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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K/A

AMENDMENT NO. 1

(Mark One)
x] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2006

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

Commission file number: 0-15658

Level 3 Communications, Inc.

(Exact name of Registrant as specified in its @nart

Delaware 47-0210602
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organizatiol Identification No.)
1025 Eldorado Boulevard, Broomfield, Coloradc 80027-8869
(Address of principal executive office (Zip code)

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

Securities registered pursuant to Section 12(heRct:
Common Stock, par value $.01 per shar The NASDAQ Stock Market LLC

Securities registered pursuant to section 12(ghefict:
None

Indicate by check mark whether the registrantusei-known seasoned issuer, as defined in Ruleod®Be Securities Act. Ye&]
No O

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ortf®ecl5(d) of the Act. Yedd No

Indicate by check mark whether the registrant €l filed all reports required to be filed by Seeti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementshHe past 90 day&l YesO No

Indicate by check mark if disclosure of delinquiilets pursuant to Item 405 of Regulation S-K (25 of this chapter) is not
contained herein, and will not be contained, toltest of registrant’s knowledge, in definitive pyc information statements incorporated by
reference in Part Ill of this Form 10-K or any amerent to this Form 10-K[Xx]

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRnle 12b-2 of the Exchange Act. (Check one):

Large accelerated fil¢ O Accelerated file O Non-accelerated file

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the A¢gs 0 No



As of June 30, 2006 the aggregate market valuermfon stock held by non-affiliates of the registrapproximated $3.53 billion based
upon the closing price of the common stock as tegaon the NASDAQ Global Select Market as of thaselof business on that date. Shares
of common stock held by each executive officer dineictor and by each entity that owns 10% or méthe outstanding common stock have

been excluded in that such persons may be deentedafiiliates. This determination of affiliate &ta is not necessarily a conclusive
determination for other purposes.

Indicate the number of shares outstanding of e&tinearegistrant’s classes of common stock, ab@ldtest practicable date.

Title Outstanding
Common Stock, par value $.01 per st 1,536,789,595 as of November 2, 2(

DOCUMENTS INCORPORATED BY REFERENCE

List hereunder the following documents if incorgerhby reference and the Part of the Form 10-K (Part I, Part Il, etc.) into which
the document is incorporated: (1) Any annual refmsgecurity holders; (2) Any proxy or informatistatement; and (3) Any prospectus filed
pursuant to Rule 424(b) or (c) under the Securhietsof 1933. The listed documents should be cjedelscribed for identification purposes
(e.g., annual report to security holders for fisedr ended December 24, 1980).

Portions of the Company’s Definitive Proxy Stateinfen the 2007 Annual Meeting of Stockholders areorporated by reference into
Part Ill of this Form 10-K
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EXPLANATORY NOTE

Level 3 Communications, Inc. is filing this Form-K@A-1 as an amendment to our Form 10-K for thedlsyear ended December 31, 2006,
which was originally filed on March 1, 2007 (theri@inal Filing”), to amend Part IV, ltem 15 — “Exbits, Financial Statement Schedules”
as follows:

. Note 20 “Condensed Consolidating Financi&dimation” (“Note 20”) to our audited ConsolidatEahancial Statements for the
fiscal year ended December 31, 2006 has been amhémdeder to present the information on an auditather than unaudited)
basis.

. Note 20 has also been amended to add thenastentences in the third paragraph of Note 2fanfy the basis of presentation
of the Condensed Consolidating Financial Infornratio

. Report of Independent Registered Public Aatiog Firm has been amended to reflect dating titét apinion as of
December 12, 2007 with respect to the amendmexote 20.

We are not otherwise changing Note 20 or makingahgr changes to our Consolidated Financial Sttésrfor the fiscal year ended
December 31, 2006.

Except as otherwise expressly noted herein, thimHA®-K/A-1 does not reflect events occurring after March 1, 2007 filing of our original
Form 10-K in any way, except to reflect the changjssussed in this Form 10-K/A-1. Accordingly,sfiorm 10-K/A-1 should be read in
conjunction with the Original Filing.

We do not undertake to update any information scldsures in, or exhibits to, the Original Filimgreflect events and circumstances
occurring since the Original Filing. These matters and will be addressed in our subsequent refiedswith the SEC.




Part IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE S

(a) Financial statements and financial staterseinédules required to be filed for the registtamder Items 8 or 15 are set forth
following the index page at page F-I. Exhibitsdilas a part of this report are listed below. Exhilvicorporated by reference are
indicated in parentheses.

3.1 Certificate of Amendment to the Level 3 Communigasi, Inc. Certificate of Incorporation and the Ue¥e
Communications, Inc. Restated Certificate of Incogtion. (Exhibit 3 to the Registrant’s Current Bep on Form 8-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's18-A filed on
March 31, 1998)

3.3 Amended and Restated By-laws of Level 3 Commuraaatilnc. (Exhibit 3(ii) to the Registrant’s Curtéteport on
Form &K dated May 17, 2006

4.1.1 Form of Senior Indenture (incorporated by referaiocExhibit 4.1 to Amendment 1 to the RegistraR&gistration
Statement on Form-3 (File No. 33:-68887) filed with the Securities and Exchange Cossioh on February 3, 199¢

4.1.2  First Supplemental Indenture, dated as of Septe2(d®99, between the Registrant and IBJ WhiteBeatlk & Trust
Company as Trustee relating to the Registrant’S&fvertible Subordinated Notes due 2009 (Exhildittd.the
Registrar’s Current Report on Forn-K dated September 20, 199

4.1.3 Second Supplemental Indenture, dated as of FebA®arg000, between the Registrant and The Bankeof Mork as
Trustee relating to the Registrant’s 6% Convertldordinated Notes due 2010 (Exhibit 4.1 to thgi®eant’s Current
Report on Form -K dated February 29, 200(

4.2 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as Trustating to the
Registrant’s 11% Senior Notes due 2008 (Exhibittd.the Registrant’s Registration Statement on F&rfFile
No. 33:-37362).

4.3 Indenture, dated as of February 29, 2000, betweeiRegistrant and The Bank of New York as Trusisging to the

Registrant’s 11/4% Senior Notes due 2010 (Exhibit 4.2 to the Regigts Registration Statement on Form S-4 File
No. 33:-37362).

4.4 Indenture, dated as of February 29, 2000, betweeiRegistrant and The Bank of New York as Trusisging to the

Registrant’s 12/8% Senior Discount Notes due 2010 (Exhibit 4.3 mRegistrant’s Registration Statement on Form S-
4 File No. 33-37362).

4.5 Indenture, dated as of February 29, 2000, betweeiRegistrant and The Bank of New York as Trusisging to the

Registrant’s 16/ 4% Senior Euro Notes due 2008 (Exhibit 4.1 to thgi&eant’s Registration Statement on Form S-4
File No. 33:-37364).

4.6 Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as Trustating to the

Registrant’s 11/4% Senior Euro Notes due 2010 (Exhibit 4.2 to thgi&eant’s Registration Statement on Form S-4
File No. 33-37364).




4.7

4.8

4.9

4.10.1

4.10.2

411

412

4.13

4.14

4.15

4.16

Amended and Restated Indenture dated as of J2QGB, by and between the Company and The Bank wf Yk, as
successor to IBJ Whitehall Bank & Trust Companytrastee (amends and restates the Senior Debttumdema Form of
which was filed as an Exhibit to the Company’s Régtion Statement on Form S-3-File No. 333-68&Bxhibit 4.1 to
the Registrar's Current Report on Forn-K filed July 8, 2003)

First Supplemental Indenture, dated as of July0832by and between the Company and The Bank of Xank, as
successor to IBJ Whitehall Bank & Trust CompanyTasstee (Exhibit 4.2 to the Registrant’s CurreepBrt on Form 8-
K filed July 8, 2003)

Indenture, dated as of October 1, 2003, by anddmiviLevel 3 Communications, Inc., as GuarantorgeL8v
Financing, Inc. as Issuer and The Bank of New YawK rustee relating to the Level 3 Financing, I:75% Senior
Notes due 2011 (Exhibit 4.11 to the Regist's Annual Report on Form -K for the year ending December 31, 20(

Indenture, dated as of October 24, 2003, by andd®t the Registrant and The Bank of New York asfBeirelating to
the Registrant’'s 9% Convertible Senior Discountésadue 2013 (Exhibit 4.12 to the Registrant’s AthiReport on
Form 1(-K for the year ending December 31, 20(

First Supplemental Indenture, dated as of Febrda®p05, by and between the Company and The BaNewfYork, as
Trustee relating to the Registrant’s 9% Convertidmior Discount Notes due 2013. (Exhibit 4.12.thtoRegistrant’s
Annual Report on Form -K for the year ending December 31, 20(

Supplemental Indenture, dated as of October 204,20@ong Level 3 Financing, Inc., Level 3 Commutiaes, LLC anc
The Bank of New York as Trustee, supplementindridenture dated as of October 1, 2003, among L&vel
Financing, Inc., Level 3 Communications, Inc. arf Bank of New York as Trustee, relating to Level 3

Financing, Inc.’s 10.75% Senior Notes due 2014h{&k99.1 to the Registrant’s Current Report omr®&-K filed
October 22, 2004

Supplemental Indenture, dated as of October 204 26fbng Level 3 Financing, Inc., Level 3 Communda#, LLC and
The Bank of New York as Trustee, supplementindridenture dated as of October 1 2003, among Level 3
Financing, Inc. as Issuer, Level 3 Communicatidms, as Guarantor and The Bank of New York as Beystelating to
Level 3 Financing, Inc.’s 10.75% Senior Notes d0212 (Exhibit 99.1 to the Registrant’s Current R¢jpm Form 8-K/A-
1 filed October 22, 2004

Indenture, dated December 2, 2004, among LevelBmmications, Inc. and The Bank of New York. (Exhibl to the
Registrar’s Current Report on Forn-K filed December 7, 2004

Supplemental Indenture, dated December 1, 2004ngrevel 3 Financing, Inc., Level 3 Communicatioing,., Level 3
Communications, LLC and The Bank of New York, aasfee, relating to the Level 3 Financing 10.75% @edxotes
due 2011. (Exhibit 4.2 to the Registr's Current Report on Forn-K filed December 7, 2004

Second Supplemental Indenture dated as of Ap#Da5, by and between Level 3 Communications, Ind.tae Bank of
New York, as trustee (Exhibit 4.1 to the Regisl's Current Report on Forn-K filed April 8, 2005).

Indenture, dated as of January 13, 2006, amongl Be€emmunications, Inc. as Issuer and The BariKeaf York, as
Trustee relating to the 11.50% Senior Notes DudZ&khibit 4.1 to the Registrant’s Current RepartFmrm 8-K dated
January 17, 2006




4.17

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&vabmmunications, Inc., as Guarantor, Level 3 Fimrag) Inc., as
Issuer and The Bank of New York, as Trustee, madatd the Floating Rate Senior Notes due 2011 gélL2
Financing, Inc. (Exhibit 4.1 to the Registr's Current Report on Forn-K dated March 16, 2006

Indenture, dated as of March 14, 2006, among L@vabmmunications, Inc., as Guarantor, Level 3 Fiiray) Inc., as
Issuer and The Bank of New York, as Trustee, maigitd the 12.25% Senior Notes due 2013 of Levahareing, Inc.
(Exhibit 4.2 to the Registre’s Current Report on Forn-K dated March 16, 2006

Third Supplemental Indenture between Level 3 Cominations, Inc. and The Bank of New York, as Trustetating to
up to $345,000,000 aggregate principal amounts#3Convertible Senior Notes due 2012, dated asrd 13, 2006
supplement to the Amended and Restated Indenttee da of July 8, 2003 (Senior Debt Securitiesh{ix 10.1 to the
Registrar’s Current Report on Forn-K dated June 13, 200¢

Supplemental Indenture, dated as of October 126,280 ong Level 3 Financing, Inc., Level 3 Commutidses, LLC anc
The Bank of New York as Trustee, supplementingridenture dated as of March 14, 2006, among Level 3
Financing, Inc., Level 3 Communications, Inc. arf Bank of New York as Trustee, relating to Level 3

Financing, Inc.’s Floating Rate Senior Notes dug12(Exhibit 4.1 to the Registrant’s Current ReportForm 8-K dated
October 17, 2006

Supplemental Indenture, dated as of October 126,28@ong Level 3 Financing, Inc., Level 3 Commutidsss, Inc.,
Level 3 Communications, LLC and The Bank of New kras Trustee, Supplementing the Indenture dated as
March 14, 2006, among Level 3 Financing, Inc., l&/€ommunications, Inc. and The Bank of New YosKTaustee,
relating to Level 3 Financing, Inc.’s Floating R&enior Notes due 2011 (Exhibit 4.2 to the RegmtsaCurrent Report
on Form &K dated October 17, 200¢

Supplemental Indenture, dated as of October 126,280 ong Level 3 Financing, Inc., Level 3 Commutidses, LLC anc
The Bank of New York as Trustee, supplementindridenture dated as of March 14, 2006, among Level 3
Financing, Inc., Level 3 Communications, Inc. ate Bank of New York as Trustee, relating to Level 3

Financing, Inc.’s 12.25% Senior Notes due 2013 {liikHl.3 to the Registrant’s Current Report on F@iid dated
October 17, 2006

Supplemental Indenture, dated as of October 126,20@ong Level 3 Financing, Inc., Level 3 Commutiss, Inc.,
Level 3 Communications, LLC and The Bank of New kras Trustee, supplementing the Indenture dated ssarch 14
2006, among Level 3 Financing, Inc., Level 3 Comiwaitions, Inc. and The Bank of New York as Trustefgting to
Level 3 Financing, Inc.’s 12.25% Senior Notes d0&3(Exhibit 4.4 to the Registrant’s Current Reort~Form 8-K
dated October 17, 200¢

Indenture, dated as of October 30, 2006, amongll®@®mmunications, Inc., as Guarantor, Level 3Rting, Inc., as
Issuer, and The Bank of New York, as Trustee, iredab the 9.25% Senior Notes due 2014 of Leveinaikcing, Inc.
(Exhibit 4.1 to the Registre’s Current Report on Forn-K dated October 30, 200¢

Supplemental Indenture, dated as of December 2, 2nong Level 3 Communications, Inc., Level 3ahiting, Inc.,
Level 3 Communications, LLC and The Bank of New Rfas Trustee, supplementing the Indenture dated as
October 1, 2003, among Level 3 Financing, Inclsaser, Level 3 Communications, Inc., as Guaramatod, The Bank of
New York as Trustee, relating to Level 3 Financiimg,’s 10.75% Senior Notes due 2011 2014 (ExHildtto the
Registrar’s Current Report on Forn-K dated December 28, 2001

4




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, Levelr®&FRcing, Inc., as
Issuer and The Bank of New York, as Trustee, madatd the Floating Rate Senior Notes due 2015 wélL2
Financing, Inc. (Exhibit 4.1 to the Registr's Current Report on Forn-K dated February 20, 200"

Indenture, dated as of February 14, 2007, amongIl2€ommunications, Inc., as Guarantor, Levelrakcing, Inc., as
Issuer and The Bank of New York, as Trustee, madgtd the 8.75% Senior Notes due 2017 of Levelnaféing, Inc.
(Exhibit 4.2 to the Registre’s Current Report on Forn-K dated February 20, 2007

Supplemental Indenture, dated as of February 2B7,28mong Level 3 Financing, Inc., Level 3 Commatians, Inc.,
Level 3 Communications, LLC, Broadwing FinanciahBees, Inc. and The Bank of New York, as Trustee,
supplementing the Indenture dated as of March @d62among Level 3 Financing, Inc., as Issuer, L8ve
Communications, Inc., as Guarantor, and The Bari#ewi York as Trustee, relating to Level 3 Financimg.’s 12.25%
Senior Notes due 2013 (Exhibit 4.1 to the Regit's Current Report on Forn-K filed February 26, 2007

Separation Agreement, dated December 8, 1997, hasmong Peter Kiewit Sons’, Inc., Kiewit Diversdi&roup Inc.,
PKS Holdings, Inc. and Kiewit Construction Groug.I{Exhibit 10.1 to the Registr¢s Form 1K for 1997).

Amendment No. 1 to Separation Agreement, dated Ma8; 1997, by and among Peter Kiewit Sons’, K@it
Diversified Group Inc., PKS Holdings, Inc. and Kie@onstruction Group Inc. (Exhibit 10.1 to the Regant's Form 10-
K for 1997).

Form of Aircraft Time-Share Agreement (Exhibit 1@othe Registrant’s Annual Report on FormKL@r the year ende
December 31, 2001

Warrant Agreement, dated as of April 15, 2002, leetwthe Registrant and Walter Scott, Jr. (Exhidi® 1o the
Registrar’s Annual Report on Form -K for 2002).

Assignment and Amendment Agreement, dated as @ 2én2006, by and among Level 3 Financing, InwelL8
Communications, Inc., Merrill Lynch Capital Corpticen and the lenders named therein (Exhibit 10.théoRegistrant’s
Current Report on Formr-K dated June 30, 200¢

Guarantee Agreement, dated December 1, 2004, abrgd 3 Communications, Inc., the Subsidiariesyptréreto and
Merrill Lynch Capital Corporation. (Exhibit 10.2 the Registrant’s Current Report on Form 8-K fildecember 7,
2004).

Collateral Agreement, dated December 1, 2004, anhengl 3 Financing, Inc., Level 3 Communications;.| Level 3
Communications, LLC and Merrill Lynch Capital Corption. (Exhibit 10.3 to the Registrant’s CurrempRrt on
Form &K filed December 7, 2004

Indemnity, Subrogation and Contribution Agreemelated December 1, 2004, among Level 3 Communicatiog.,
Level 3 Financing, Inc., the Subsidiaries partyréb@ and Merrill Lynch Capital Corporation. (ExHiti0.4 to the
Registrar’s Current Report on Forn-K filed December 7, 2004

Offering Proceeds Note Subordination Agreemengdi&tecember 1, 2004, among Level 3 Communicatiogs, Level
3 Communications, LLC and Level 3 Financing, IrexHibit 10.5 to the Registrant’s Current Reportramm 8-K filed
December 7, 2004

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

5




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 idbee 1, 2004, among Level 3 Financing, Inc., Level
Communications, Inc. and Merrill Lynch Capital Coration. (Exhibit 10.7 to the Registrant’s Curr&#port on Form 8-
K filed December 7, 2004

Confirmation of OTC Convertible Note Hedge, datestBmber 2, 2004, from Merrill Lynch Internationaltevel 3
Communications, Inc. (Exhibit 10.8 to the Regist’s Current Report on Forn-K filed December 7, 2004

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

Special Retention Bonus Agreement, dated Febru&arg@6, by and between Software Spectrum, Inc Kaiith R.
Coogan (filed as Exhibit 10.14 to the Regist’s Annual Report on Form -K for the year ended December 31, 20(

Securities Purchase Agreement, dated as of Febti8a3005, among Level 3 Communications, Inc. &edinvestors
named therein (Exhibit 10.1 to the Regist’'s Current Report on Forn-K filed February 22, 2005

The 1995 Stock Plan (Amended and Restated Apti®28) as amended as of May 15, 2006 (Exhibit 1®the
Registrar’s Current Report on Forn-K dated May 17, 2006

Form of Master Deferred Issuance Stock Agreemehewél 3 Communications, Inc. (Exhibit 10.1 to Registrant’s
Current Report on Forrr-K filed May 27, 2005)

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

Purchase Agreement by and among Level 3 CommuaitatLLC, PT Holding Company LLC, Progress
Telecommunications Corporation, EPIK Communicatiom®rporated, Florida Progress Corporation, Odysse
Telecorp, Inc. and Level 3 Communications, Incedais of January 25, 2006 (Exhibit 10.1 to the Kemit's Current
Report on Form-K dated January 30, 200t

Form of Registration Rights and Transfer Restric#greement by and among Level 3 Communicatiorss, PIT
Holding Company LLC, Progress Telecommunicationgp@ration, Caronet, Inc., and EPIK Communications
Incorporated to be entered into on the closindnefttansaction contemplated by the Purchase Agre=2086
(Exhibit 10.2 to the Registre’s Current Report on Forn-K dated January 30, 200t

Agreement and Plan of Merger by and among Leveb@@unications, Inc., Eldorado Acquisition Three Q. and
TelCove, Inc. dated as of April 30, 2006. (Exhitix1 to the Registrant’s Current Report on Form 8aked April 19,
2006).

