtainingréwpiired regulatory approvals to permit Level 3 @Gmmications, LLC to guarantee these
notes.

Redemptions and Tender Offers

On February 15, 2007, Level 3 Communications, ¢aded for redemption all of its outstanding $48#lion aggregate principal amount
of 12.875% Senior Notes due 2010 at a price equBd2.146% of the principal amount thereof, alitefutstanding $96 million aggregate
principal amount of 11.25% Senior Notes due 201®@tice equal to 101.875% of principal amounteébéand all of its outstanding € 104
million aggregate principal amount of 11.25% Seiiaro Notes due 2010 at a price equal to 101.87658timcipal amount thereof. Level 3
will pay accrued and unpaid interest on the semites to but not including the redemption date.oAlhese senior notes will be redeemed by
Level 3 on March 16, 2007. The Company expectetognize a loss of approximately $49 million asated with these redemptions in the
first quarter of 2007.

Level 3 also announced on February 15, 2007 thetlL2Financing, Inc. has commenced a tender tdfpurchase for cash any and al
the outstanding $150 million aggregate principabant of its Floating Rate Senior Notes due 201lafprice equal to $1,080 per $1,000
principal amount of the notes, which includes $0,85 the tender offer consideration and $30.00cassent payment. Additionally, Level 3
Communications, Inc. commenced a tender offer tolmase for cash any and all of its outstanding®ifon aggregate principal amount of
11% Senior Notes due 2008 for a price equal toFBLAB per $1,000 principal amount of the notescivimcludes $1,024.28 as the tender ¢
consideration and $30.00 as a consent paymentifegihe “ February 15th Tender Offers”). The Compeaxpects to recognize a loss
associated with these tender offers in the firsirgan of 2007, the amount of which will depend lba &mounts tendered for each issuance.

In connection with the February 15th Tender Offersyel 3 Communications, Inc. and Level 3 Finangimg. are soliciting consents to
certain proposed amendments to the respective dsngoverning the notes that are subject to éteuary 15th Tender Offers to eliminate
substantially all of the covenants, certain repasehrights, certain discharge rights and certaémisvof default and related provisions conta
in those indentures.

The February 15th Tender Offers are also subjettteésatisfaction or waiver of certain other coindis as set forth in the Offer to
Purchase. It is a condition to the consummatiothef~ebruary 15th Tender Offers that the holdew st tdast a majority of the outstanding
aggregate principal amount of the notes consethitet@mendments to the indenture governing thosesnot

On February 20, 2007, Level 3 Communications, tamamenced a tender offer to purchase for cash mshyak of the outstanding $692
million aggregate principal amount of its 11.5% ®eMNotes due 2010 for a price equal to $1,115&631,000 principal amount of the 11.5%
Senior Notes due 2010, which includes $1,085.28@purchase price and $30.00 as a consent paytheritt1.5% Notes Tender Offer”).
Level 3 Communications, Inc. also commenced a teofier to purchase for cash any and all of thestautding €50 million aggregate princip
amount of its 10.75% Senior Euro Notes due 200& forice equal to € 1,061.45 per € 1,000 princmabunt of the Senior Euro Notes due
2008, which includes € 1,031.45 as the purchase jamd € 30.00 as a consent payment (the “Euroeredffer” and together with the 11.5%
Notes Tender Offer, tt*February 20th Tender Offers”J.he Company expects to recognize a loss assoadidtiedhese tender offers in the fi
guarter of 2007, the amount of which will dependlo® amounts tendered for each issuance.
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In connection with the February 20th Tender Offeeyel 3 is soliciting consents to certain propoaetendments to the respective
indentures governing these notes that are sulgehetFebruary 20th Tender Offers to eliminate wrtiglly all of the covenants, certain
repurchase rights, certain discharge rights angiceevents of default and related provisions doethin those indentures.

The February 20th Tender Offers are also subjettteé®atisfaction or waiver of certain other coiodis as set forth in the applicable Offer
to Purchase. It is a condition to the consummatitthe February 20th Tender Offers that the holdéis least a majority of the outstanding
aggregate principal amount of each series of raasent to the amendments to the applicable indegwerning those notes.

On February 23, 2007, Level 3 Financing completedresent solicitation with respect to certain anmeanis to the indenture governing
Level 3 Financing’s outstanding 12.25% Senior Nolies 2013 that allow for the incurrence of debedaspon a multiple of cash flow
available for fixed charges on a “pro forma” bagiigng effect to any acquisition, merger or condation completed prior to February 1, 2007.