Registration Rights and Transfer Restriction Agrertndated May 31, 2006, by and among Level 3
Communications, Inc., MCCC ICG Holdings LLC, Coluimi€apital Equity Partners 111(QP), L.P., Columkiapital
Partners Il (Cayman), L.P., Columbia Capital Eg@artners Il (Al), L.P., Columbia Capital Investdll, L.L.C.,
Columbia Capital Employees Investors lll, L.L.C./[GNenture Partners V, L.P., M/C Venture Investtrs,C.,
Chestnut Venture Partners, L.P., and Bear InvegsnehLP. (Exhibit 10.1 to the Registrant’s Currédport on Form 8-
K dated June 1, 200¢

Stock Purchase Agreement, dated July 20, 2006, g@mewvel 3 Communications, Inc., Technology Spectrimo. and
Insight Enterprises, Inc. (Exhibit 10.1 to the Regin's Current Report on Forn-K dated July 26, 2006

6




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 Augu0R6, between Level 3 Communications, Inc. ands@iie Holding
Corp., as agent for the security holders of Lookgigss Networks Holding Co., Inc. (Exhibit 10.1the Registrant’s
Current Report on Formr-K dated August 3, 2006

Consent, dated as of August 7, 2006, by Level 3i@onications, Inc. relating to that certain SecesitPurchase
Agreement, dated as of February 18, 2005, by amahgrhevel 3 Communications, Inc. and the Investammed on
Exhibit A Thereto (Exhibit 10.1 to the Registr's Current Report on Forn-K dated August 7, 2006

Agreement and Plan of Merger among Level 3 Comnatiains, Inc., Level 3 Services, LLC, Level 3 Coliwalnc. and
Broadwing Corporation, dated as of October 16, 2&8hibit 10.1 to the Registrant’s Current RepartFmrm 8-K dated
October 17, 2006

Registration Agreement, dated October 30, 2006 ngnh@vel 3 Communications, Inc., Level 3 Financiimg, and
Merrill Lynch, Pierce, Fenner & Smith Incorporatédiorgan Stanley & Co. Incorporated, Credit Suisseugities (USA)
LLC, J.P. Morgan Securities Inc. and Wachovia Gdapitarkets, LLC relating to Level 3 Financing, 113¢9.25% Senior
Notes due 2014 (Exhibit 4.2 to the Regist’s Current Report on Forn-K dated October 30, 200¢

Agreement and Plan of Merger, dated as of Octobe2006, as Amended by the First Amendment to Agesd and
Plan of Merger Dated as of November 21, 2006, ant@wgl 3 Communications, Inc., Level 3 Services{, lLevel 3
Colorado, LLC (n/k/a Level 3 Colorado, Inc.) andbBdwing Corporation (attached as Annex A to thexpro
statement/prospectus included in the registrarggi®ration Statement on Form S-4 (333-138462pfincrated by
reference to Exhibit 2.1 to the Registrant’s Regiin Statement on Form S-4 (333-138462)). (ExHiBil to the
Registrar’s Current Report on Forn-K/A dated November 27, 200¢

Registration Agreement, dated December 28, 2006ngrhevel 3 Communications, Inc., Level 3 Financimg. and
Merrill Lynch, Pierce, Fenner & Smith Incorporatédiorgan Stanley & Co. Incorporated, Credit Suisseugities (USA)
LLC, Citigroup Global Markets Inc. and Wachovia @apMarkets, LLC relating to Level 3 Financingclis 9.25%
Senior Notes due 2014 (Exhibit 4.1 to the Regi¢’s Current Report on Forn-K dated December 28, 200!

Exchange Agreement, dated as of January 11, 28@dh@Level 3 Communications, Inc., SoutheasterreAss
Management, Inc., on behalf of its investment aatyi€lients, and Legg Mason Opportunity Trust, @eseof Legg
Mason Investment Trust, Inc. (Exhibit 10.1 to thegitran’s Current Report on Forn-K dated January 17, 200°

Registration Agreement, dated February 14, 2000nanhevel 3 Communications, Inc., Level 3 Financimg. and
Merrill Lynch, Pierce, Fenner & Smith Incorporaté&tedit Suisse Securities (USA) LLC, Citigroup GdbMarkets Inc.,
Morgan Stanley & Co. Incorporated and Wachovia Glarkets, LLC relating to Level 3 Financing, liscFloating
Rate Senior Notes due 2015 (Exhibit 4.3 to the eayi’s Current Report on Forn-K dated February 20, 200"

Registration Agreement, dated February 14, 2000ngnb.evel 3 Communications, Inc., Level 3 Financimg. and
Merrill Lynch, Pierce, Fenner & Smith Incorporaté&tedit Suisse Securities (USA) LLC, Citigroup GdbMarkets Inc.,
Morgan Stanley & Co. Incorporated and Wachovia @&parkets, LLC relating to Level 3 Financing, 115c8.75%
Senior Notes due 2017 (Exhibit 4.4 to the Regi¢'s Current Report on Forn-K dated February 20, 200"
Statements re computation of ratios. (Exhibit 1theregistrars Form 1K for the year ending December 31, 20
List of subsidiaries of the Company. (Exhibit 21the registrar's Form 1+K for the year ending December 31, 20
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23

31.1

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 Offic

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

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




SIGNATURES
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Report of Independent Registered Public Accountingrirm

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

We have audited the accompanying consolidated balsimeets of Level 3 Communications, Inc. and siidrses as of December 31,
2006 and 2005, and the related consolidated statsméoperations, cash flows, changes in stocldrelaquity (deficit), and comprehensive
loss for each of the years in the three-year perimted December 31, 2006. These consolidated fadastatements are the responsibility of
the Company’s management. Our responsibility exigress an opinion on these consolidated finastaé¢éments based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBigUnited States). Those
standards require that we plan and perform thet &amadbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tildasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenéspects, the financial position of
Level 3 Communications, Inc. and subsidiaries a@adfember 31, 2006 and 2005, and the results ofaperations and their cash flows for
each of the years in the three-year period endegmber 31, 2006, in conformity with U.S. generalégepted accounting principles.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the
effectiveness of Level 3 Communications, Iagriternal control over financial reporting as afd@mber 31, 2006, based on criteria establ
in Internal Control—Integrated Frameworgsued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO), and
our report dated March 1, 2007 expressed an urfgghtipinion on management’'s assessment of, andfteetive operation of, internal
control over financial reporting.

/s KPMG LLP

Denver, Coloradi

March 1, 2007, except as to Note
which is as of December 12, 20
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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, inclodbd accompanying Management’s Report on Inteoakrol Over Financial
Reporting, that Level 3 Communications, Inc. mdired effective internal control over financial refiog as of December 31, 2006, based on
criteria established imternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidrise Treadway
Commission (COSO). Level 3 Communications, Inc.&anagement is responsible for maintaining effedtiternal control over financial
reporting and for its assessment of the effectissmd internal control over financial reporting.r@esponsibility is to express an opinion on
management’s assessment and an opinion on théiedfeess of the Company’s internal control oveaficial reporting based on our audit.

We conducted our audit in accordance with the stadgdof the Public Company Accounting Oversightri8d@nited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethetigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahdaéiag the design and operating effectivenessateirnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesaaonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesasuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company’s internal control over firgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financatkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and (8jige reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companysats that could have a material effect on thenfiizd statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of
any evaluation of effectiveness to future periagssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

In our opinion, managemestassessment that Level 3 Communications, Inc.taiagd effective internal control over financiapogting
as of December 31, 2006, is fairly stated, in atenial respects, based on criteria establishéaténnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO). Also, in ounam, Level 3
Communications, Inc. maintained, in all materiapects, effective internal control over financiegporting as of December 31, 2006, base
criteria established imternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidrise Treadway
Commission (COSOQ).

Level 3 Communications, Inc. acquired ICG Commutiices, Inc. on May 31, 2006; Telcove, Inc. on J2dy 2006; and Looking Glass
Networks Holding Co., Inc. on August 2, 2006. Magimgnt excluded from its assessment of Level 3 Camgations, Inc's internal control
over financial reporting as of December 31, 20B6sé acquired businesses’ internal control ovanfiial reporting associated with total
assets of $1.3 billion and total revenues of $24Bam included in the consolidated financial staents of Level 3 Communications, Inc. and
subsidiaries as of and for the year ended DeceBiher
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2006. Our audit of internal control over finandgigporting of Level 3 Communications, Inc. also exleld an evaluation of the internal control
over financial reporting of ICG Communications, .InEelcove, Inc., and Looking Glass Networks Hoid®o., Inc.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@’/nited States), the
consolidated balance sheets of Level 3 Communitgtimc. as of December 31, 2006 and 2005, ancethged consolidated statements of
operations, cash flows, changes in stockholdensitgdeficit), and comprehensive loss for eaclthefyears in the three-year period ended
December 31, 2006, and our report dated March @7 2@pressed an unqualified opinion on those cateteld financial statements.
/sIKPMG 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 araitezation shown separately belo
Cost of revenue
Communication:
Coal mining
Total cost of revenue
Depreciation and amortizatic
Selling, general and administrati
Restructuring and impairment charges
Total costs and expenses
Operating Loss
Other Income (Expense
Interest incomi
Interest expens
Gain (loss) on early extinguishment of debt,
Other, net
Total other income (expense)
Loss from Continuing Operations Before Income Taxes
Income Tax Expense
Loss from Continuing Operations

Discontinued Operation
Income from discontinued operatic
Gain on sale of discontinued operations
Income from Discontinued Operations
Net Loss
Earnings (Loss) Per Share of Common Stock (Bagsidluted):
Loss from Continuing Operatiol
Income from Discontinued Operations
Net Loss

See accompanying notes to consolidated financassients.
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2006

2005

2004

(dollars in millions, except per

share data)

$ 3,311 $ 1,64f $ 1,68
67 74 91
3,37¢  1,71¢  1,77¢
1,46( 462 43€
57 53 67
1,517 51€ 502
73C 647 671
1,25¢ 76¢ 822
13 23 14
351 1095 2,01
(140 (236 (239
64 35 13
(649 (530 (489
(83 — 197

19 29 32
(649 (466) (249
(78¢) (709 477
@) €) )
(799 (7079 479
13 20 20

33 49 —

46 69 20

$ (749 $ (639 $ (459
$ (079 $ (1.0) $ (0.70
05 0.1C 0.02

$ (079 $ (0.9) $ (0.69




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 debt
Accrued payroll and employee bene
Accrued interes
Deferred revenu
Current liabilities of discontinued operatic
Other
Total Current Liabilities

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

Commitments and Contingenci

Stockholder Equity (Deficit):
Preferred stock, $.01 par value, authorized 10(@@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 20
Additional paic-in capital
Accumulated other comprehensive income (I
Accumulated deficit
Total Stockholders’ Equity (Deficit)
Total Liabilities and Stockholders’ Equity (Defirit

See accompanying notes to consolidated financgsients.
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2006

2005

(dollars in millions,
except per share

data)
$ 1681 $ 37¢
23t 17¢€
46 34
32¢ 392
— 597
101 92
2,38¢ 1,67(C
6,46¢ 5,632
— 234
90 75
91¢ 291
— 264
12€ 111
$ 9,994 $ 8,27
$ 391 $ 367
5 —
92 79
148 10z
14z 19¢
— 53¢
15€ 137
92¢ 1,42z
7,351 6,02%
753 737
581 57C
12 8
9,30¢ 7,75¢
(4 (5))
(8,939 (8,199
374 (476
$ 9,994 $ 8,27




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For each of the three years ended December 31, 2006

2006 2005 2004
(dollars in millions)

Cash Flows from Operating Activitie

Net Loss $ (7449 $ (639 $ (459
Income from discontinued operations (46) (69 (20)
Loss from continuing operations (790 (707 (479

Adjustments to reconcile loss from continuing opiers to net cash provided by (used in) operating
activities of continuing operation

Depreciation and amortizatic 73C 647 671
(Gain) loss on debt extinguishments, 83 — (299
Loss on impairment 8 9 —
Gain on sale of property, plant and equipment, Comaealth Telephone shares and other a: (7 9 (30
Non-cash compensation expense attributable to stockda 84 51 43
Deferred revenu 53 (221 (66
Amortization of debt issuance co: 19 16 16
Accreted interest on lorterm debt discour 38 33 75
Accrued interest on loi-term debt 32 30 (27
Change in working capital items net of amounts aequ
Receivable: 131 3 (6)
Other current asse 8 (19 13
Payables (23 (12 (16
Other current liabilitie (32 (26 (1179
Other U] 17 €}
Net Cash Provided by (Used in) Operating Activitié€ontinuing
Operations 221 (219 (222
Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketalolarites 28C 584 70
Purchases of marketable securi (99 (649 (410
Decrease (increase) in restricted cash and sex3ynite: (21 4 21
Capital expenditure (399 (300 (272
Advances (to) from discontinued operations, 18 13 7
Acquisitions, net of cash acquired, and investm (749 (379 (69
Proceeds from sale of discontinued operationsphedsh solc 307 82 —
Proceeds from sale of Commonwealth sh — — 41
Proceeds from sale of property, plant and equippzerd other
investments 7 11 19
Net Cash Used in Investing Activiti $ (649 $ (64) $ (599

(continued)
See accompanying notes to consolidated financgsients.
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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 $ 225¢ $ 94: % 98t

Payments on and repurchases of -term debt, including current portion and refinagcaosts (2,110 (230 (2,029

Equity offering 543 — —
Net Cash Provided by (Used in) Financing Activil 1,68¢ 813 (42
Discontinued Operations (Revis<—See Note 1)

Net cash provided by (used in) discontinued opagadictivities (20 (5 58

Net cash used in investing activiti 23 (22 (4

Net cash used in financing activiti — (@] (€]

Effect of exchange rates on cash and cash equtgalen — &) 3
Net Cash Provided by (Used in) Discontinued Operns (GX) (39 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 37¢ 33¢ 1,08(

Cash and cash equivalents of discontinued opegation 73 10t 49

Cash and Cash Equivalents at End of Y
Cash and cash equivalents of continuing operations
Cash and cash equivalents of discontinued opegation

37¢ $ 33¢€
— $ 73 § 10¢

@ e
=
(o))
x
@

Supplemental Disclosure of Cash Flow Informati

Cash interest pai $ 55¢ $ 451 $ 421
Income taxes pai — — 11
Noncash Investing and Financing Activitir
Common stock issued for acquisitic $ 904 $ 31z $ —
Amendment and restatement of $730 million credieamen 73C — —
Long-term debt issued in exchange transac 61¢ — —
Long-term debt retired in exchange transac 692 — —
Settlement of debt obligation and current liakgktiwith restricted securitis — 13 —
Decrease in deferred revenue related to acquisi 10 2 —

See accompanying notes to consolidated financassients.
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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

Balances at December 31, 2(
Common Stock

Stock plan grant

Shareworks pla

401(k) plan

Convertible Note Hedge and Warrant (See Note
Net Loss
Other Comprehensive Income
Balances at December 31, 2004
Common Stock

WilTel acquisition

Stock plan grant

Shareworks pla

401(k) plan
Net Loss
Other Comprehensive Loss
Balances at December 31, 2005

Adjustment for EITF No. 04-6
Adjusted balances at December 31, 2005
Common Stock

Acquisitions

Equity offering, net of offering cos

Stock plan grant

Shareworks pla

401(k) plan
Net Loss
Other Comprehensive Income
Balances at December 31, 2006

Accumulated

Additional Other
Common Paid-in Comprehensive Accumulated
Stock Capital Income (Loss) Deficit Total
(dollars in millions)
$ 7% 7,360 $ (90) $ (7,096 $ 181
— 22 — — 22
— 34 — — 34
— 17 — — 17
— (62 — — (62)
- = - (45¢€) (45¢€)
— — 10¢ — 10¢
7 7,371 19 (7,559 (157)
1 312 — — 313
— 37 — — 37
— 24 — — 24
— 15 — — 15
- - - (63¢€) (63¢€)
— — (70) — (70)
8 7,75¢ (51) (8,197) (476
— — — ©) (©)
8 7,75¢ (51) (8,195 (479
2 90z — — 904
2 541 — — 542
— 60 — — 60
— 25 — — 25
— 18 — — 18
— — — (744) (744)
— — 47 — 47
$ 12 $ 9,30t $ 4 $ (8,939 $ 374

See accompanying notes to consolidated financitdsients.
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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 $ (749 $ (639 $ (459
Other Comprehensive Income (Loss) Before Incomees:
Foreign currency translation income (loss 45 (72 29
Unrealized holding gains (losses) on marketablétggecurities and other arising during per (€] (@] 2
Reclassification adjustment for losses includedehloss 3 3 82
Other Comprehensive Income (Loss), Before Income3a 47 (70 10¢
Income Tax Benefit Related to Items of Other Corhpresive Income (Loss) — — —
Other Comprehensive Income (Loss), Net of Income3a 47 (70) 10¢
Comprehensive Loss $ (697 $ (709 $ (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 $ B84 $ 6 $ (90)
Change 134 (25) 10¢
Balance at December 31, 2004 50 (31 19
Change (69) (1) (70)
Balance at December 31, 2005 (19 (32 (51)
Change 48 (1) 47
Balance at December 31, 2006 $ 29 % (33 $ 4

See accompanying notes to consolidated financassients.

F-10




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 tumants of Level 3 Communications, Inc. and subsiés (the “Company” or “Level
3") in which it has control, which are enterpriggsnarily engaged in communications and coal minkFifty-percent-owned mining joint
ventures are consolidated on a pro rata basisigiificant intercompany accounts and transactiae® been eliminated.

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 (“Progredscbm”) on March 20, 2006, ICG Communications, (fCG Communications”pn
May 31, 2006, TelCove, Inc. (“TelCove”) on July 2906 and Looking Glass Networks Holding Co., [fitooking 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 finanstaktements from the respective dates of theiriaitiqun (See Note 2).

On September 7, 2006, Level 3 sold Software Spethoc. (“Software Spectrum”), the Company’s softeveeseller business, to Insight
Enterprises, Inc. (“Insight Enterprises”). On Noy®#n 30, 2005, Level 3 sold {Structure, LLC (“(i) Structure”), Level 3's wholly owned IT
infrastructure management outsourcing subsidiatgfticrossing, Inc. (“Infocrossing”). The two bussses comprised Level 3’s information
services segment. The results of operations, fiahoondition and cash flows for the Software Spgotand (i )Structure businesses have
been classified as discontinued operations in émsalidated financial statements and related fdetfor all periods presented in this report
(See Note 3).

Communications

The Company’s communications business providesaddirange of integrated communications servicesarily in the United States
and Europe as a facilities-based provider (that jmovider that owns or leases a substantialgrodf the property, plant and equipment
necessary to provide its services). The Companyieged, through a combination of constructiomcpase and leasing of facilities and o
assets, an advanced international, end-to-enditifsszsibased communications network. The Comparsythalt, and continues to upgrade, the
network based on optical and Internet Protocolrieldgies in order to leverage the efficiencieshafse technologies to provide lower cost
communications services.

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

Certain sale and long-term indefeasible right & asIRU agreements of dark fiber and capacityr@egeired to be accounted for in the
same manner as sales of real estate with propepsovements or integral equipment. This accourttiegtment results in the deferral of the
cash that has been received and the recogniticevehue ratably over the term of the agreementdntly 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 revésagso recognized when customers
required to make termination penalty payments teel 8 to settle contractually committed purchaseamts that the customer no longer
expects to meet or when a customer and Level 3jmia¢e a contract under which Level 3 is no longgligated to provide services for
consideration previously received and for whicheraye recognition has been deferred. Terminatioeme® is reported in the same manner as
the original service provided, and amounted to iillion, $133 million and $113 million and in 2008005 and 2004, respectively (See
Note 4).

The Company is obligated under dark fiber IRUs ath@tr capacity agreements to maintain its netwoidficient working order and in
accordance with industry standards. Customerslaigated for the term of the agreement to pay lieirtallocable share of the costs for
operating and maintaining the network. The Compaepgnizes this revenue monthly as services anedwo.

Level 3’'s customer contracts require the Companyéet certain service level commitments. If Levelo@s not meet the required
service levels, it may be obligated to provide @sgdisually in the form of free service, for a ghgeriod of time. The original services that
resulted in the credits are not included in revesmu, to date, have not been material.

Cost of revenue for the communications businedsidies leased capacity, right-of-way costs, acckasges 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 satellitegp@mnder lease costs, the package delivery codttharblank tape media costs attributable
to its video distribution business.

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

In determining the amount of the cost of netwonk/i®e expenses and related accrued liabilitiegtiect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing caciual requirements for submitting
these disconnect notices and disputes to the mpwidthe network services, and compliance witlintsrconnection agreements with these
carriers. Significant judgment is required in estiing the ultimate outcome of the dispute resotupoocess, as well as any other amounts
may be incurred to conclude the negotiations dtesany litigation. Actual results could vary fraime estimated amounts accrued for disp!

Although it has not done so recently, the Compaay periodically enter into agreements to acquitevagk assets from other
telecommunications service carriers. These camieng in turn acquire network assets from Levelr@nBactions in which Level 3 transfers
network assets to and acquires network assetstfrersame third party at or about the same timeedieered to as “contemporaneous
transactions.” These transactions would generalyelcorded as non-monetary exchanges of similatsaasbook value, as these transactions
do not represent the culmination of an earningsgs®. Contemporaneous transactions do not reshk irecognition of revenue. Net cash or
other monetary assets paid or received in conteamgaus transactions are recorded as an adjustongéra book value of the transferred
property. The adjusted book value becomes theiogrialue of the transferred property, plant andigapent. The Company did not enter
into these types of agreements during the threesysraled December 31, 2006. Beginning January(f,28e Company measures non-
monetary assets exchanges at fair value in accoedaith SFAS No. 153, “Exchanges of Non-Monetarg&s”, (“SFAS No. 153).
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Concentration of Credit Risk

The Company provides communications services tada vange of wholesale and enterprise customargjng from well capitalized
national carriers to smaller, early stage compariiee Company has in place policies and procedoresview the financial condition of
potential and existing customers and concludescibigctibility of revenue and other out-of-poclkaipenses is probable prior to the
commencement of services. If the financial conditidd an existing customer deteriorates to a polmtne payment for services is in doubt, the
Company will not recognize revenue attributabléht customer until cash is received. As a reduti® WilTel acquisition in 2005 and the
Progress Telecom, ICG Communications, TelCove auking Glass acquisitions in 2006, the total nundferustomers increased to
approximately 18,000 at December 31, 2006. A sicanift portion of WilTel's revenue is attributabte $BC Services, Inc., a wholly owned
subsidiary of AT&T Inc. (“SBC”) and as a result,edto the credit worthiness of SBC, the Company da¢believe its overall credit risk has
increased significantly. The policies and procedtog reviewing the financial condition and recagng revenues of these additional
customers related to the acquisitions remainedisiamd with those described above. The Companyrbastime to time entered into
agreements with value-added resellers and othemehaartners to reach consumer and enterpriseetsdidr voice services. The Company
has policies and procedures in place to evaluatéinncial condition of these resellers priorriiating service to the final customer. The
Company is not immune from the effects of the damin the communications industry; however, managr@ believes the concentration of
credit risk with respect to receivables is mitigatiie to the dispersion of the Company’s custoraeelamong different industries and
geographic areas and remedies provided by the tfcmntracts and statutes.

A significant portion of Level 3's communicationsrgice revenue was concentrated among a limitedoeutf customers through the
end of 2006. Revenue attributable to AT&T Inc. ansidiaries, including SBC Communications, BelithocCommunications and Cingular
Wireless (assuming those companies were subsislitmieall of 2006), amounted, on an aggregate ptsil.1 billion for the year ended
December 31, 2006, representing approximately 82ep¢ of consolidated revenue for the year anddkided within the Communications
segment in the consolidated statements of opegatirior to the acquisition of WilTel in Decemb@&08, AT&T Inc. and subsidiaries was
a significant customer of the Company. Revenue ffinmmne Warner Inc. and subsidiaries, including Aroar©nline, amounted, on an
aggregate basis, to $220 million, $288 million &334 million for the years ended December 31, 22065 and 2004, respectively,
representing approximately 7 percent, 8 percentlngercent of consolidated revenue for the regpmegears and is included within the
Communications segment in the consolidated statenodroperations. Given the expected reductioménSBC Contract Services revenue
the overall increase in revenue from acquisitiativilg concentration of revenue among a limited f@mnof customers is expected to be
reduced in periods subsequent to 2006. Howevkg\él 3 would lose one or more major customers, @ne or more major customers
significantly decreased its orders for Level 3 gars, the Company’s communications business woellchaterially and adversely affected.

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

Discontinued Information Services

On September 7, 2006, Level 3 sold Software Spethoc. (“Software Spectrum”), the Company’s softeveeseller business, to
Insight. On November 30, 2005, Level 3 solg$tructure, Level 3's wholly owned IT infrastructumanagement outsourcing subsidiary to
Infocrossing. The two businesses comprised LeweirBbormation services segment. The results ofatpers, financial condition and cash
flows for the Software Spectrum antd)Structure businesses have been classified asntiisaed
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operations in the consolidated financial statemantkrelated footnotes for all periods presentetigreport (See Note 3).

Software Spectrum is a global reseller of busisegsvare, primarily to large and medium sized besses. Revenue is recognized as
either an agency fee, whereby sales under ceitainsing programs permit Software Spectrum to reizegonly a service fee paid by the
software publisher as revenue, or on a “gross"shasivhich case the Company recognizes the fullevaf the software sold as revenue.
Accounting literature provides guidance to enableganies to determine whether revenues from thedlires of goods and services should
recorded on a “gross” or “net” basis. The Compagljelves that the facts and circumstances, partigutaose involving pricing and credit
risk indicate that the majority of Software Spenttsi sales should be recorded on a “gross” basis.|atitude and ability of Software
Spectrum to establish the selling price to theaust is an important indication of “gross” revemaporting. The assumption of credit risk is
another important factor in determining “gross”sues “net” reporting. Software Spectrum has theassipility to pay suppliers for all
products ordered, regardless of when, or if, itezté from its customers. Software Spectrum is stdely responsible for determining the
creditworthiness of its customers.

Microsoft Corporation, a significant supplier offtseare to Software Spectrum, changed certain licgngrograms in 2001 whereby new
enterprise-wide licensing arrangements are pricldd and collected directly by Microsoft. In 2QG3veral other suppliers, for whom
Software Spectrum resells products and serviceggrbadopting this type of program. Software Spectwill continue to provide sales and
support services related to these transactionsvdhelarn a service fee directly from the softwartelishers for these activities. Under this
licensing program, Software Spectrum only recoghthe service fee paid by the software publisheeasnue and not the entire value of the
software. The Company continues to sell producteeumarious licensing programs, but beginning i@2Mas experienced an increase in the
level of sales under these new programs and mareagempects further adoption of agency licensiragams in the future. If Microsoft and
other software publishers are able to successfuiijement and sell a significant amount of softwameer this program, or it is determined
that the accounting for reselling of the softwéreldd be recorded on a “net” basis, the Company exggrience a significant decline in
information services revenue, but will also expecea comparable decline in cost of revenue.

Microsoft is the primary provider of business safte/to the Company’s Software Spectrum busineddicifosoft should successfully
implement programs for the direct sale of softwtreugh volume purchase agreements or other amaerggs intended to exclude the
distribution or resale channel, Software Spectrumssilts 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 ctatgd prior to July 1, 2006, were
grandfathered under the previously existing safemey program. Under the revised program for agéymy sales as currently drafted, the
number of performance metrics against which Sov&ectrum is measured and the standard of penfimenan those metrics are expected
to increase. Based on a preliminary evaluation mfd4oft's proposed program changes, Software Sp@oexpects that the amount of
agency fees it earns from Microsoft will be reduosdr the thregrear period in which it is implemented. Due to ¢nendfathering of existir
sales agency program sales, however, Software iBpeeinticipates that the program changes will moeha significant effect on Software
Spectrum’s results of operation or financial pasitin 2006.

Revenue is recognized from software sales at the &if product shipment, or in accordance with gres of licensing contracts, when
the price to the customer is fixed, and colledtipik reasonably assured. Revenue from maintenemcacts is recognized when invoiced,
the license period has commenced, when the priteetoustomer is fixed, and collectibility is remaably assured, as Software Spectrum has
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no future obligations associated with future parfance under these maintenance contracts. Advaliogbiare recorded as deferred revenue
until services are provided.

Cost of revenue for Software Spectrum includesctlicests of the licensing activity and costs togpase and distribute software. The
costs directly attributable to advance billings deéerred and included in other current and noreurassets in the consolidated balance sheet
Rebate income received from software publisheredegnized as a reduction of cost of revenue irpgd in which the rebate is earned
based on a systematic allocation of the total eelvatome considered probable of being realized.

Concentration of Credit Risk

The Company’s customer base consists of severas#imal accounts including corporations, governmgeneies, educational
institutions, non-profit organizations and othesibess entities. For the year ended December 35, 2@ single customer represented more
than 10 percent of information services revenue.

Coal Mining

Historically, coal sold by Level 3's coal miningenations has been sold primarily under long-termtra@ts with public utilities, which
burn coal in order to generate steam to producgriity. A substantial portion of Level 3's coalvenue was earned from lotgrm contract
during 2006, 2005 and 2004. The remainder of L8iskales are made on the spot market. Costs ehusvrelated to coal sales include costs
of mining and processing, estimated reclamatiomsgogyalties and production taxes.

The long-term contracts for the delivery of codhbtish the price, volume, and quality requiremenitthe coal to be delivered. The
contracts also contain provisions for periodic prcljustments through the use of indices for iteuth as materials, supplies and labor. Other
portions of the price are adjusted for changegaayction taxes, royalties and changes in costamew legislation or regulation. These
contractual adjustments are recognized in revesuleachanges occur and become billable to themess.

The terms and conditions of the long-term contrgetserally require the customer to meet annuakaotutal commitments. Thus, the
customer has the ability to defer or acceleraté sli@ments during the year to meet its requiresidRévenue under these contracts is
recognized when coal is actually shipped to théorner.

Concentration of Credit Risk

Level 3's coal sales contracts are concentratelll s@veral electric utility and industrial companiksthe event that these customers do
not fulfill contractual responsibilities, Level ®uld pursue 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, insurara, contract maintenance, advertising and otheirddtrative expenses. Selling, general
administrative expenses also include network rdlatgenses such as network facility rent, utilisasl maintenance costs.

Advertising Costs

Level 3 expenses the cost of advertising as indu#édvertising expense is included as a componesglting, general and administrat
expenses in the accompanying consolidated statsroénperations.
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Advertising expense was $8 million, $6 million &tl7 million for the years ended December 31, 2Q065 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 emptmrapensation using a fair value based method parsa&FAS 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 vestittgpa@ogy 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 SBS 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 he
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 Companytperty, plant and equipment are
computed on straight-line and accelerated (forageitoal assets) methods based on the followinfulibees:

Facility and Leasehold Improvemei 10- 40 year
Network Infrastructure (including fiber and condt 12- 25 year
Operating Equipmer 4-7 year
Furniture, Fixtures, Office Equipment and Ot 2-7year

During 2006, Level 3 determined that the pericgijpects to use its existing fiber and certain emeipt is longer than the remaining
useful lives as originally estimated. As a resthié, Company extended the depreciable life of itstieg fiber from 7 years to 12 years, its
existing transmission equipment from 5 to 7 yead its existing IP equipment from 3 years to 4 gear

Leasehold improvements are depreciated over theteshad their estimated useful lives or lease tetinad are reasonably assured.

Depletion on mineral properties is provided on #sJof-extraction basis determined in relation e@lccommitted under sales contracts.
The Company’s coal mining business does not usm#bkreserve estimates for purposes of depletivnrather, depletes the properties over
the estimated recoverable tons of coal that argined|to be delivered under existing coal contracts

Earnings (Loss) Per Share

Basic earnings (loss) per share have been compsied the weighted average number of shares odistgduring each period. Diluted
earnings (loss) per share is computed by incluttiegdilutive effect of common stock that would bstied assuming conversion or exercis
outstanding convertible notes, stock options, stmded compensation awards and other dilutive giesuiNo such items were included in
computation of diluted loss per share in 2006, 2608004 because the Company incurred a loss faotiraing operations in each of these
periods and the affect of inclusion would have baeti-dilutive.
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Trade Accounts Receivable

Trade accounts receivable are recorded at thedadamount and can bear interest. The allowancddigbtful accounts is the
Company’s best estimate of the amount of probataditlosses in the Company’s existing accountsivable. The Company determines the
allowance based on an analysis of the aging ofiticeunts receivable balance. The Company revienadldwance for doubtful accounts
quarterly. Past due balances over 90 days andaoseecified amount are reviewed individually folectibility. Account balances are
charged off against the allowance after all medrtollection have been exhausted and the potéfiotiabcovery is considered remote. The
Company does not have any off-balance sheet arpdsure related to its customers.

Restricted Cash and Securities

The Company classifies any cash or investmentsctiiteralize outstanding letters of credit, lalegm debt, or certain operating or
performance obligations of the Company as resttickesh. The Company also classifies cash or invergswestricted to fund certain
reclamation liabilities as restricted cash. Thesification of restricted cash on the consoliddtakdnce sheet as current or noncurrent is
dependent on the duration of the restriction aeddtlrpose for which the restriction exists.

Long-Lived Assets

The Company segregates identifiable intangibletass=uired in an acquisition from goodwill. In amtance with SFAS No. 142,
“Goodwill and Other Intangible Assets” (“SFAS Nat2l'), goodwill is no longer amortized, and is exsked for impairment at least annually.

Other intangible assets primarily include custoomtracts, customer relationships and technologuieed in business combinations.
The intangible assets with estimated useful livesaanortized on a straight-line basis over the etqukeperiod of benefit which ranges from 2
to 15 years. Certain intangibles acquired in théNdliand TelCove transactions have an indefinfte lIin accordance with SFAS No. 142, the
Company evaluates its indefinite lived intangitdsets for impairment annually or as circumstanbasge that could affect the recoverabi
of the carrying amount of the assets.

The Company at least annually, or as events ourmistances change that could affect the recovesabflthe carrying value of its long-
lived assets, conducts a comprehensive revieweofdinrying value of its assets to determine ifdteying amount of the assets are
recoverable in accordance with SFAS No. 144 “Actimgrfor the Impairment or Disposal of Long-livedsgets.” This review requires the
identification of the lowest level of identifiabtash flows for purposes of grouping assets subje@view. The estimate of undiscounted ¢
flows includes long-term forecasts of revenue ghwtoss margins and capital expenditures. Alheke items require significant judgment
and assumptions. An impairment loss may exist viherestimated undiscounted cash flows attributabthe assets are less than their
carrying amount. If an asset is deemed to be iragdathe amount of the impairment loss recognizptesents the excess of the asset’s
carrying value as compared to its estimated fdirejebased on management’s assumptions and pojscti

For purposes of this review, Level 3 has histolyca¢parately evaluated colocation facilities, agrtadditional conduits and its
communication network (including network equipmdifiter, conduits and customer premise equipmentfese were the lowest levels with
separately identifiable cash flows for the groupiigissets. Beginning in 2006, the Company stogpetiiating colocation assets separately
and began including them in the communications agtwrouping due to changes in the nature of tish daws from the delivery of
colocation services. The majority of the Comparmygkcation customers now purchase other servicesnjunction with their colocation
services thereby reducing the independence of attotservices cash flows from other servicesdiditéon, the percentage of colocation
space used to support the communications netwart &ss increased over time.

F-17




Management’s estimate of the future cash flowsbattable to its long-lived assets and the fair gabfiits businesses involve significant
uncertainty. Those estimates are based on managjerassumptions of future results, growth trends imdustry conditions. The impairment
analysis of long-lived assets also requires manageito make certain subjective assumptions anthass regarding the expected future use
of certain empty conduits included in the netwaske group and the expected future use of cenaptyeconduit evaluated for impairment
separately from the network asset group.

Accounting for Asset Retirement Obligations

The Company follows the policy of providing an agdrfor reclamation of mined properties in accomtawith SFAS No. 143,
“Accounting for Asset Retirement Obligations” (“SBANo0. 143"), based on the estimated total cos¢stioration of such properties to meet
compliance with laws governing surface mining. Thestimated costs are calculated based on thetexp@ture risk adjusted cash flows to
remediate such properties discounted at a riskrfree The Company also provides an accrual fdgatibns related to certain colocation
leases and right-of-way agreements in accordantteSHAS No. 143, based on the estimated totalafagtstoration of such properties to
their original condition. These estimated obligai@re calculated based on the expected futureutised cash flows using the Company’s
estimated weighted average cost of capital atithe the obligation is incurred and applying a ptuliy factor for conditional restoration
obligations. Changes in expected future cash flamesdiscounted at interest rates that were in effiethe time of the original estimate for
downward revisions to such cash flows, and at ésterates in effect at the time of the change fovard revisions in the expected future cash
flows.

Income Taxes

Deferred income taxes are provided for the tempatdferences between the financial reporting andtasis of the Company’s assets
and liabilities using enacted tax rates in effectthe year in which the differences are expeate@vterse. The U.S. net operating losses not
utilized can be carried forward for 20 years tasefffuture taxable income. The majority of the iigngurisdiction net operating losses not
utilized can be carried forward indefinitely. A uation allowance has been recorded against deftaxeabsets, as the Company is unable to
conclude under relevant accounting standards tgtriore likely than not that deferred tax assalisbe realizable.

Comprehensive Income (Loss)

Comprehensive income (loss) includes income (lasd)other non-owner related changes in equitymadtided in income (loss), such as
unrealized gains and losses on marketable secucitissified as available for sale, foreign curyeinanslation adjustments related to foreign
subsidiaries, and other adjustments.

Foreign Currencies

Generally, local currencies of foreign subsidiaaes the functional currencies for financial repatpurposes. 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 resglffom currency translation are recorded as a corapt of accumulated other
comprehensive income (loss) in stockholders’ egfgigficit) and in the statements of comprehensigs.| A significant portion of the
Company'’s foreign subsidiaries have the Euro aduhetional currency, which experienced significlnttuations against the U.S. dollar
during 2006, 2005 and 2004. As a result, the Compas experienced significant foreign currencydfation adjustments that are recognized
as a component of accumulated other comprehemnsieenie (loss) in stockholders’ equity (deficit) andhe
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statement of comprehensive loss in accordanceS®HS No. 52 “Foreign Currency Translation.” The Quamy considers its investments in
its foreign subsidiaries to be long-term in nature.

Use of Estimates

The preparation of financial statements in confeymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosuir@atingent assets and liabilities at the date
of the financial statements and the reported ansoofitevenues and expenses during the reportingdoérhe most critical estimates and
assumptions are made in determining the allowamcddubtful accounts, revenue reserves, recovésabfllong-lived assets, useful lives of
long-lived assets, accruals for estimated liab#itihat are probable and estimatable, cost of vevdisputes 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-dary Assets”, which was effective for Level 3 Stay January 1, 2006. Under
SFAS No. 153, the Company will measure assets eggthat fair value, as long as the transactiorcbhasnercial substance and the fair
value of the assets exchanged is determinablenwii@isonable limits. A non-monetary exchange haswercial substance if the future cash
flows of the entity are expected to change sigaifity as a result of the exchange. The adoptid®F#S No. 153 did not have a material
effect on the Company’s financial position or réswlf operations as Level 3 is a party to a limitedhber of non-monetary transactions and
those transactions have not been material.