Conversion of Broadwing Corporation 3.125% Convertble Senior Debentures due 2026

On February 20, 2007, Level 3's wholly owned sulasid Broadwing Corporation, completed the repusehaf $1.0 million aggregate
principal amount of Broadwing’s outstanding 3.128%nvertible Senior Debentures due 2026 (the “Debrest). The indenture governing the
Debentures required Broadwing to make the offeepurchase the Debentures as a result of the Corispaequisition of Broadwing on
January 3, 2007 (see discussion of acquisition ghbov

As a result of the acquisition, each $1,000 priatgmount of the Debentures was convertible abfiten of the holder into $492.77 in
cash and 80.789 shares of Level 3 common stockesepting a conversion price equal to the condiiderpayable to Broadwing stockholders
in the acquisition of (i) $8.18 in cash per shar8mwadwing, multiplied by 60.241, and (ii) 1.344&kares of Level 3 common stock, multiplied
by 60.241. Additionally, as a result of the ac@iga, a makewhole premium was payable on Debentures converiedtp February 17, 200
consisting of (i) 14.969 additional shares of Le¥&lommon stock and (ii) an additional $91.31 ishcper $1,000 principal amount of
Debentures.

Holders owning $179 million aggregate principal amioof the Debentures converted those Debentutesitotal of approximately 17
million shares of Level 3 common stock and alsenesd approximately $106 million in cash. As autesf these conversions and the
repurchase discussed above, as of February 17, 2@0Debentures are no longer outstanding.
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(22) Unaudited Quarterly Financial Data

Three Months Ended
March 31, June 30, September 30 December 31
2006 2005 2006 2005 2006 2005 2006 2005
(dollars in millions except per share data

Revenue $ 822 $ 527 $ 835 $ 390 $ 875 $ 384 $ 846 $ 418
Operating Income (Los! (57) 26 (18) (75) (25) (89) (40) (98)
Loss from Continuing Operatiol (166) (78) (224) (196) (163) (207) (237) (226)
Income (loss) from Discontinued

Operations (2) 1 23 8 25 3 — 57
Net Loss (168) (77) (201) (188) (138) (204) (237) (169
Income (Loss) per Share (Basic and

Diluted):

Loss from Continuing Operatiol $(0.20) $(0.11) $(0.25) $(0.28) $(0.14) $(0.29) $(0.20) $(0.32)
Income from Discontinued

Operations — — 0.02 0.01 0.02 — — 0.08
Net Loss $(0.20) $(0.11) $(0.23) $(0.27) $(0.12) $(0.29) $(0.20) $(0.24)

Loss per share was calculated for each three-npmrthd on a stand-alone basis. As a result of st@elsactions during the periods, the
sum of the loss per share for the four quarteesagh year may not equal the loss per share fanthlge month periods. As a result of the sale
of (i) Structure and Software Spectrum in 2005 and 2@83fpectively, certain amounts previously includeths2005 and 2006 quarterly
reports on Forms 10-Q have been reclassified fromticuing operations to discontinued operations.

In the first quarter of 2006, the Company recogahi®27 million gain related to a debt exchange.

In the second quarter of 2006, the Company recedréz$55 million loss on the amendment and restteof the Company’s Senior
Secured term Loan due 2011.

In the third quarter of 2006, the Company recoghiz&33 million gain from the sale of Software Speu.

In the fourth quarter of 2006, the Company recogghia $54 million loss on the extinguishment of deiat $8 million of termination
revenue.

In the fourth quarter of 2005, the Company recoguhia $49 million gain from the sale of)}Structure.

In the first quarter of 2005, the Company recogthig6 million and $40 million of termination reventelated to 360networks
(USA), Inc. and France Telecom Long Distance USIAC| respectively. The Company also recognized $iomin severance and related
charges as a result of a workforce reduction of@pmately 470 employees in the first quarter 0920

F- 89




LEVEL 3 COMMUNICATIONS, INC.
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING TO FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS

Loss from Continuing Operations Before Income Te
(Earnings) Losses of Equity Investe

Interest on Debt, Net of Capitalized Inter
Amortization of Capitalized Intere

Interest Expense Portion of Rental Expense

Earnings (Losses) Available for Fixed Charges

Interest on Dek
Preferred Dividend
Interest Expense Portion of Rental Expense

Total Fixed Charges
Ratio of Earnings to Fixed Charges

Deficiency

Exhibit 12

Fiscal Year Ended

2006

2005 2004

2003 2002

$(790)
648
68
44

$(702) $(477) $(746) $(991)