Emerging Issues Task Force (“EITF") Issue No. 04A&counting for Stripping Costs Incurred duringoBuction in the Mining
Industry” (“EITF No. 04-6") establishes appropriaecounting for stripping costs incurred during pneduction phase and is effective for
fiscal years beginning after December 15, 2005FEWD. 04-6 concludes that stripping costs incudhedng the production phase of a mine
are variable production costs that should be iregduid the costs of the inventory produced durirggglriod that the stripping costs are
incurred. EITF No. 04-6 further defines inventorgpguced as mineral that has been extracted. Asudt retripping costs related to exposed,
but not extracted mineral are expensed as incuatber than deferred until the mineral is extraciéte Company’s coal mining business
previously deferred stripping costs and amortizexsé costs over the period in which the underlgaj is mined. The Company’s adoption
of EITF No. 04-6 required it to adjust by $3 millibeginning retained earnings (accumulated defaitthe amount of prepaid stripping costs
previously deferred as of January 1, 2006.

In June 2006, the FASB issued Interpretation No:‘A8counting for Uncertainty in Income Taxes—Artdrpretation of FASB
Statement No. 109,” (“FIN No. 48”). FIN No. 48 dfies the accounting for uncertainty in income taxecognized in an enterprisdinancial
statements in accordance with FASB Statement N@,. “Ktcounting for Income Taxes.” FIN No. 48 als@gcribes a recognition threshold
and measurement attribute for the financial statémezognition and measurement of a tax positikartaor expected to be taken in a tax
return that results in a tax benefit. AdditionalyN No. 48 provides guidance on de-recognitionpine statement classification of interest
and penalties, accounting in interim periods, disgte, and transition. This interpretation is effexfor fiscal years beginning after
December 15, 2006. The adoption of FIN No. 48 isexpected to have a material effect on the Comparonsolidated results of operations
or financial condition.

In June 2006, the FASB ratified the consensus dir E$sue No. 06-3, “How Taxes Collected from Custesrand Remitted to
Governmental Authorities Should Be Presented irlifbeme Statement”
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(“EITF No. 06-3"). The scope of EITF No. 06-3 indies any tax assessed by a governmental authaaitystdirectly imposed on a revenue-
producing transaction between a seller and a custamd may include, but is not limited to, sales,walue added, Universal Service Fund
(“USF”) contributions and some excise taxes. ThekTreorce concluded that entities should presemsettaxes in the income statement on
either a gross or a net basis, based on their atioguolicy, which should be disclosed pursuamdRB Opinion No. 22, “Disclosure of
Accounting Policies.” If such taxes are significant] are presented on a gross basis, the amouthissef taxes should be disclosed. The
consensus on EITF No. 06-3 will be effective faeiim and annual reporting periods beginning dtecember 15, 2006. The Company
currently records USF contributions on a grosssiasits consolidated statements of operationsrdndrds sales, use, value added and excise
taxes billed to its customers on a net basis indtssolidated statements of operations. The adopfi&ITF No. 063 is not expected to have
material effect on the Company’s consolidated tesafl operations or financial condition.

In September 2006, the Securities and Exchange Gssiun issued Staff Accounting Bulletin (“SAB”) Nd08, “Considering the
Effects of Prior Year Misstatements when Quantifyurrent Year Misstatements.” SAB No. 108 requénealysis of misstatements using
both an income statement (rollover) approach apal@nce sheet (iron curtain) approach in assessatgriality and provides for a one-time
cumulative effect transition adjustment. The Conypatiopted SAB No. 108 for the year ended DecembgP@06. The adoption of SAB
No. 108 did not have a material effect on the Camy's results of operations and financial condition.

In September 2006, the FASB issued SFAS No. 1540y Value Measurements,” which defines fair valestablishes a framework for
measuring fair value in generally accepted accagrrinciples, and expands disclosures about fdirevmeasurements. SFAS No. 157 does
not require any new fair value measurements, ltiges guidance on how to measure fair value byignog a fair value hierarchy used to
classify the source of the information. This stageiris effective for fiscal years beginning aftemdmber 15, 2007 and interim periods wil
that fiscal year. The Company is currently assestia potential effect that the adoption of SFAS M/ will have on its financial
statements.

On December 21, 2006, the FASB issued FASB Stafitiea No. EITF 00-19-2, “Accounting for Registrani Payment
Arrangements” (“FSP EITF 00-19-2"). FSP EITF 00-2@ddresses an issuer’s accounting for registrgéyment arrangements. FSP EITF
00-19-2 specifies that the contingent obligatiomiake future payments or otherwise transfer congiig under a registration payment
arrangement, whether issued as a separate agreemeciuded as a provision of a financial instrurher other agreement, should be
separately recognized and measured in accordaticé&SWAS No. 5, “Accounting for Contingencies” (“SBAo0. 5”). A “registration
payment arrangement” is defined as an arrangerhanspecifies that the issuer will endeavor (Ifjléoa registration statement for the resale
of specified financial instruments and/or for tlesale of equity shares that are issuable uponisgesc conversion of specified financial
instruments and for that registration statemeietaleclared effective by the SEC. The arrangenseptires the issuer to transfer
consideration to the counterparty if the registrastatement for the resale of the financial imagat or instruments subject to the arrangel
is not declared effective or if effectiveness af thgistration statement is not maintained. FSHFBIJ-19-2 specifies that if the transfer of
consideration under a registration payment arraegeis probable and can be reasonably estimatedegition, the contingent liability under
the registration payment arrangement shall be dredluin the allocation of proceeds from the relditeaihcing transaction using the
measurement guidance in SFAS No. 5. FSP EITF 0R-48eo requires certain disclosures about the tefreach registration payment
arrangement, even if the likelihood of the isswrihg to make any payments under the arrangemesiniste. FSP EITF 00-19-2 is effective
immediately for registration payment arrangementered into after December 21, 2006 and for figealrs beginning after December 31,
2006, and interim periods within those fiscal ye&wsregistration payment arrangements enteredpribr to the issuance of FSP EITF 00-
19-2. The Company adopted FSP EITF 00-19-2 for the
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year ended December 31, 2006. The adoption of FEP 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 bedagsified to conform to the December 31, 2006q&gion.

The Company has separately disclosed the operativegsting 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 torekjta presence in metropolitan markets and beenirg services to enterprise
customers through its Business Markets Group. Jinggegy will allow the Company to terminate traifiver its owned facilities rather than
paying third parties to terminate the traffic. Téansion into new metro markets should also pe&ititional opportunities to sell services
to bandwidth intensive businesses on the Comparatienal and international networks. In order tpexkte the expansion of its metro
business, Level 3 acquired Progress Telecom, IC@mMmnications, TelCove and Looking Glass in 2006 fédsults of operations
attributable to each acquisition are included mdbnsolidated financial statements from the dasequisition.

Looking Glass Acquisition: On August 2, 2006, Level 3 completed the acquisiibLooking Glass, a privately held lllinois-based
telecommunications company. The consideration pgitdevel 3 consisted of approximately $13 millioncash, including $4 million of
transaction costs, and approximately 21 millionrehaf Level 3 common stock valued at $84 millisnaddition, at the closing, Level 3
repaid approximately $67 million of Looking Glaghilities. The transaction purchase price is ndject to any post-closing adjustments.

Level 3 entered into certain transactions with LingkGlass prior to the acquisition of Looking GldgsLevel 3, whereby Level 3
received cash for communications services to beiged in the future and which was originally rectzgul as deferred revenue. As a result of
the acquisition, Level 3 can no longer amortize théferred revenue into earnings and, accordimgtiuced the purchase price applied to the
net assets acquired in the Looking Glass trangabtids2 million, the amount of the unamortized defé revenue balance on August 2, 2006.

TelCove Acquisition: On July 24, 2006, Level 3 completed the acquisiibmelCove, a privately held Pennsylvania-based
telecommunications company. Under terms of theeagent, Level 3 paid $446 million in cash and issaggdroximately 150 million shares
Level 3 common stock, valued at $623 million. Imi&idn, Level 3 repaid $132 million of TelCove debitd acquired $13 million in capital
leases in the transaction. Also, the Company fraid party costs of approximately $15 million reldtto the transaction, which included
certain costs incurred by TelCove. The transagtiice is not subject to any post-closing adjustment

Level 3 entered into certain transactions with Tel€prior to the acquisition of TelCove by LevelBiereby Level 3 received cash for
communications services to be provided in the fuand which was originally recognized as deferes@nue. As a result of the acquisition,
Level 3 can no longer amortize this deferred reeento earnings and, accordingly, reduced the @mgelprice applied to the net assets
acquired in the TelCove transaction by $3 millitve amount of the unamortized deferred revenuenbalan July 24, 2006.
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ICG Communications: On May 31, 2006, Level 3 acquired all of the stoEkCG Communications, a privately held Coloradsdsh
telecommunications company, from MCCC ICG HoldingsC excluding certain assets and liabilities. Untdhee terms of the purchase
agreement, Level 3 purchased ICG Communicationarfaggregate consideration consisting of appraeiyp@6 million shares of Level 3
common stock, valued at $131 million, and approxétya$45 million in cash. The Company also incurcedts of less than $1 million related
to the transaction. Post-closing adjustments, pilyn&orking capital and other contractual mattersulted in additional consideration of
approximately $3 million, of which $1 million wasidl 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 Couomitations 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 longeodire this deferred revenue into earnings andpraliagly, reduced the purchase price
applied to the net assets acquired in the ICG Conirations transaction by $1 million, the amounttef unamortized deferred revenue
balance on May 31, 2006.

Progress Telecom: On March 20, 2006, Level 3 completed its acgoisiof all of the membership interests of Progreskecom from
PT Holding Company LLC (“PT Holding”) excluding ¢ain specified assets and liabilities of Progrestedom. Progress Telecom was
owned by PT Holding which is jointly owned by Pregs Energy, Inc. and Odyssey Telecorp, Inc. Urdetdarms of the purchase agreement,
Level 3 purchased Progress Telecom for an aggr@gathase price consisting of approximately $69ionilin cash and approximately 20
million shares of Level 3 common stock, valued &g $illion. The purchase price was subsequentlyged by $2 million for working capit
and other contractual matters. The Company recgragthent of the $2 million adjustment in July 2006.

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

WilTel:  On December 23, 2005, the Company completeddhuisition 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 capitdlis $1200 million in cash to reflect Leucadia’s hyicomplied with its obligation to leave
that amount of cash in WilTel, and 115 million ngwdsued unregistered shares of Level 3 commorkstatued at $313 million.

The Company also incurred costs of approximatelyn@iifon 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 shoulttekese by approximately $27 million as a resulvofking capital and other contractual
post-closing adjustments. Level 3 received payréttie $27 million adjustment in April 2006.

The final valuation indicated that the fair valdetee identifiable assets acquired exceeded tla ddthe purchase price paid and the
liabilities assumed in the transaction. As a reshé excess value was applied against the fairevad the long-lived assets obtained in the
transaction. The $27 million post-closing adjustimesulted in an additional decrease in long-ligsdets 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 3hereby it received cash for
communications services to be provided in the futs a result of the acquisition, Level 3 canarager amortize this deferred revenue into
earnings and accordingly, reduced the purchase ppplied to the net assets acquired in the Wifealsaction by $2 million, the amount of
the unamortized deferred revenue balance on Deaed3h@005.

The acquisition includes all of WilTel's communiicats business and WilTel's Vyvx video transmisdiusiness. The acquisition also
includes a multi-year contract between SBC ServVite,and WilTel (“SBC Contract Services AgreeménRecently, SBC Services, Inc.
became a subsidiary of AT&T Inc. (“AT&T") (togeth&8BC”) and announced its intention to migrate skeevices provided by WilTel to the
merged SBC Services, Inc. and AT&T network. Wil&ad SBC amended the SBC Contract Services Agreememh through 2009. The
agreement provides a gross margin purchase commtiwi&335 million from December 2005 through timel ©f 2007, and $75 million from
January 2008 through the end of 2009. SBC hadiedtB268 million of the December 2005 to the eR@@)7 gross margin purchase
commitment through December 31, 2006. As of DecerB8he2006, the remaining minimum gross margin cament under the agreement
to be utilized in 2007 was approximately $67 miili@and $75 million from January 2008 through thé en2009. Originating and terminatil
access charges paid to local phone companies sseg#rough to SBC in accordance with a formwudhdpproximates cost. Additionally,
the SBC Contract Services Agreement provides feptyment of $50 million from SBC if certain perfance criteria are met by Level 3 in
2006 and 2007. The Company met the required pedice criteria and recorded revenue of $25 millilb2006 under the agreement. Lewvi
is eligible to earn another $25 million in 2007timeets the performance criteria.

As specified in the purchase agreement with LeacadfilTel transferred certain excluded assets tachdia and Leucadia assumed
certain excluded liabilities. The excluded assettuded all cash and cash equivalents in exce$s@3 million at closing, all marketable
securities, WilTel's headquarters building located ulsa, Oklahoma and certain other miscellanemsets. In addition, WilTel assigned to
Leucadia all of its right to receive cash paymérdm SBC totaling $236 million, pursuant to the mémation, Mutual Release and Settlement
Agreement, dated June 15, 2005, among Leucadid,ehdhd SBC. The excluded liabilities include dIMgilTel's long-term debt obligation
WilTel's obligations under its defined benefit pemsplan, certain other employee related liab#itend other claims. The agreement required
Leucadia to pay in full all of WilTel's obligationsnder its credit agreement and for Leucadia teasd WilTel from any obligation under the
outstanding mortgage note secured by its headgadntélding. Level 3 entered into an agreement Wwithcadia to lease 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 equipméith provide dial-up Internet
access to various large customers and other le&8Pg The terms of the agreement required Letelgay $25 million at closing and
additional payments of $5 million on both July 002 and October 1, 2004. The purchase price wgedub post-closing adjustments, but
those adjustments were not material. Level 3 mégr#ite traffic from the customer contracts acquirech ICG onto its own network
infrastructure and the migration was substantiedignplete by the end of 2004.

Sprint ;: On October 1, 2004, the Company acquired thdesgate dial Internet access business of Sprint Camgations Company,
L.P. (“Sprint”). Level 3 paid $34 million in cash &acquire the business, which provides dial-uprivgeaccess to leading Internet service
providers (“ISPs”) throughout the United States agtkeed to provide discounted services to Sprattwere valued at $5 million, which was
accounted for as part of the purchase price. L&wa#ld Sprint entered into a transition services@gent for the migration of customers onto
the Level 3 network, which Level 3 completed in thied quarter of 2005. During the migration periodtil such time as a customer contract
was assumed or assigned,
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amounts received for services provided by Sprirreveecounted for as a reduction in purchase paapposed to revenue. The net amount
received prior to the assumption or assignment@dé contracts totaled $5 million through Decen®ie2005 and therefore reduced the
purchase price to $29 million. With the completadrthe migration activities, Level 3 recognizesegenue, amounts received from all
customer contracts acquired in this transactior. rEisults of operations attributable to the Sm#sets acquired and liabilities assumed are
included in the consolidated financial statemerdmfthe 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 thstimated fair values as of the acquisition daté® dllocation of the purchase price was based
upon valuations performed for each acquired compahg valuations for the WilTel and the Progresked@m acquisitions have been
finalized. The valuations for the ICG CommunicasipfielCove and Looking Glass acquisitions are énpgfocess of being 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 assumetiartransactions. As a result, the excess valmegative goodwill was applied against the
fair value of the long-lived assets in 2006. Thiigtons for the Progress, ICG Communications aglC®ve acquisitions indicated that the
fair value of the assets acquired was less thatothkof the purchase price paid and the lialditassumed in the transactions. As a result, the
excess purchase price was assigned to goodwion acquisition in 2006.

Tangible and Intangible Long-Lived Assets

In performing the purchase price allocation forteacquired company, the Company considered, amibreg factors, the intention for
future use of acquired assets, analyses of hisidii@ancial performance and estimates of futunégumance of each acquired company’s
products. The fair value of assets was based,rin@aa valuation using either a cost, incomen@ame cases market valuation approach and
estimates and assumptions provided by managemeatahgible assets primarily include the real amd@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 thas¥/trademark. Management has
established an indefinite life on the Vyvx tradeknand lives ranging from 6 to 15 years for the oosér relationships.

Deferred Revenu

The fair value of deferred revenue included infthal purchase price allocation for each acquireshpany was determined based on
monthly amounts billed in advance for which sersiesuld be provided to customers in the period iiately following acquisition. Level
did not record deferred revenue for long-term aaetl in which the acquired company had alreadyivedeconsideration from the customer
as Level 3 does not expect to incur any directinogemental costs associated with these contracts.
Current and Noncurrent Obligations

The fair value of each acquired company’s curriatilities was determined based on the expectel ftass for the twelve months
following the date of acquisition. Level 3 did mesent value the cash flows as it does not expeqgtresent values to be significantly
different than the gross cash flows.
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The noncurrent obligations assumed in each acauisif applicable, have been recorded at theis@né value using an appropriate
interest rate. The Company has identified certaquaed facilities that it does not expect to atlifor the combined business. The Company
has also revalued the asset retirement obligatbeach acquired company using Level 3's weightestage cost of capital rather than the
acquired company’s weighted average cost of capital

The unaudited financial information in the tabléopesummarizes the combined results of operatidhiewel 3 and the acquired
businesses, on a pro forma basis, as though thpatoes acquired in 2005 and 2006 had been combmedithe beginning of each of the
periods presented. The pro forma financial inforarais presented for informational purposes onlgt ot indicative of the results of
operations that would have been achieved if thaiaitipns had taken place at the beginning of ed¢he periods presented. The pro forma
financial information for all periods presentedlimdes the preliminary business combination accogntiffect on historical revenues of the
acquired companies, adjustments to depreciaticacquired property, amortization charges from aeglintangible assets, restructuring ¢
and acquisition costs reflected in the historitalesnents of operations for periods prior to Le/glacquisition.

Unaudited
Pro Forma
Years ended
December 31,

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

Revenue $ 3,67¢ $ 3,93¢
Loss from Continuing Operatiol (819 (667
Income from Discontinued Operatio 46 69
Net Loss (769 (592
Per share

Loss from continuing operatiol $ 0.70 $ (0.69

Net loss $ 0.66 $ (0.59
Pro Forma Weighted Shares Outstanding (in thou$: 1,157,69. 1,028,63

Included in the actual results and pro forma firi@noformation for the year ended December 31,&28€ certain amounts which affect
the comparability of the results, including netsles of $83 million as a result of the early extisgments of certain long-term debt,
$11 million of termination revenue, a gain of appneately $33 million from the sale of Software Spam, a workforce reduction charge of
$5 million, and non-cash impairment charges of $an that primarily resulted from the decisiontErminate certain information
technology projects in the Communications business.

Included in the actual results and pro forma firi@noformation for the year ended December 31,228€ certain amounts which affect
the comparability of the results, including termioa revenue of $133 million, a gain on the salé iofStructure of $49 million, a workforce
reduction charge of $15 million, and non-cash impant charges of $9 million that primarily resulfedim the decision to terminate projects
for certain voice products in the Communicationsibess.
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The fair value of the assets acquired and theliligsi assumed in the ICG Communications, TelCaw laooking Glass transactions are
based upon preliminary valuations as of their respe acquisition dates after reflecting other caatual purchase price adjustments and are
subject to change due to further analysis of tisetasacquired and liabilities assumed as welltagiation 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 liabilitiesrassl for the companies Level 3 acquirec
as follows.

ICG Progress ICG Managed
Looking Glass TelCove Communications Telecom WilTel Sprint Modem
(dollars in millions)
Assets:
Cash and cash equivale! $ 3 % 3 % 6 $ — $ 12t 3 — 8 —
Accounts receivabl 8 23 7 3 257 — —
Other current asse 2 5 2 2 22 3 2
Property, plant and equipment
net 18: 79€ 10 77 62¢ — —
Goodwill — 17¢ 127 32 — — —
Identifiable intangible asse 9 273 49 36 152 31 37
Other assets 1 — 4 — 26 — —
Total Assets 20¢€ 1,27¢ 20t 15C 1,21¢ 34 39
Liabilities:
Accounts payabl 5 20 6 1 204 — —
Accrued payrol 1 6 2 1 29 — —
Other current liabilitie: 9 20 10 7 61 — 4
Current portion of capital leas — 3 — 1 — — —
Capital lease — 10 3 8 — — —
Deferred revenue— Acquired
Company 1 — 4 2 41 — —
Deferred reveni— Level 3 2 3 @ 4) 2 5 —
Other liabilities 28 7 3 — 98 — —
Total Liabilities 42 63 27 16 431 5 4
Purchase Price $ 164 $ 1,21€¢ $ 17¢ $ 134 $ 78 % 29 $ 35

(3) Discontinued Operations

The Company sold the two businesses, Software Bpeetnd (i )Structure, that comprised Level 3's informationvéses segment and
are presented as discontinued operations.

Software Spectrum

On September 7, 2006, Level 3 sold Software Spethoc. to Insight, a leading provider of infornmatitechnology products and
services. In connection with the transaction, Lé/egceived total proceeds of $353 million in casinsisting of a base purchase price of ¢
million and a working capital adjustment of approgiely $66 million. The purchase price was sulieetorking capital and certain other
post-closing adjustments. During the fourth quanfe2006, the Company paid $2 million to Insightlas final working capital adjustment.
Level 3 recognized a $33 million gain on the tratisa in the third quarter of 2006 after transactimsts.
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The following is the summarized results of operadiof the Software Spectrum business for the pdrad January 1, 2006 through
September 7, 2006 and for the years ended Dece3ib2005 and 2004:

Revenue!
Costs and Expense
Cost of revenu
Depreciation and amortizatic
Selling, general and administrati
Restructuring and impairment charges
Total costs and expenses
Income from Operations
Other Income (Expense)
Income from Operations Before Income Taxes
Income Tax Expense
Income from Discontinued Operations

January 1,
Through Twelve Months
September 7, Ended
2006 2005 2004
(dollars in millions)
$ 1,40C $ 1,892 % 1,861
1,26¢ 1,71 1,70
8 10 11
111 143 12t
1 — 2
1,38¢ 1,87( 1,84:
11 24 18
5 (1) 7
16 23 25
(€) €) ©®)
$ 13 3 20 $ 20

The following is summarized financial informatioor the Software Spectrum business as of Decemh&0Rb:

Assets
Current Assets
Cash and cash equivalel
Receivable!
Other
Total Current Assets
Property, Plant and Equipment, |
Gooduwill 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 Liabilities
Total Liabilities
Net Asset:

December 31
2005
(dollars in millions)

$ 73
431

93

597

6

242

16

861

42C

17

67

35

53¢

11

12

562

$ 29¢

F-27




(i)Structure

On November 30, 2005, Level 3 sold)Structure to Infocrossing for proceeds of $85 imnillwhich consisted of $82 million in cash and
$3 million of Infocrossing, Inc. common stock. Téesh purchase price is subject to post-closingsadients based on actual working capital
as of the closing date. The Company and Infocrgsair in the process of completing the working tedidjustments through arbitration.
Level 3 recognized a $49 million gain on the tratisa in the fourth quarter of 2005.

The following is the summarized results of operadiof the ( )Structure business for the eleven months endeaiber 30, 2005 and
the year ended December 31, 2004:

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 administrative 9 9
Total costs and expenses 64 75
Income from Discontinued Operations — —
Gain on Sale of Discontinued Operations 49 —
Income from Discontinued Operations $ 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, 360netwonksheet the dark fiber originally provided by Levelllhder the original IRU agreement,
signed in 2000, the cash received by Level 3 wéerdml and amortized to revenue over the 20-year tf the agreement. As a result of this
transaction, Level 3 recognized the unamortize@refl revenue of approximately $86 million as naskctermination revenue in the first
quarter of 2005.

On February 22, 2005, France Telecom and Leveidified an agreement to terminate a dark fibereageat signed in 2000. Under the
terms of the agreement, France Telecom returnefitthieto Level 3. Under the original IRU agreemehe cash received by Level 3 was
deferred and amortized to revenue over the 204pear of the agreement. As a result of this transact.evel 3 recognized the unamortized
deferred revenue of approximately $40 million as-eash termination revenue in the first quarte2@d5.

Level 3 and McLeodUSA Incorporated (“McLeod”) ergtdrinto an agreement on November 1, 2004, wheretlyebt returned certain
intercity dark fiber provided by Level 3 under e@8%greement and provides discounted network stalLevel 3 in exchange for cash and
other consideration. Cash received under the 1§88ement was deferred and amortized to revenuetbgeé0-year term of the agreement.
Level 3 had no further service obligations withpest to the fiber and therefore recognized therBBon of remaining unamortized deferred
revenue for the fiber returned as non-cash teriionaevenue in 2004. The Company allocated the atsquaid to McLeod to fiber and
prepaid network expenses. The value of the fibeirmed was determined based on the capital castsvibuld be avoided in pulling additiol
fiber in certain segments of the Company’s intgroitwork where fiber inventory would need to bgleaished in the next three years. The
prepaid network expense was valued based on
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the amount of discounted network expense servie€bmpany expects to realize through purchastgesé services on McLeod’s network.
(5) Restructuring and Impairment Charges

In 2006, the Company initiated workforce reductitimst are expected to affect approximately 1,200leyees in its North American
communications business related to the integratfoilTel, Progress Telecom, ICG CommunicationdCbee and Looking Glass into Ley
3’s operations. The accounting treatment for thvesnce costs is dependent on whether those indilsdffected are former employees of
the acquired companies or Level 3 employees. Ttima&®d severance costs earned by employees atthered companies as of the
acquisition date are included as a liability in Hadance sheet as of the acquisition date. The @oynexpects to incur approximately $30
million of severance and related costs for forméimé!l, Progress Telecom, ICG Communications, Tel€and Looking Glass employees.
of December 31, 2006, the Company paid $19 millibseverance and related costs for these emplo$egsrance costs attributable to Level
3 employees are recorded as a restructuring cliatpe statement of operations once the employeesdatified that their position will be
eliminated and the severance arrangements are coitaied to the employee.

As of December 31, 2006, the Company had notifregianinated approximately 797 employees (248 fordl 3 and 549 for acquired
businesses) pursuant to these activities. Durifig 2he Company recorded approximately $5 milliomestructuring charges for affected
Level 3 employees. As of December 31, 2006, the gzom had remaining obligations of less than $lionilfor those Level 3 employees
terminated or notified. The workforce reductiorribtitable to the WilTel integration activity wastkstantially complete by the end of 2006.
The workforce reductions attributable to the Pregréelecom, ICG Communications, TelCove and Looktass integration activities are
expected to be completed in 2007.

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 empkyy/@é its North American and
European communications business and as a resafimized severance and related charges of appr®tin®&l5 million. As of
December 31, 2005, the Company had satisfiedntsirgng obligations associated with the workforeduction.

During 2005, the Company identified additional conmications facilities that it no longer requireddamould not provide any future
economic benefit to the Company. Also during tharythe Company revised its lease impairment aizalggeflect improvements in sublei
income for communications facilities impaired ingprperiods. In total, the Company reduced its exge lease impairment obligations by
$1 million in 2005.

The communications business recorded lease impairoharges of $14 million for real property leageblorth 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 astinsublease dates for other vacant propertietodmarket conditions.
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A summary of the restructuring charges and relativity follows:

Severance and Relate:

Facilities Relatec

Number of
Employees Amount Amount
(in millions) (in millions)

Balance December 31, 20 60 $ 4 3 6
2004 Charge 80 — 14
2004 Payments (140 4 4
Balance December 31, 2004 — — 16
2005 Charges(Benefi 472 15 @
2005 Payments (472) (15 (3
Balance December 31, 2005 — % — $ 12
2006 Charge 24¢ 5 —
2006 Payments (242) (5) (2
Balance December 31, 2006 6 $ —  $ 10

The Company paid approximately $2 million, $3 roitliand $4 million of facilities related costs in0BQ 2005 and 2004, respectively.
The remaining lease termination obligations of #filion are expected to be paid over the termsefitmpaired leases, which extend to 2(
if the Company is unable to negotiate a buyouhefleases.

Impairments

The Company at least annually, or as events ouristances change that could affect the recoverabflithe carrying value of its
communications assets, conducts a comprehensii@we¥d the carrying value of its communicationsedsto determine if the carrying
amount of the communications assets are recoverablecordance with SFAS No. 144, “Accounting foe impairment or Disposal of Long-
Lived Assets” (“SFAS No. 144"). For purposes oflthéview, Level 3 has historically separately eatdd colocation facilities, certain
additional conduits and its communication netwankl(iding network equipment, fiber, conduits andtomer premise equipment) as these
were the lowest levels with separately identifiaddsh flows for grouping of assets. Beginning i6@dhe Company stopped evaluating
colocation assets separately and began includam th the communications network asset group debanges in the nature of the cash
flows from the delivery of colocation services. Thajority of the Company’s colocation customers mchase other services in
conjunction with their colocation services therebglucing the independence of colocation servicel laws from other services. In additi
the percentage of colocation space used to sutiportetwork asset has increased over time. Theiimpat analysis is based on a long-term
cash flow forecast to assess the recovery of theramications assets over the estimated usefubfifee primary asset. The Company
concluded that the assets were not impaired agoémber 31, 2006. Management’s estimate of thedfwiash flows attributable to its long-
lived assets and the fair value of its businessesive significant uncertainty. Those estimatesk@a®sed on management’s assumptions of
future results, growth trends and industry condgiol he impairment analysis of long-lived assdto eequires management to make certain
subjective assumptions and estimates regardingxpected future use of certain additional conduoitbided in the network asset group and
the expected future use of certain empty conddtuated for impairment separately from the netwasget group. Management will continue
to assess the Company’s assets for impairmenteagsgccur or as industry conditions warrant.

The Company recognized $8 million of non-cash impant charges in 2006. Level 3 recognized $4 milbb non-cash impairment
charges as a result of the decision to terminatggts for certain voice services and certainnmifation technology projects in the

communications business which had been previowditalized. These projects have identifiable cagteh Level 3 can separately evaluate
for
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impairment. The costs incurred for these projentduding capitalized labor, were impaired as thaying value of these projects were no
longer expected to provide future benefit to thenany. In addition, Level 3 recognized $4 millidmon-cash impairment charges primai
related to excess land of the communications basiheld for sale in Germany. This charge resuliu the difference between the recorded
carrying value and the estimated market value efahd.

The Company recognized $9 million of non-cash impant charges in 2005 that primarily resulted fiti decision to terminate
projects for certain voice services and certaipnrimiation technology projects in the communicatibasiness which had been previously
capitalized. These projects have identifiable cestich Level 3 can separately evaluate for impairin&he costs incurred for these projects,
including capitalized labor, were impaired as theying value of these projects were no longer etqukto provided future benefit to the
Company. The Company did not incur asset impairragpéenses in 2004.

(6) Loss Per Share

The Company had a loss from continuing operationshfe three years ended December 31, 2006. There¢he effect of the
approximately 481 million, 418 million and 171 rioth shares issuable pursuant to the five, fourtaree series of convertible notes
outstanding at December 31, 2006, 2005 and 206gectively, have not been included in the compantadif 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 outstandiri@eatember 31, 2006, 2005 and 2004,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusould have been anti-dilutive to the
computation.

The following details the loss per share calcutaitor 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) $ (47¢)
Income from Discontinued Operations (2006 and 286kide gain on sale) 46 69 20
Net Loss $ (7144 $ (63¢) $ (45%)
Total Number of Weighted Average Shares Outstandgggl to Compute Basic and
Diluted Earnings Per Share (in thousar 1,003,25! 699,58¢ 683,84t
Earnings (Loss) Per Share of Level 3 Common StBelsic and Diluted)
Loss from Continuing Operatiol $ 0.79 $ (1.0) $ (0.70)
Income from Discontinued Operations 0.0t 0.1C 0.0¢
Net Loss $ 079 $ (091 $ (0.67)

(7) Disclosures about Fair Value of Financial Instaments
The following methods and assumptions were usetermine classification and fair values of finah@nstruments:
Cash and Cash Equivalents

Cash equivalents generally consist of funds inekstédighly liquid instruments purchased with afgoral maturity of three months or
less. The securities are stated at cost, whichoappates fair value.
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Marketable and Restricted Securities

At December 31, 2006, marketable securities comsistely of U.S. Treasury securities that wererabterized as held to maturity. Thi
securities total $235 million and are reflectead@asent assets on the consolidated balance shBeicamber 31, 2006.

At December 31, 2005, marketable securities con$istS. Treasury securities and the Infocrosshmayes received in thd {Structure
transaction which were valued at quoted markeegri€or most of 2005, the Company characterizetdt8e Treasury securities as held to
maturity. As a result of the acquisition of WilTaatd expected cash flow requirements in 2006, thagamy designated certain Treasury
securities as available for sale in the fourth terasf 2005. These securities totaled $173 millstated at fair value since they were available
for sale, and were reflected as current assetsendnsolidated balance sheet at December 31, Z&@3nfocrossing shares and U.S.
Treasury securities characterized as availabledtw were sold in 2006.

Restricted securities consist primarily of caskestments 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 determinegphdgific identification. Fair values
are estimated based on quoted market prices faeturities.

The net unrealized holding gains and losses foketable securities classified as available for gadee included in accumulated other
comprehensive income (loss) within stockholdexgiity (deficit). Securities characterized as helchaturity are stated at cost. The unreal
holding gains and losses for securities chara@érés 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 agefollows:

Unrealized Unrealized
Holding Holding Fair
Cost Gains Losses Value
(dollars in millions)
2006
Marketable Securitie:
U.S. Treasury securities—Current $ 23 $ — $ (1) $ 234
$ 23E $ — $ () $ 234
2005
Marketable Securitie:
U.S. Treasury securiti—Current $ 172 $ — $ — $ 17z
Equity Securitie—Current 3 — — 3
U.S. Treasury securities—Noncurrent 234 — 2 232
$ 41C $ — $ (2) $ 40¢

The Company recognized $2 million of realized gdins the sale of marketable equity securities00& $2 million of realized losses
from the sale of marketable debt securities in 28@% $23 million of realized gains from the salemzfrketable equity securities in 2004.
These realized gains and losses are reflectednierQtet on the consolidated statement of opemfmmall periods presented.

Maturities for the restricted securities have re¢ib presented, as the types of securities are edlsh or money market mutual funds
do not have a single maturity date.
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Long-Term Debt

The fair value of long-term debt was estimated gisie December 31, 2006 and 2005 average of thartuicask 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 DeeeBih 2006 as it was secured by underlying askres9% 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 Bl&ckoles valuation model to value the equity portibthe security and bond math to value
debt portion of the security (using market yieltsother Level 3 traded debt). The 10% Convertitdei® Notes due 2011 included within
Long-Term Debt are not traded in an organized pubknner. Level 3 has obtained a market value &dhird party broker for the 10%
Convertible Senior Notes due 2011.

The carrying amount and estimated fair values o€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 discontingpedations’ $ 1681 $ 1,681 $ 37¢ $ 37¢
Marketable Securiti—Current 23t 234 17¢€ 17¢€
Marketable Securiti—Noncurrent — — 234 232
Restricted Securiti—Current 46 46 34 34
Restricted Securiti—Noncurrent 90 90 75 75
Receivables less allowance for doubtful accountste8) 32¢€ 32¢€ 392 392
Investments (Note 1: 14 14 15 15
Accounts Payabl 391 391 367 367
Long-term Debt, including current portion (Note ! 7,36z 8,57¢ 6,02: 5,26¢
(8) Receivables

Receivables at December 31, 2006 and 2005 wexdlaw$:

Communications Coal Total
(dollars in millions)

2006

Accounts Receivab—Trade $ 337 $ 6 $ 34:

Allowance for Doubtful Accounts (17) — (17

Total $ 32C $ 6 $ 32¢

2005

Accounts Receivab—Trade $ 40C $ 9 $ 40¢

Allowance for Doubtful Accounts 17 — (17)

Total $ 38 $ 9 $ 39z

The Company recognized bad debt expense in sefiangral and administrative expenses of $1 milliess than $1 million and
$3 million in 2006, 2005 and 2004, respectivelyvéled received $1 million, $2 million and $2 miltimf proceeds for amounts previously
deemed uncollectible in 2006, 2005 and 2004, résmdy. The Company reduced accounts receivabletlamellowance for doubtful accou
by less than $1 million, less than $1 million arfgdrillion 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 mainéenaent and right of way costs.
(10) Property, Plant and Equipment, net

Costs associated directly with expansions and ingments to the communications network and custanséallations, including
employee related costs, have been capitalizedCbhinepany generally capitalizes costs associatedveitivork construction, provisioning of
services and software development. Capitalizedrlabd related costs associated with employees @mtdact labor working on capital
projects were approximately $72 million, $51 mifliand $66 million for the years ended Decembe2806, 2005 and 2004, respectively.
Included in capitalized labor and related costs $&million of capitalized non-cash compensatiogtsoelated to options and warrants
granted to employees for each of the years endedrber 31, 2006, 2005 and 2004, respectively.

The Company continues to develop business suppsigras required for its business. The externattizests of software, materials and
services, and payroll and payroll related expefmesmployees directly associated with the projectirred when developing the business
support systems are capitalized and included icép&alized costs above. Upon completion of agaipjthe total cost of the business support
system is amortized over an estimated useful fitree years.

The Company reviews its capitalized projects atleanually or when events and circumstances itelibat the assets may be impaii
When previously capitalized software developmestsare considered to be impaired, the Companuledés and recognizes an impairment
loss in accordance with SFAS No. 144, “Accountiagthe Impairment or Disposal of Long-Lived Asseéts.

Included in Land and Mineral Properties are minpraperties related to the coal business with alzasis of approximately $5 million
for each of the years ended December 31, 2006 @d%. Zhe remaining Land and Mineral Propertiestiaeaof approximately $209 million
and $205 million for the years ended December 8@62nd 2005, respectively, represent owned ask#lie communications business,
including land improvements. The coal mineral prtipe include owned and leased assets. The vacmaldease agreements require
minimum lease payments and provide for royaltyv@rading royalty payments based on the tons of soaed or sold from the properties.
Depletion on the mineral properties is providedaamits-of-extraction basis determined in relatmeoal committed under sales contracts.

Capitalized business support systems and netwarkteation costs that have not been placed incehéve been classified as
construction-in-progress within property, plant aggiipment below.

The cost and accumulated depreciation of proppkant and equipment has been reduced for impaisrakéen in current and prior
years.
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At December 31, 2006 and 2005, property, planteapndpment were as follows:

Accumulated Book
Cost Depreciation Value
(dollars in millions)

December 31, 2006

Land and Mineral Propertie $ 214 $ 28 $ 18€
Facility and Leasehold Improvemen

Communication: 1,692 (482) 1,21(

Coal Mining 151 (14¢) 3
Network Infrastructurt 5,43( (1,409 4,021
Operating Equipmen

Communication: 2,70¢ (1,799 907

Coal Mining 71 (64) 7
Furniture, Fixtures and Office Equipme 132 (10€) 26
Other 28 (24 4
Construction-in-Progress 104 104

$ 1052¢ $ (4,060 $ 6,46¢

December 31, 200!

Land and Mineral Propertie $ 21C $ (26) $ 184
Facility and Leasehold Improvemen
Communication: 1,53 (35%) 1,17
Coal Mining 15z (149 4
Network Infrastructur: 4,70¢ (2,126 3,57¢
Operating Equipmen
Communication: 2,15¢ (1,529 62€
Coal Mining 69 (62 7
Furniture, Fixtures and Office Equipme 111 (96) 15
Other 22 (19 3
Construction-in-Progress 35 — 35
$ 8,99 $ (3,36)) $ 5,63

The value of property, plant and equipment relébettie ICG Communications, TelCove and Looking &lasquisitions are based on
preliminary valuations. The value of property, pland equipment related to WilTel and Progressciate is based on a final valuation.