530 485
68 68
25 29

@ 13
567 560
68 68
31 20

$ (30)

$ (79) $ 105

$ (83) $(356)

$ 648

44

$ 530 $ 485

25 29

$ 567 $ 560

31 20

$ 692

$ 555 $ 514

$ 598 $ 580

$(722)

$(634) $(409) $(681) $(936)




Exhibit 21

Significant Subsidiaries
As of and for the Fiscal Year ending December 3106

Level 3 Communications, In
Level 3 Financing, Inc
Level 3 Communications, LL!
Eldorado Acquisition Three, LL!
WilTel Communications Group, LLt
WilTel Communications, LLC
BTE Equipment, LLC
Level 3 International, Inc
Level 3 Holdings, B.V
Level 3 Communications Limited (Uk
Level 3 Communications GmbH (Germat
Level 3 Holdings, Inc
KCP, Inc.




Exhibit 23

Consent of Independent Registered Public Accourinm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference irréggstration statements (Nos. 333-53914, 333-91833-68887, 333-71713, 333-115062,
333-123703, 333-125030, 333-125262, 333-130710,132895, 333-134668, 333-136413, 333-139836, aBd139838) on Forms S-3, the
registration statements (Nos. 333-79533, 333-42383,68447, 333-58691, 333-52697, 333-115472, 83d135751) on Forms S-8, and the
registration statement (No. 333-134324) on Formdsddevel 3 Communications, Inc. of our reportsegbMarch 1, 2007, with respect to the
consolidated balance sheets of Level 3 Communitsitimc. and subsidiaries as of December 31, 2866805, and the related consolidated
statements of operations, cash flows, change®akisblders’ equity (deficit), and comprehensiveslés each of the years in the three-year
period ended December 31, 2006, management’s assessf the effectiveness of internal control ofileancial reporting as of December 31,
2006 and the effectiveness of internal control dirveancial reporting as of December 31, 2006, whigorts appear in the December 31, 2006
annual report on Form 10-K of Level 3 Communicagidmc.

/s KPMG LLP

Denver, Colorado
March 1, 2007




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

| have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or omsit&te a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statement$,atimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

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

a. Designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattéidy during the period in which this report isifg prepared;

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

c. Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; and

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

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

a. All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; and

b. Any fraud, whether or not material, that involveammagement or other employees who have a significémin the
registrant’s internal control over financial repogt

Date: March 1, 2007

/ s/ James Q. Crow

James Q. Crow
Chief Executive Office

* Provide a separate certification for each princgeadcutive officer and principal financial officef the registrant. See Rules 1B&fa) anc
15d-14(a).




Exhibit 31.2

CERTIFICATIONS*

I, Sunit S. Patel, certify that:

1.

2.

| have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or omsit&te a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statement$,atimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

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

a. Designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattéidy during the period in which this report isifg prepared;

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

c. Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; and

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

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

a. All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; and

b. Any fraud, whether or not material, that involveammagement or other employees who have a significémin the
registrant’s internal control over financial repogt

Date: March 1, 2007

/ s/ Sunit S. Pate

Sunit S. Pate
Group Vice President and Chief Financial Offi

* Provide a separate certification for each princgeadcutive officer and principal financial officef the registrant. See Rules 1B&fa) anc
15d-14(a).




Exhibit 32.1

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

In connection with the Form 10-K of Level 3 Comnuations, Inc. (the “Company”) for the year endea®&eber 31, 2006 as filed
with the Securities and Exchange Commission ort#te hereof (the “Report”), | James Q. Crowe, Chiedcutive Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 200&x;

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

2) The information contained in the Report fairly prets, in all materials respects, the financial dbom and results of
operations of the Company.

/ s/ James Q. Crow
James Q. Crow

Chief Executive Office
March 1, 2007




Exhibit 32.2

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

In connection with the Form 10-K of Level 3 Comnuations, Inc. (the “Company”) for the year endea®&eber 31, 2006 as filed
with the Securities and Exchange Commission ortéte hereof (the “Report”), | Sunit S. Patel, Gripe President and Chief Financial
Officer of the Company, certify, pursuant to 18 I.S§ 1350, as adopted pursuant to § 906 of thea®as-Oxley Act of 2002, that:

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

2) The information contained in the Report fairly prets, in all materials respects, the financial dbom and results of
operations of the Company.

/ s/ Sunit S. Pate

Sunit S. Pate

Group Vice President and Chief Financial Offi
March 1, 2007