During 2006, Level 3 determined that the period@oenpany expects to use its existing fiber is lorigan the remaining useful life as
originally estimated. As a result, the Company edtzl the depreciable life of its existing fibernfr@ years to 12 years. This change in
estimate, effective as of April 1, 2006, was acdedrior prospectively, in accordance with SFAS N84 and reduced depreciation expense
by $54 million in 2006. In addition, this changeedistimate reduced net loss from continuing opeamatand net loss by $54 million, or
approximately $0.05 per share for the year endeztDber 31, 2006.

In addition, during 2006, Level 3 determined tlre period the Company expects to use its existegjrenic equipment is longer than
the remaining useful lives as originally estimat&d.a result, the Company extended the deprecididlef its existing transmission equipm
from 5 years to 7 years and existing IP equipmeamhf3 years to 4 years. This change in estimatectdfe as of July 1, 2006, was accounted
for prospectively, in accordance with SFAS No. 1&dd reduced depreciation expense by $26 millid20®6. In addition, this change in
estimate reduced net loss from continuing operatard net loss by $26 million, or approximately080per share for the year ended
December 31, 2006.

Depreciation expense was $652 million in 2006, $5@4on in 2005 and $613 million in 2004.
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(11) Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at December2BD6 and 2005 were as follows (dollars in millipns

Other

Goodwill Intangibles
December 31, 200i
360networks $ — 3 3
Sprint — 5
Telverse — 10
Genuity — 6
WilTel — 13t
Progress Telecot! 32 33
ICG Communication 127 47
TelCove 17¢ 264
Looking Glass — 8
McLeod 40 —
XCOM 30 —

$ 40t $ 511

December 31, 2005

360networks $ — 3 4
Sprint — 16
ICG — 4
Telverse — 16
Genuity — 30
WilTel — 151
McLeod 40 —
XCOM 30 —

$ 70 $ 221

The Company segregates identifiable intangibletagsmuired in a business combination from goodWilaccordance with SFAS
No. 142, Goodwill is no longer amortized and theygag amount of the goodwill must be evaluateteast annually for impairment using
fair value based test. An assessment of the cgrmatue 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 adensof WilTel. A final valuation of the assets aged indicated a value of
$152 million for intangible assets. The intangiasets 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 custonedationships.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. A final valuation of theegas@cquired in the Progress
Telecom acquisition resulted in a value of $36ionillifor customer-related intangible assets witlestimated useful life of 8 years. The final
purchase price valuation indicated that the purelpaiee exceeded the fair value of the identifisssets acquired and liabilities assumed by
$32 million,

On May 31, 2006, Level 3 completed the acquisitbfCG Communications. A preliminary valuation bktassets acquired in the ICG
Communications transaction indicated a value of $Bon for customer-related intangible assetswah estimated useful life of 15 years.
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On July 24, 2006, Level 3 completed the acquisiibmelCove. A preliminary valuation of the assatsjuired in the TelCove transact
as of the acquisition date, indicates customettadlmtangible assets of approximately $253 milliaith lives ranging from 9 to 13 years and
other assets of approximately $20 million with adefinite 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, atd&customer-related intangibles of approxim&8lynillion with an estimated useful life of
8 years. Based on the valuation, Level 3 adjusdtegreliminary estimate of the amount initiallycsihted to customer intangibles from
$41 million at the end of the third quarter of 206659 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@®nunications and TelCove indicated that the pigelmice exceeded the fair va
of the identifiable assets acquired and liabililssumed and resulted in goodwill of $127 milliox 179 million, respectively. The
preliminary valuation of the assets acquired aakilities 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 resultecegative goodwill of $24 million which
reduced the fair value of long-lived assets acquinghe transaction on a pro-rata basis.

During the first quarter of 2005, Level 3 purchaasezlistomer contract from 360networks for cashfahde services valued at
$4 million. The total purchase price was recordedraintangible asset and will be amortized overémaining four-year term of the
customer contract.

At December 31, 2006 and 2005 identifiable intalegéssets were as follows (dollars in millions):

Accumulated Book
Cost Amortization Value
December 31, 2006
Customer Contract:
Sprint $ 31 $ 26) $ 5
ICG 37 (37 —
Genuity 28 (22 6
McLeod 49 (49 —
Customer Relationship
Genuity 79 (79 —
360networks 4 @ 3
WilTel 12C ()] 10z
Progress Telecot 36 3 33
ICG Communication 49 2 47
Looking Glass 9 D 8
TelCove 253 9 244
Trademarks
WilTel 32 — 32
Technology:
Telverse 31 (22) 10
Other: 20 20

$ 77¢ $ (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 ()] 11
McLeod 49 (49 —
Customer Relationship
Genuity 79 (60) 19
360networks 4 — 4
WilTel 12C (@) 11¢
Trademarks
WilTel 32 — 32
Technology:
Telverse 31 (15) 16
$ 411 $ (190 $ 221

Intangible asset amortization expense was $78amnjl63 million and $58 million for the years enddetember 31, 2006, 2005 and
2004, respectively.

The amortization expense related to intangibletasserently recorded on the Company’s books fehe# the five succeeding years is
estimated to be the following for the years endedédmnber 31: 2007—3$66 million; 2008—%$52 million; 260$48 million; 2010—
$47 million; 2011—%$47 million and thereafter—$19@lion.
(12) Other Assets, net

At December 31, 2006 and 2005 other assets codgithe following:

2006 2005

(dollars in

millions)
Debt Issuance Costs, r $ 75 $ 54
Investments 14 15
Deposits 17 22
Other 22 20
$ 126 § 111

In 2005, the Company invested $10 million in Infim&€orporation, a privately-held communicationsipment company. Level 3 is
accounting for this investment using the cost metho

See Footnote 13 below for a discussion of debtissel costs included in other assets, net above.
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(13) Long-Term Debt

At December 31, 2006 and 2005, long-term debt \gdslbws:

2006 2005
(dollars in
millions)

Senior Secured Term Loan (8.37% due 2( $ 73 $ 73C
Senior Notes (11.0% due 20(C 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 48¢ 48¢
Senior Euro Notes (11.25% due 20 137 12z
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 50C
Floating Rate Senior Notes (11.8% due 2( 15C —
Issue discount on Senior Noi 4 —
Senior Notes (12.25% due 201 55C —
Issue discount on Senior Noi 2 —
Senior Notes (9.25% due 201 1,25( —
Issue premium on Senior Not 11 —
Convertible Senior Notes (2.875% due 20 374 374
Convertible Senior Notes (5.25% due 20 34E 34t
Convertible Senior Notes (10.0% due 20 88C 88C
Convertible Senior Notes (3.5% due 20 33t —
Convertible Senior Discount Notes (9.0% due 2( 27t 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 acquisitions 23 —
7,362 6,02:

Less current portion (5) —

$ 7,351 $ 6,02¢

Debt Exchanges, Amendments and Repurchases
2006 Debt Exchange

On January 13, 2006, the Company completed prastbange offers to exchange a portion of its ontstey 9.125% Senior Notes due
2008, 11% Senior Notes due 2008 and 10.5% Sengmobit Notes due 2008 (together the “2008 Notsi) were held by eligible holders
a private placement for cash and new 11.5% Serites\due 2010. The Company issued $692 millioneagde principal amount of 11.5%
Senior Notes due 2010 as well as paid $46 milliocash consideration in exchange for the 2008 Nietedered in the transactions. The
Company also paid approximately $13 million in césttotal 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-
19"), the Company accounted for the exchange of the %12&nior Notes due 2008 and the 11% Senior Note@08 as an extinguishmu
of debt and recognized a gain of
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approximately $27 million in Other Income in thesfiquarter of 2006. The gain was determined ugiadair value of the new 11.5% Senior
Notes due 2010 at the time of issuance. The féirevaf the 11.5% Senior Notes due 2010 was apprabeiy $73 million less than the fa
amount of the debt. The accretion of the $73 nmilliiscount will be reflected as interest expendetiore periods using the effective interest
method. The 11.5% Senior Notes due 2010 were redattheir fair value on the transaction datewitichccrete to their face value at
maturity. Premiums paid to holders of the 9.125%i@eNotes due 2008 and the 11% Senior Notes di® 80$41 million reduced the gain
on extinguishment of debt.

In accordance with EITF No. 96-19, the exchang#hefl0.5% Senior Discount Notes due 2008 was ateddar as a modification of
the existing debt. The premiums paid to the holdéthe 10.5% Senior Discount Notes due 2008 ah@ibon were added to the existing de
issuance costs and will be amortized over the tdrthe 11.5% Senior Notes due 2010.

The Company incurred approximately $5 million afdrparty costs associated with the exchange traiosa The costs were allocated
each tranche of debt based on the amount tenderesdhange. The $4 million of fees allocated ®3t125% Senior Notes due 2008 and the
11% Senior Notes due 2008 were capitalized andbgithmortized 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 isah in the table below (dollars in millions).

Aggregate
Principal
Amount Aggregate
Outstanding Principal Amount
Before Aggregate of Old Notes that Total Cash
2008 Notes Exchange Principal Amount Remained Premium
Exchanged Offers Tendered Outstanding Payment
9.125% Senior Notes due 20 $ 954 $ 55¢ $ 39¢ % 36
11% Senior Notes due 20 132 54 78 5
10.5% Senior Discount Notes due 2( 144 82 62 5

The exchange offers were made only to qualifietititgonal buyers and institutional accredited istas inside the United States
to certain non-U.S. investors located outside th#dd States.

The 11.5% Senior Notes are senior unsecured olaligabf the Company, ranking equal in right of payrnwith the old notes not
tendered in the exchange offers as well as allratbeior 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 payablglarch 1 and September 1 of each year,
beginning on September 1, 2006. The Company maseradome or all of the 11.5% Senior Notes due 2080y time on or after March 1,
2009, at 100% of their principal amount plus acdrimterest.

The Company’s exchange offer registration staterfagrthese notes was declared effective by the @&=iand Exchange
Commission on August 8, 2006 and the exchange wdfating 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% SBisoount Notes due 2008
remaining after the debt exchange completed onargriB, 2006, described above. Aggregate princgadll premium and accrued interest
totaled $470 million.

The 9.125% Senior Notes due 2008 were redeemectkdemption price equal to 100% of the principabant of those notes plus
accrued and unpaid interest. The aggregate prin@ipaunt of
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9.125% Senior Notes due 2008 that were redeeme&3&&million. The 10.5% Senior Discount Notes 8068 were redeemed at a
redemption price equal to 101.75% of the princgpabunt at maturity of those notes plus accrueduapaid interest. The aggregate principal
amount at maturity of 10.5% Senior Discount Notes 8008 that were redeemed was $62 million.

On December 27, 2006, Level 3 Financing, Inc. (‘&le¥ Financing”) a wholly owned subsidiary of ther@pany, purchased for cash
$497 million in total principal amount of its 10%5Senior Notes due 2011, representing approxim@@I$% of the aggregate principal
amount outstanding of all 10.75% Senior Notes DQELI2 Holders of the 10.75% Senior Notes due 201itilydaendered and accepted for
purchase by Level 3 Financing received $1,092.28p@00 principal amount of the these notes, whicluded $1,062.21 as the purchase
price and $30.00 as a consent payment. Level 31Eing paid in cash approximately $528 million toghase the 10.75% Senior Notes due
2011 as well as a $15 million consent payment dridrillion for total accrued interest to the clasuiate of the tender offer. The Company
recorded a $54 million net loss on the early extislgment of the debt, including unamortized deddidnce costs of $8 million.

Amendment and Restatement of Credit Facility

On June 27, 2006, Level 3 Financing amended andteekits existing $730 million senior secured iritility (see Senior Secured
Term Loan due 2011 below) to reduce the interdstpayable under the agreement by 400 basis paioidify the pre-payment provisions
and make other specified changes.

The amendment of the credit facility was treatedragxtinguishment of the existing debt instrunuthre to the significant change in
lenders of the debt in accordance with EITF No196The fair value of the amended and restatedtdeaility approximated the carrying
value of the original credit facility as the intsteate of the amended and restated credit fagipgroximated current market rates. As part of
the transaction, Level 3 Financing paid a prepayrpegmium of approximately $42 million to existidgbt holders. The prepayment
premium along with the unamortized deferred dehiasice costs of $13 million from the original oiffigr, were recognized as a loss on the
extinguishment of debt in the second quarter 0620ie Company also incurred $11 million of thiaty costs to complete this transaction.
These costs were reflected as deferred debt issuanrsts and will be amortized to interest expense the term of the debt using the effec
interest method.

Debt I nstruments

At December 31, 2006, Level 3 was in compliancdwhie 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 tool 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. @reX27, 2006, Level 3 Financing amended and restageSenior Secured Term Loan to
reduce the interest rate payable under the agradmetd0 basis points, modify the ppayment provisions and make other specified chai

Interest on the note accrues at the three mont®ORIBNd is payable in cash on March 5, June 5, Bégaie5 and December 5 of each
year, in arrears, beginning March 1, 2005. Ther@sdierate was 8.37% at December 31, 2006 and weseed at the commencement of
interest period beginning December 5, 2006.
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Level 3 Financing’s obligations under this termn@ae, subject to certain exceptions, secured tigineassets of the Company; and
certain of the Company’s material domestic subsiekahat are engaged in the telecommunicationméss. The Company and these
subsidiaries have also guaranteed the obligatibhswel 3 Financing under the Senior Secured Teaarl Level 3 Communications, LLC
and its material domestic subsidiaries have guaeahéand have pledged certain of their assets toestire obligations under the Senior
Secured Term Loan. Certain of the initial subsigliguarantors have been released from their pleddeaarantee obligations under the
Senior Secured Term Loan.

The Credit Agreement includes certain negative namés which restrict the ability of the Companyyé&k3 Financing and any restricted
subsidiary to engage in certain activities. ThedtrAgreement also contains certain events of defdwdoes not require the Company or
Level 3 Financing to maintain specific financiatioa.

Level 3 used the original net proceeds after tretitza costs to fund the purchase of certain oéxisting debt securities outstanding at
the time.

Debt issuance costs of $17 million were originathpitalized and were being amortized to interepeage over the term of the Senior
Secured Term Loan. As part of the amendment andtessent of the Senior Secured Term Loan, the m@ngaoriginal debt issuance costs
were written off and are included in the loss ol éfxtinguishment of debt. The transaction costsrtiend and restate the Senior Secured
Loan in June 2006 of $11 million were capitalized are being amortized to interest expense overetinaining term of the Senior Secured
Term Loan. After amortization, debt issuance cegse approximately $10 million at December 31, 2006

See Subsequent Events (Note 21) regarding the &ghb®y 2007 announcement to refinance the Senicur8d Term Loan.
11% Senior Notes due 2008

In February 2000, Level 3 Communications, Inc. nezt $779 million of net proceeds, after transactiosts, from a private offering of
$800 million aggregate principal amount of its 1$%nior Notes due 2008 (“11% Senior Notes”). As eE&@mber 31, 2006 a total of
$722 million aggregate principal amount of the 13&aior Notes had been repurchased. Interest amotes 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 passuwith all existing and future senior debt. The 11&6i®r Notes
cannot be prepaid by Level 3 Communications, laed mature on March 15, 2008. The 11% Senior Nmie&in certain covenants, which
among other things, limit additional indebtednebgidend payments, certain investments and traisectvith affiliates.

Debt issuance costs of $21 million were originakyitalized and are being amortized to intereseesgp over the term of the 11% Sel
Notes. As a result of amortization and debt repasek, the capitalized debt issuance costs haverbaeced to less than $1 million
December 31, 2006.

See Subsequent Events (Note 21) regarding the &gbtd, 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. nesg €488 million ($478 million when issued) of pebceeds, after debt issuance
costs, from an offering of €500 million aggregatmgipal amount 10.75% Senior Euro Notes due 2008.75% Senior Euro Notes”). As of
December 31, 2006, a total of €450 million aggregmincipal amount of the 10.75% Senior Euro Nbi@s been repurchased. Interest on the
notes accrues at 10.75% per year and is payaBerws semi-annually in arrears on March 15 and
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September 15 each year beginning on Septembef@B, Zhe 10.75% Senior Euro Notes are not redeenigblevel 3

Communications, Inc. prior to maturity. Debt isscaigosts of £2 million were originally capitalized and are bgimmortized over the term
the 10.75% Senior Euro Notes. As a result of amatitn and debt repurchases, the net capitalizbtiskuance costs have been reduced to
less than €1 million at December 31, 2006.

The 10.75% Senior Euro Notes are senior, unseabiightions of the Company, rankipari passuwith all existing and future senior
debt. The 10.75% Senior Euro Notes contain cedauenants, which among other things, limit addi&idndebtedness, dividend payments,
certain investments and transactions with affifate

The issuance of the €500 million 10.75% Senior BNmtes has been designated as, and is effectiaag;onomic 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 comprehensivenia¢toss) to the extent of translation gains oségson such investment. The 10.75%
Senior Euro Notes were valued, based on currettagge rates, at $65 million in the Company’s cadatgd financial statements at
December 31, 2006. The difference between the icgrmalue at December 31, 2006 and the value aaigs, after repurchases, is recorded
in other comprehensive income.

See Subsequent Events (Note 21) regarding the &gh20, 2007 announcement of the Company’s tenifier to purchase the 10.75%
Senior Euro Notes due 2008.

12.875% Senior Discount Notes due 2010

In February 2000, Level 3 Communications, Inc. sold private offering $675 million aggregate pipad amount at maturity of its
12.875% Senior Discount Notes due 2010 (“12.875%dBdiscount Notes”). The sale proceeds of $36llianj excluding debt issuance
costs, were recorded as long-term debt. As of Deeerdl, 2006, a total of $187 million aggregatagpal amount at maturity of the
12.875% Senior Discount Notes had been repurchésadng $488 million aggregate principal amountstanding. Interest on the 12.875%
Senior Discount Notes accreted at a rate of 12.8F&f4ear, compounded semi-annually, to 100% of thencipal amount on March 15,
2005, which is an aggregate principal amount o8$#dlion. Cash interest did not accrue on the 8% Senior Discount Notes prior to
March 15, 2005. Commencing March 15, 2005, intesaghe 12.875% Senior Discount Notes accrueseatate of 12.875% per year and is
payable in cash semi-annually in arrears.

The 12.875% Senior Discount Notes are subjectdemgption at the option of Level 3 Communicatiom, | 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 1528 Senior Discount Notes at the
redemption prices set forth below, plus interdsiny, 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 esprkas percentages of principal
amount.

Year Redemption Price

2006 104.29%
2007 102.14(%
2008 and thereaftt 100.00(%

The 12.875% Senior Discount Notes are senior, umedwbligations of the Company, rankipayi passuwith all existing and future
senior debt. The 12.875% Senior Discount Notesatormertain covenants, which among other thingst kkdditional indebtedness, dividend
payments, certain investments and transactionsaffitfates.
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Debt issuance costs of $9 million were originaliyitalized and are being amortized to interest egp®ver the term of the 12.875%
Senior Discount Notes. As a result of amortizatod debt repurchases, the capitalized debt issuarste have been reduced to $2 million at
December 31, 2006.

See Subsequent Events (Note 21) regarding the &gbtd, 2007 announcement of the Company’s caitadd redeem the 12.875%
Senior Discount Notes due 2010.

11.25% Senior Euro Notes due 2010

In February 2000, Level 3 Communications, Inc. nezgt €293 million ($285 million when issued) of nebceeds, after debt issuance
costs, from an offering of €300 million aggregatm@ipal amount 11.25% Senior Euro Notes due 2010.25% Senior Euro Notes”). As of
December 31, 2006, a total of €196 million aggregmincipal amount of the 11.25% Senior Euro Nbisd been repurchased. Interest on the
notes accrues at 11.25% per year and is payableasemally in arrears in Euros on March 15 and Smabier 15 each year beginning
September 15, 2000.

The 11.25% Senior Euro Notes are subject to redempt the option of Level 3 Communications, Irg.whole or in part, at any time
from time to time on or after March 15, 2005. THe2b% Senior Euro Notes may be redeemed at thenpian prices set forth below, plus
accrued and unpaid interest, if any, to the redempmtate. The following prices are for 11.25% Seiiaro Notes redeemed during the 12-
month period commencing on March 15 of the yearosth below, and are expressed as percentagasnaipal amount.

Year Redemption Price

2006 103.75(%
2007 101.87%
2008 and thereaftt 100.00%

Debt issuance costs of énillion were originally capitalized and are beiagortized over the term of the 11.25% Senior Blotes. As
result of amortization and debt repurchases, tpéalezed debt issuance costs have been reducgt naillion at December 31, 2006. The
11.25% Senior Euro Notes are senior, unsecuredattdns of the Company, rankipari passuwith all existing and future senior debt. The
11.25% Senior Euro Notes contain certain covenariigh among other things, limit additional indetriess, dividend payments, certain
investments and transactions with affiliates.

The issuance of the €300 million 11.25% Senior BEXotes has been designated as, and is effectianag;onomic 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 comprehensivenia¢toss) to the extent of translation gains oségson such net investment. The 11.25%
Senior Euro Notes were valued, based on curretitagge rates, at $137 million in the Company’s faiahstatements at December 31, 2006.
The difference between the carrying value at De@zrlh, 2006 and the value at issuance, after rbpaes, is recorded in other
comprehensive income.

See Subsequent Events (Note 21) regarding the &ghtd, 2007 announcement of the Company’s caitedd redeem the 11.25%
Senior Euro Notes due 2010.

11.25% Senior Notes due 2010

In February 2000, Level 3 Communications, Inc. nezt $243 million of net proceeds, after transactiosts, from a private offering of
$250 million aggregate principal amount of its BE@ZSenior Notes due 2010 (“11.25% Senior Notes$)oADecember 31, 2006, a total of
$154 million aggregate principal amount of the 5%2Senior Notes had been repurchased. Interesteomotes accrues at
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11.25% per year and is payable semi-annually imaasron March 15 and September 15 in cash begii8@ptember 15, 2000.

The 11.25% Senior Notes are subject to redemptitineaoption of Level 3 Communications, Inc., inoddhor in part, at any time or frc
time to time on or after March 15, 2005. Level Sr@ounications, Inc. may redeem the 11.25% SenioefNat 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 ysatgorth below:

Year Redemption Price

2006 103.75(%
2007 101.87'%
2008 and thereaftt 100.00(%

The 11.25% Senior Notes are senior, unsecuredatidits of the Company, rankimpgri passuwith all existing and future senior debt.
The 11.25% Senior Notes contain certain covenartgh among other things, limit additional indebteds, dividend payments, certain
investments and transactions with affiliates.

Debt issuance costs of $7 million were originaliyitalized and are being amortized to interest egp®ver the term of the 11.25%
Senior Notes. As a result of amortization and deptirchases, the capitalized debt issuance coststigen reduced to $1 million at
December 31, 2006.

See Subsequent Events (Note 21) regarding the &gbts, 2007 announcement of the Company’s caitedd redeem the 11.25%
Senior Notes due 2010.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing received $486ioni of net proceeds from a private placementrirfigg of $500 million aggregate
principal amount of its 10.75% Senior Notes duel2(f10.75% Senior Notes”). As of December 31, 2006tal of $497 million aggregate
principal amount of the 10.75% Senior Notes hadhbiedeemed. Interest on the notes accrues at 1(Qo@ébYear and is payable in arrears on
April 15 and October 15 each year in cash. Thesesrare guaranteed by Level 3 Communications, L€laevel 3 Communications, Inc.
(See Note 20).

The 10.75% Senior Notes are subject to redemptitineaoption of Level 3 Financing, in whole or iarf at any time or from time to
time on or after October 15, 2007, plus accruedwanmhid interest thereon to the redemption datedéemed during the twelve months
beginning October 15, of the years indicated below:

Year Redemption Price

2007 105.37'%
2008 102.68%%
2009 and thereaftt 100.00%

In connection with the tender offer and relatedsamt solicitation on December 27, 2006, Level 3aRaing entered into a Supplemental
Indenture, dated as of October 1, 2003 (“10.75%eNimdenture”)among Level 3, as Guarantor, Level 3 Financingssser, and The Bank
New York, as Trustee, relating to the 10.75% Nad®essuant to the Supplemental Indenture, the 10 M6% Indenture was amendec
eliminate substantially all of the covenants, dartapurchase rights and certain events of defmdtrelated provisions contained in the
10.75% Note Indenture.
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The 10.75% Senior Notes are senior, unsecuredatidits of Level 3 Financing, rankimgri passuwith all existing and future senior
unsecured indebtedness of Level 3 Financing.

Debt issuance costs of $14 million were originathpitalized and are being amortized to interesergp over the term of the 10.75%
Senior Notes. As a result of amortization and #purchase transaction, the capitalized debt iseuemsts 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 aniliggregate principal amount of floating rate @enotes due 2011 (“Floating Rate
Senior Notes due 2011") in a private offering. Afiensaction costs, the Company received net pascassociated with this offering of $142
million.

The Floating Rate Senior Notes due 2011 rank equaiht of payment with all other senior unsecuoddigations of Level 3 Financing
and have an initial interest rate equal to thexsith London Interbank Offered Rate (“LIBOR”), plés375%, which will be reset semi-
annually. Interest on the notes is payable on Makchnd September 15 of each year, beginning ote®éer 15, 2006. The interest rate was
11.8% at December 31, 2006. The Floating Rate $&tes due 2011 were priced at 96.782% of panéhanature on March 15, 2011. T
discount of $4 million is reflected as a reductiotiongterm debt and is being amortized as interest expewer the term of the Floating Ri
Senior Notes due 2011 using the effective intarethod. As of December 31, 2006, these notes anagteed by Level 3
Communications, Inc. and Level 3 CommunicationsCL{See Note 20).

The Floating Rate Senior Notes due 2011 are sutjeetlemption 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 percentagaoigal amount) set forth below, plus
accrued and unpaid interest thereon to the redemptte, if redeemed during the twelve months beggnMarch 15, of the years indicated
below:

Year Redemption Price

2008 102.(%
2009 101.(%
2010 100.(%

On March 14, 2006, Level 3, Level 3 Financing amalinitial purchasers of the Floating Rate Senioted due 2011 entered into a
registration rights agreement relating to the FgaRate Senior Notes due 2011 pursuant to whickelL® and Level 3 Financing agreed to
file an exchange offer registration statement whith Securities and Exchange Commission. The Comganghange offer registration
statement for these notes was declared effectivbépecurities and Exchange Commission on Augu2d@ and the exchange offer rela
to these notes was subsequently completed.

Debt issuance costs of $3 million were capitaliaad are being amortized over the term of the Figafiate Senior Notes due 2011 u
the effective interest method. As a result of aimation, the capitalized debt issuance costs haea beduced to approximately $3 million at
December 31, 2006.

See Subsequent Events (Note 21) regarding the &esbtb, 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 2013

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 anilaggregate principal amount of 12.25% seniorsdtes 2013 (“12.25% Senior Notes
due 2013") in a private offering.

On April 6, 2006, the Company issued $300 milligg@gate principal amount of 12.25% Senior Notes2{)l3 in a private offering.
These notes together with the $250 million aggreegancipal amount of 12.25% Senior Notes due 2643ed on March 14, 2006 will be
treated under the same indenture as a single séneges. The Company received net proceeds d $fiBion associated with the 12.25%
Senior Notes due 2013.

The 12.25% Senior Notes due 2013 are senior unsgalnligations of Level 3 Financing, ranking equalight of payment with all oth:
senior unsecured obligations of Level 3 FinanchAsof December 31, 2006, these notes are guarahiekedvel 3 Communications, Inc. and
Level 3 Communications, LLC (See Note 20). The sotdl mature on March 15, 2013. Interest on theea@ccrues at 12.25% per year and
is payable on March 15 and September 15 of eaah lyeginning on September 15, 2006. The $250 milib12.25% Senior Notes due 2013
issued on March 14, 2006 were priced at 96.618%anfThe $300 million of 12.25% Senior Notes dug&2Bsued on April 6, 2006 were
priced at 102% of par. The resulting net discodrhe two issuances of approximately $2 milliomaflected as a reduction in long-term debt
and is being amortized as interest expense oveaethaining term of the 12.25% Senior Notes due 2&13g the effective interest method.

The 12.25% Senior Notes due 2013 are subject enmption at the option of Level 3 Financing in whotdn part, at any time or from
time to time, on or after March 15, 2010 at theeragtion prices (expressed as a percentage of palhamount) set forth below, plus accrued
and unpaid interest thereon to the redemption dfatejeemed during the twelve months beginningddl5, of the years indicated below:

Year Redemption Price

2010 106.12'%
2011 103.06%
2012 100.00%

On March 14, 2006, Level 3 Communications, Incyéle Financing and the initial purchasers of tBe2%% Senior Notes due 2013
entered into a registration rights agreement reéggrithe 12.25% Senior Notes due 2013 pursuant tohaltevel 3 Communications, Inc. and
Level 3 Financing agreed to file an exchange ofgistration statement with the Securities and Brge Commission. The Company’s
exchange offer registration statement for theseswatas declared effective by the Securities andh&ge Commission on August 8, 2006
the exchange offer relating to these notes wasesulently completed.

The debt represented by the 12.25% Senior Note2@1@ together with the Floating Rate Notes duel2@hstitutes purchase money
indebtedness under the indentures of Level 3.

Debt issuance costs of approximately $11 milliomensapitalized and are being amortized over tha trthe 12.25% Senior Notes due
2013. As a result of amortization, the capitalidetht issuance costs have been reduced to $10mallibecember 31, 2006.

9.25% Senior Notes Due 2014

On October 30, 2006, Level 3 Communications, las.guarantor and Level 3 Financing, Inc. as borrpreeeived $588 million of net
proceeds after transaction costs, from a privéferiofy of $600 million aggregate principal amouhtts 9.25% Senior Notes due 2014
(“9.25% Senior Notes Due 2014"). On December 1862Qevel 3 Communications, Inc., as guarantorlaael 3 Financing, Inc. as
borrower, received $661 million of net proceedsmfitansaction costs and accrued interest, focanse
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offering of $650 million aggregate principal amowf®.25% Senior Notes due 2014. These notes tegetith the $600 million aggregate
principal amount of 9.25% Senior Notes due 201dadson October 30, 2006 were issued under the satapture and will be treated as a
single series of notes. The Company received tataproceeds of $1.239 billion (excluding prepaittiest).

The 9.25% Senior Notes due 2014 are senior unstollgations of Level 3 Financing, ranking equaftight of payment with all other
senior unsecured obligations of Level 3 FinanchAw of December 31, 2006, these notes are guarahiekedvel 3 Communications, Inc. (<
Note 20). The notes will mature on November 1, 20d#rest on the 9.25% Senior Notes Due 2014 ascati9.25% interest per year an
payable semannually in cash on May 1 and November 1 beginMag 1, 2007. The $600 million of 9.25% Senior Natee 2014 issued ¢
October 30, 2006 were priced at par. The $650 aniltf 9.25% Senior Notes due 2014 issued on Decetrdy@006 were priced at 101.75%
of par plus accrued interest from October 30, 2086resenting an effective yield of 8.86% to thechasers of these senior notes. The
resulting premium of the two issuances of approxatyab11 million is reflected as an increase togkderm debt and is being amortized as a
reduction to interest expense over the remaining tf the 9.25% Senior Notes due 2014 using thecttffe interest method.

The debt represented by the 9.25% Senior Notes2Dié constitutes purchase money indebtedness timel@érdentures of Level 3
Communications, Inc. A portion of the proceeds wesed to redeem $497 million of the Company’s 1% &enior Notes Due 2008 on
December 27, 2006. Gross proceeds from this offe@hiat exceed the amount necessary to repurchasér@ance the 10.75% Senior Notes
Due 2008 constitutes purchase money indebtednéswififbe used solely to fund the cost of constiauttinstallation, acquisition, lease,
development or improvement of any assets to be insth@ Company’s communications business, inclydie cash purchase price of any
past, pending or future acquisitions.

The 9.25% Senior Notes Due 2014 are subject tamptien at the option of Level 3 Financing in wholein part, at any time or from
time to time, on or after November 1, 2010 at #demption prices (expressed as a percentage afgaiamount) set forth below, plus
accrued and unpaid interest thereon to the redemptte, if redeemed during the twelve months eggnNovember 1, of 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 Nmwber 1, 2009, Level 3 Financing may redeem upp% 8f the original aggregate
principal amount of the 9.25% Senior Notes Due 214 redemption price equal to 109.250% of theqggal amount of those notes so
redeemed, plus accrued and unpaid interest théifeammy) to the redemption date (subject to thétrigf holders of record on the relevant
record date to receive interest due on the relemsartest payment date), with the net cash proceensibuted to the capital of Level 3
Financing of one or more private placements togrey®ther than affiliates of Level 3 or underwritfgublic offerings of common stock of
Level 3 resulting, in each case, in gross proceéds least $100 million in the aggregate; providealwvever, that at least 65% of the original
aggregate principal amount of the 9.25% Senior 8iBtge 2014 would remain outstanding immediatelgraftving effect to such redemptic
Any such redemption shall be made within 90 daysuch private placement or public offering uponlees than 30 nor more than 60 days’
prior notice.

The 9.25% Senior Notes Due 2014 are not curreatjistered under the Securities Act of 1933 or aate securities laws and, unless so
registered, may not be offered or sold except @ursto an applicable exemption from the registrateguirements of the Securities Act of
1933 and applicable state securities laws. On @ct80, 2006 and December 28, 2006, Level 3, Le@h8ncing and the initial purchasers
of the 9.25% Senior Notes Due 2014 entered intstregion rights agreements relating to the 9.25%i&
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Notes Due 2014 pursuant to which Level 3 and L8einancing agreed to file an exchange offer regfisin statement with the Securit
and Exchange Commission. The registration statehesnbeen filed but not yet declared effective.

Under the terms of the registration rights agredsjdrevel 3 Financing may be required to pay “Saldaterest” 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 willrgase by 0.25% per annum at the end of each sulsie®@rday period. In no event will the
rate exceed 1.00% per annum on the principal amdfuhe exchange offer is completed on the ternds\aithin the period contemplated by
the registration rights agreements, no speciatestavill be payable. A registration default magwacif the Company fails to file with the
Securities and Exchange Commission and have ddadtdiective the exchange offer registration statenhy certain dates as specified in the
registration rights agreement. The Company beli¢haisthe likelihood of having to make Special iet# payments under the terms of the
registration rights agreement is remote and, @sualt; has not accrued a liability for any obligatunder the agreement.

Debt issuance costs of approximately $23 milliomeneapitalized and are being amortized over tha t&rthe 9.25% senior Notes Due
2014. As a result of amortization, the capitalidetit issuance costs have been reduced to $22malliDecember 31, 2006.

2.875% Convertible Senior Notes due 2010

In July 2003, Level 3 Communications, Inc. complettee offering of $374 million aggregate principahount of its 2.875% Convertible
Senior Notes due 2010 (“2.875% Convertible Seniotel”) in an underwritten public offering pursugmthe Company’s shelf registration
statement. Interest on the notes accrues at 2.§&8%ear and is payable semi-annually in arreacgg on January 15 and July 15,
beginning January 15, 2004. The 2.875% ConverSleleior Notes are senior, unsecured obligationsegéL3 Communications, Inc., ranking
pari passiwith all existing and future senior unsecured débe 2.875% Convertible Senior Notes contain certavenants, which among
other things, limit additional liens on assetsha Company.

The 2.875% Convertible Senior Notes are convertitite shares of the Compasytommon stock at a conversion rate of $7.18 pemes
subject to certain adjustments. On or after July2097, Level 3, at its option, may redeem for casbr a portion of the notes. Level 3 may
exercise this option only if the current marketprior the Level 3 common stock for at least 2@itrg days within any 30 consecutive trad
day period exceeds prices ranging from 170% ottmersion price on July 15, 2007 decreasing t®d60the conversion price on or after
July 15, 2009. Level 3 would also be obligateddg the holders of the redeemed notes a cash arequat to the present value of all
remaining scheduled interest payments.

Level 3 used the net proceeds of $361 million rafensaction costs, for working capital, capitgbenditures and other general corpo
purposes, including new product development, dgiinchases and acquisitions.

Debt issuance costs of $13 million were originakyitalized and are being amortized to intereseagp over the term of the 2.875%
Convertible Senior Notes. As a result of amortmatithe capitalized debt issuance costs have leelrced to $6 million at December 31,
2006.

5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communications, lommeted the offering of $345 million aggregatenpipal amount of its 5.25%
Convertible Senior Notes due 2011 (“5.25% Convétidenior Notes”) in a private offering. Interestthe notes accrues at 5.25% per year
and is payable semi-annually in arrears in casbume 15 and December 15, beginning June 15, 20@55.25% Convertible Senior Notes
are senior, unsecured obligations of Level 3 Comigations, Inc., rankingari passuwith all existing and
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future senior unsecured debt of Level 3 Commurooati Inc. The 5.25% Convertible Senior Notes contartain covenants which limit
additional liens on assets of the Company.

The 5.25% Convertible Senior Notes are convertdti¢he option of the holders, into shares of tbex@any’s common stock at a
conversion rate of $3.98 per share, subject tareadjustments. Upon conversion, the Companyhade the right to deliver cash in lieu of
shares of its common stock, or a combination offi @asl shares of common stock. In addition, holdétke 5.25% Convertible Senior Notes
will have the right to require the Company to refhase the notes upon the occurrence of a charggmirol, as defined, at a price of 100% of
the principal amount plus accrued interest and kemdole 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 retilemgate, if redeemed during the twelve
months beginning December 15, of the years indich&ow:

Year Redemption Price

2008 102.25(%
2009 101.50%
2010 and thereaftt 100.75(%

In connection with the issuance of the notes, L8vesed approximately $62 million of the net prateef the offering to enter into
convertible note hedge and warrant transactions regpect to the Company’s common stock to redue@atential dilution from conversion
of the notes. Level 3 used the remainder of thereteeds from this offering to fund repurchaseissoéxisting debt securities due in 2008.

Under the terms of the convertible note hedge gearent (the “Convertible Note Hedge”) with 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
Level 3 common stock (at a current price per sbéfs.98). In the event of the conversion of théespthis forward purchase option contract
allows the Company to purchase, at a fixed prieeaktp the implicit conversion price of shares exsunder the convertible notes, a number
of shares equal to the shares that Level 3 issugsibte holder upon conversion. Settlement teffittsioforward purchase option allow the
Company to elect cash or share settlement bast#teaettlement option it chooses in settling theveosion feature of the notes. The
Company accounted for the Convertible Note Hedgeyant to the guidance in EITF No. 00-19, “Accongtfor Derivative Financial
Instruments Indexed to, and Potentially Settled ®ompany’s Own Stock” (“EITF No. 00-19'Accordingly, the $125 million purchase pr
of the forward stock purchase option contract vea®rded as a reduction to consolidated stockhdldgtsty.

Level 3 also sold to Merrill a warrant (the “Wartgrio purchase shares of Level 3 common stock. Waerant is currently exercisable
for 86,596,380 shares of Level 3 common stockatreent exercise price of $6.00 per share. Levek®ived $63 million cash from Merrill
return for the sale of this forward share purch@stéon contract. Merrill cannot exercise the Watnamess and until a conversion event
occurs. Level 3 has the option of settling the \&iairin cash or shares of Level 3 common stock.Jdmpany accounted for the sale of the
Warrant as the sale of a permanent equity instramarsuant to the guidance in EITF No. 00-19. Adawgly, the $63 million sales price of
the forward stock purchase option contract wasrdEmbas an increase to consolidated stockholdgustye

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 uponwasion by the holder, unless the common stodeprkceeds $6.00. When the fair value
of the Level 3 common stock
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exceeds such price, the contracts have an offgettionomic impact and, accordingly, will no longereffective as a hedge of the dilutive
impact of possible conversion.

Debt issuance costs of $11 million were originathpitalized and are being amortized to interesergp over the term of the 5.25%
Convertible Senior Notes. As a result of amortmatidebt issuance costs were $8 million at Decer@bgP006.

10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Inc. recel&877 million of net proceeds, after giving effexbffering expenses, from an
offering of $880 million aggregate principal amouwiiits 10% Convertible Senior Notes due 2011 (“10%tnvertible Senior Notes”) to
institutional investors. Interest on the notes aesrat 10% per year and will be payable senmually on May 1 and November 1 beginning
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Le@®@munications, Inc., rankir
pari passiwith all existing and future unsecured unsuboraidatebt of Level 3 Communications, Inc. The 10%\@otible Senior Notes
contain certain covenants which limit additionahl on assets of the Company.

The 10% Convertible Senior Notes will be convediby holders at any time after January 1, 2003doner if certain corporate events
occur) into shares of Level 3 common stock at avesion price of $3.60 per share (subject to adjast in certain events). This is equival
to a conversion rate of approximately 277.77 shpees$1,000 principal amount of notes. In additioiders of the 10% Convertible Senior
Notes will have the right to require the Companyapurchase the notes upon the occurrence of getiarcontrol, 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,ymadeem for cash all or a portion of the notes T@% Convertible Senior Notes are
subject to redemption at the option of Level 3yhmole or in part, at any time or from time to tinog&, not more than sixty nor less than thirty
days’ notice, on or after May 1, 2009, plus 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 thereaftt 101.67%

Debt issuance costs of $3 million were originaliyitalized and are being amortized to interest egp@ver the term of the 10%
Convertible Senior Notes. As a result of amortmatithe capitalized debt issuance costs have leelrced to $1 million at December 31,
2006.

See Subsequent Events (Note 21) regarding the 3a20@7 debt for equity exchange of the Compan@% XLonvertible Senior Notes
due 2011.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, Inc. xexk$326 million of net proceeds, after giving eff® offering expenses, from a
public offering of $335 million aggregate princigahount of its 3.5% Convertible Senior Notes dug2(3.5% Convertible Senior Notes”).
The 3.5% Convertible Senior Notes were priced 804.0f the principal amount. The notes are seniseauared obligations of the Company,
ranking equal in right of payment with all the Ccemp’s existing and future unsubordinated indebtedridss.3.5% Convertible Senior Not
will mature on June 15, 2012. Interest on the naifide payable semi-annually in arrears on Juh@idd December 15 of each year,
beginning on December 15, 2006.
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At any time before the close of business on Jun@Q52, the 3.5% Convertible Senior Notes are cdifole by holders into shares of
Level 3's common stock at a conversion price ol er share (subject to adjustment in certaintsyenhis is equivalent to a conversion
rate of approximately 183.1502 shares of commockgper $1,000 principal amount of these notes. Ugmversion, the Company will have
the right to deliver cash in lieu of shares oftidenmon stock, or a combination of cash and shdresromon stock. In addition, holders of the
3.5% Convertible Senior Notes will have the rightéquire the Company to repurchase the notes tifgooccurrence of a change in control,
as defined, at a price of 100% of the principal ammf the notes plus accrued interest. In additiioa holder elects to convert its notes in
connection with certain changes in control, Leveb8Id be required to pay a make whole premiunmbyeiasing the number of shares
deliverable upon conversion of the notes.

The 3.5% Convertible Senior Notes are subjectdemgtion at the option of Level 3, in whole or grfp at any time or from time to
time, on not more than 60 nor less than 30 dayst@oon or after June 15, 2010, plus accrued apaid interest thereon (if any) to the
redemption date, if redeemed during the twelve mm®beginning June 15, of the years indicated below:

Year Redemption Price
2010 101.1°%
2011 100.5%0

Level 3 used a portion of the net proceeds from dfffering and its common stock offering completethe second quarter of 2006 to
redeem certain debt securities maturing in 2008. FfEmaining proceeds were used for acquisitiond@ngleneral corporate purposes,
including working capital and capital expenditures.

Debt issuance costs of $9 million were originaliyitalized and are being amortized to interest egp@ver the term of the 3.5%
Convertible Senior Notes. As a result of amort@atithe capitalized debt issuance costs have leelrted 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 awtrued interest outstanding,
of October 24, 2003, for approximately 20 millidrases of Level 3 common stock and $208 million fbealue) of a new issue of 9%
Convertible Senior Discount Notes.

Level 3 Communications, Inc. issued $295 milliog@gate principal amount at maturity of 9% ConetiSenior Discount Notes.
Interest on the 9% Convertible Senior Discount N@tecretes at a rate of 9% per annum, compoundeidrseually, to an aggregate principal
amount of $295 million by October 15, 2007. Cadbriest will not accrue on the 9% Convertible SeBimcount Notes prior to October 15,
2007; however, Level 3 Communications, Inc. magteie commence the accrual of cash interest ooudditanding 9% Convertible Senior
Discount Notes on or after October 15, 2004, inclvldase the outstanding principal amount at mgtofieach 9% Convertible Senior
Discount Note will, on the elected commencemenrg da¢ reduced to the accreted value of the 9% CtibleeSenior Discount Note as of tt
date and cash interest shall be payable on tha dioApril 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 c@shiannually in arrears. Accrued
interest expense for the year ended December 88, @0 the 9% Convertible Senior Discount Notesse§lthan $1 million was added to
long-term debt.

The 9% Convertible Senior Discount Notes are cdiblerinto shares of the Company’s common stock @nversion rate of $9.99 per
share, subject to certain adjustments. The totalb®u of shares issuable upon conversion will rdrga approximately 25 million to
30 million shares depending upon the total acangpidor to conversion. On or after October 15, 20G8el 3, at its option, may redeem for

F-52




cash all or a portion of the notes. Level 3 mayrese this option only if the current market prfoe at least 20 trading days within any 30
consecutive trading day period exceeds 140% ofdheersion price on October 15, 2008. This amoulhte decreased to 130% and 120%
on October 15, 2008 and 2009, respectively, ifitfiteal holders sell greater than 33.33% of theasotevel 3 is also obligated to pay the
holders of the redeemed notes a cash amount extha present value of all remaining scheduled@stepayments.

The 9% Convertible Senior Discount Notes will bejsat to conversion into common stock at the optibthe holder, in whole or in
part, at any time or from time to time after 18@slafter the issue date at the following convergiooes (expressed as percentages of act
value) plus accrued and unpaid interest theredinet@onversion date, of the time periods indic&ieldw:

Year Redemption Price

October 15, 2006 - April 14, 2007 91.65¢%
April 15, 2007 - October 14, 2007 95.78(%
October 15, 2007 and thereat 100.09%

These notes are senior unsecured obligations d@ll3Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatios, |

6% Convertible Subordinated Notes due 2009

In September 1999, the Company received $798 midfoproceeds, after transaction costs, from aerioff) of $823 million aggregate
principal amount of its 6% Convertible Subordinakémtes Due 2009 (“Subordinated Notes 2009"). Thiedgdinated Notes 2009 are
unsecured and subordinated to all existing anddutenior indebtedness of the Company. Intereti@®ubordinated Notes 2009 accrues at
6% per year and is payable each year in cash onhMid and September 15. The principal amount oStit®ordinated Notes 2009 will be ¢
on September 15, 2009. The Subordinated Notes 2@¥%be converted into shares of common stock o€thapany at any time prior to
maturity, unless previously redeemed, repurchaséideoCompany has caused the conversion rightspioee The conversion rate is 15.3401
shares per each $1,000 principal amount of SubatelinNotes 2009, subject to adjustment in certatumstances. On or after Septembel
2002, Level 3, at its option, may cause the conwensghts to expire. Level 3 may exercise thisiaponly if the current market price exce
approximately $91.27 (which represents 140% oftiveversion price) for 20 trading days within anyipe of 30 consecutive trading days
including the last day of that period. As of DecemB1, 2006, less than $1 million of debt had besmverted into shares of common stock.
As of December 31, 2006, a total of $461 milliogrgate principal amount of the Subordinated N2@&9 had been repurchased or
exchanged for common stock.

Debt issuance costs of $25 million were originathpitalized and are being amortized to interesepgp over the term of the
Subordinated Notes 2009. As a result of amortinadiod debt repurchases, the capitalized debt issuzosts have been reduced to $3 million
at December 31, 2006.

6% Convertible Subordinated Notes due 2010

In February 2000, Level 3 Communications, Inc. nezt $836 million of net proceeds, after transactiosts, from a public offering of
$863 million aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010 (“Subordiuh&otes 2010”). The Subordinated
Notes 2010 are unsecured and subordinated toistlrexand future senior indebtedness of the Comppaterest on the Subordinated No
2010 accrues at 6% per year and is payable aamially in cash on March 15 and September 15 hagjrSeptember 15, 2000. The princi
amount of the Subordinated Notes 2010 will be du#arch 15, 2010.
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The Subordinated Notes 2010 may be converted heces of common stock of Level 3 Communications, &t any time prior to the
close of business on the business day immediatebeging maturity, unless previously redeemed,ndased 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 adjustmergiin events.

On or after March 18, 2003, Level 3, at its optioray cause the conversion rights to expire. Leveb$ exercise this option only if the
current market price exceeds approximately $18@vIch represents 140% of the conversion pricepfdeast 20 trading days within any
period of 30 consecutive trading days, including st trading day of that period. As of DecemberZp06, no debt had been converted into
shares of common stock. As of December 31, 20@&ahof $350 million aggregate principal amountité Subordinated Notes 2010 had
been repurchased or exchanged for common stock.

Debt issuance costs of $27 million were originakyitalized and are being amortized to intereseagp over the term of the
Subordinated Notes. As a result of amortization delat repurchases, the capitalized debt issuarste bave been reduced to $5 million at
December 31, 2006.

Commercial Mortgage

In the third quarter of 2005, the Company completedfinancing of the mortgage on its corporatadjearters. On September 27, 2005,
HQ Realty, Inc. entered into a $70 million loaraatinitial fixed rate of 6.86% through 2010, th¢ieipated repayment date as defined in the
loan agreement (“CBRE Commercial Mortgage”). AR81.0 through maturity in 2015, the interest ratk adjust to the greater of 9.86% or
the five year U.S. Treasury rate plus 300 basietpoHQ Realty, Inc. received $66 million of nebgeeds after transaction costs and has
deposited $4 million into restricted cash accodotguture facility improvements and property taxel§) Realty, Inc. was required to make
interest only payments in the first year and bagaking monthly principal payments in the second yeesed on a 30-year amortization
schedule.

Debt issuance costs of $1 million were capitalizad are being amortized as interest expense ogeetin of the CBRE Commercial
Mortgage. As a result of amortization, the capitadi debt issuance costs have been reduced to &inmail December 31, 2006.

The assets of HQ Realty, Inc. are not availabkatsfy any third party obligations other than #ho$ HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otlaerttQ Realty, Inc. are not available to satisfydbigations of HQ Realty, Inc.

Capital Leases

As part of the Progress Telecom transaction comgleh March 20, 2006, the Company assumed cedpitat lease obligations of
Progress Telecom for IRU dark fiber facilities & @illion. The capital leases mature at variougslafirough 2021As of December 31, 20(
the capital lease obligation is $8 million.

As part of the ICG Communications transaction oryld4, 2006, the Company assumed certain capita¢lebligations of ICG
Communications for IRU dark fiber facilities of $3llion. The capital leases mature at various détesugh 2018. As of December 31, 2006
the capital lease obligation is approximately $8iom.

As part of the TelCove transaction completed og 24| 2006, the Company assumed certain capits¢lebligations of TelCove
primarily for IRU dark fiber facilities of $13 mibhn. The capital leases mature at various datesigitr December 2030. As of December 31,
2006 the capital lease obligation is approxima$dlg million.
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Future Debt Maturities:

The Company’s contractual obligations as of Decer8e2006 related to debt, including capital |sased excluding issue discounts
and fair value adjustments will require estimataghcpayments during each of the five succeedingsyasafollows: 2007—$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 ®#lion, $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
business, of $202 million and $181 million at Debem31, 2006 and 2005, respectively. The totaltasteement obligation as of
December 31, 2006 includes $46 million of assétamtent obligation related to WilTel, ICG Commurtioas and Looking Glass. The total
asset retirement obligation as of December 31, 2@€6des WilTel's asset retirement obligation 86%million.

Expense of $21 million related to the communicaibaosiness was recorded in selling, general andnégtrative expenses on the
consolidated statement of operations for the yede@ December 31, 2006. In addition, expense ohi#idn related to the Company’s coal
mining business was recorded in cost of revenui@iconsolidated statement of operations for tlae gaded December 31, 2006. This was
partially offset by less than $1 million of gairecognized on settlement of obligations attributabléhe use of internal resources rather than
third parties to perform reclamation work. In adiit the coal mining business incurred $2 millidradditional reclamation liabilities as a
result of expanded mining activities and incurr8hdillion of costs for work performed to remediateviously mined properties.

Level 3 recorded a reduction in the 2006 depramiagixpense totaling approximately $5 million agsutt of a change in the estimated
future asset retirement obligation costs assochattdits 50% interest in the Decker coal mineattordance with SFAS No. 143, Level 3
recorded the full impact of the change in estinratie current period.

Expense of $10 million related to the communicatibosiness was recorded in selling, general andnétrative expenses on the
consolidated statement of operations for the yrdee December 31, 2005. In addition, expense ohi$®n related to the Company’s coal
mining business was recorded in cost of revenu@iconsolidated statement of operations for tlee gaded December 31, 2005. In
addition, the coal mining business incurred $3ionllof additional reclamation liabilities as a rksif expanded mining activities and incur
$2 million of costs for work performed to remediateviously mined properties.

Expense of $7 million related to the communicatibasiness was recorded in selling, general andrashrative expenses on the
consolidated statement of operations for the yrde@ December 31, 2004. Expense of $4 million edl& the Company’s coal mining
business was recorded in cost of revenue on theotidated statement of operations for the year @mrember 31, 2004. In addition, the
coal mining business incurred $4 million of additbreclamation liabilities as a result of expandgding activities and incurred $1 million
of costs for work performed to remediate previousiyed properties.

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 accorddtitaccepted option valuation models) on the déigrant was amortized over the
vesting periods of the options.
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Although the recognition of the value of the instents results in compensation or professional esggeim an entity’s financial statements,
the expense differs from other compensation anfepsmnal expenses in that these charges may rsdtthed in cash, but rather, are gene
settled through issuance of common stock.

Beginning January 1, 2006, the Company adopted A3 23R. SFAS No. 123R requires that estimatef@itares be factored in the
amount of expense recognized for awards that aréulip vested. The Company has historically reeatdhe effect of forfeitures of equity
awards as they occur. The effect of applying thengle from the original provisions of SFAS No. 123tkke Company’s results of operations,
basic and diluted earnings per share and cash flavtke year ended December 31, 2006 was not rakter

The adoption of SFAS No. 123 has resulted in mateon-cash charges to operations since its adopti@998, and the adoption of
SFAS No. 123R on January 1, 2006 will continueetsuit in material non-cash charges to operatiotisariuture. The amount of the noash
charges will be dependent upon a number of facitleckjding the number of grants, the fair valueeath grant estimated at the time of its
award and the number of grants that ultimately.vest

The Company recognized in net loss from continaipgrations a total of $84 million, $51 million ad3 million of non-cash
compensation in 2006, 2005 and 2004, respectiltetjuded in discontinued operations is non-cashprmmation expense of $2 million,
$6 million and $3 million in 2006, 2005 and 200dspectively. During the second quarter of 2006 Qhwber 2005 and January 2006 grants
were revalued using May 15, 2006 as the grant dagcordance with SFAS No. 123R, which resultedn additional $6 million increase in
non-cash compensation expense. As stated in theo&woyis proxy materials for its 2006 Annual MeetofgStockholders, over the course of
the years since April 1, 1998, the compensationmittee of the Company’s Board of Directors had adstéred the 1995 Stock Plan under
the belief that the action of the Company’s Bodr®ioectors to amend and restate the plan effeciipel 1, 1998 had the effect of extending
the original term of the Plan to April 1, 2008. é&fta further review of the terms of the planwever, the compensation committee determ
that an ambiguity could have existed that may hasgalted in an interpretation that the expiratiatedof the plan was September 25, 2005 .
To remove any ambiguity, the Board of Directorsgdtiithe approval of the Company’s stockholdersnerd the plan to extend the term of
the plan by five years to September 25, 2010. &pfoval was obtained at the 2006 Annual Meeting§totkholders held on May 15, 2006.
In addition, the Company capitalized $2 millioneay in 2006, 2005 and 2004, respectively, of n@h@@mpensation for those employees
and contractors directly involved in the constroictof the network, installation of customers orelepment of the business support systems.

SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash flow
if the tax benefits are expected to be realizaléethe Company is currently in a net operating [ossition and does not expect to generate
income in the near term, Level 3's management doesxpect to realize tax benefits from share-basedpensation for the foreseeable
future.

F-56




The following table summarizes non-cash compensatigpense and capitalized non-cash compensatiaafdr 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 Plan — 2 4
401(k) Match Expens 18 15 18
401 (k) Discretionary Grant Plan 12 9 5

88 59 48
Capitalized Noncash Compensation (2 (2) (2

86 57 46
Discontinued Operations (2 (6) (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, 2@Q0BNQSOs previously
granted were fully vested and the compensationresgpbad been fully recognized in the consolidatat#ments of operations. At
December 31, 2006, there were approximately 4.BomiNQSOs outstanding with exercise prices randiom $1.76 to $8.00. The weighted
average exercise price of the NQSOs outstandingd&a® at December 31, 2006.

Transactions involving NQSOs granted are summaiaasillows:

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¢ $ 5.9t

Options grante: — — —

Options cancelle (361,500 5.43- 84.7¢ 8.23

Options exercised — — —
Balance December 31, 2004 8,559,86: 0.12- 21.6¢ 5.8t Less than $1

Options grante: — — —

Options cancelle (606,15() 5.43- 8.0C 6.0C

Options exercise (61,16¢) 0.12-0.12 0.12

Options expired (1,746,500 4.04- 21.6¢ 6.3€
Balance December 31, 2005 6,146,041 1.76- 8.0C 5.7¢ Less than $1

Options grante: — — —

Options cancelle (553,249 1.76- 8.0C 6.2¢

Options exercise (689,25() 4.95-5.4% 4.97

Options expired — — —
Balance December 31, 2006 4,903,54 $1.76-$8.0C $ 57¢ $ 1.C
Options exercisabl¢

December 31, 200 8,559,86: $0.12- $21.6¢ $ 5.8t

December 31, 200 6,146,041 1.76- 8.0C 5.7¢

December 31, 200 4,903,54 $1.76- $8.0C $ 5.7¢
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Options Outstanding
and Exercisable

Weighted
Number Average
Outstanding Remaining Weighted
as of Life Average
Range of Exercise Prices December 31, 2006 (years) Exercise Price
$1.76- $1.76 2,34¢ 128 $ 1.7¢€
5.43-5.43 3,654,82! 0.7¢ 5.4:
$6.20- $8.00 1,246,37! 1.0¢ 6.8¢
4,903,54 08t % 5.7¢

At December 31, 2006, there were approximately @ilion warrants outstanding ranging in exerciseg@from $4.00 to $29.00. As of
December 31, 2006, all of the warrants previoushnted were fully vested and the compensation esgoad been fully recognized in the
consolidated statements of operations. Of theseawts, all were exercisable at December 31, 20@6,aweighted average exercise price of
$7.79 per warrant.

During the second quarter of 2004, the Companyesypproximately 374,000 warrants to a consultamagment for future consulting
financial advisory services. The warrants allowabasultant to purchase common stock at $4.00h@esThe warrants vested equally in
quarterly installments over twelve months. The wais expire on April 1, 2011. The Company recoidsd than $1 million of expense
during 2004 for these warrants. As of Decembei2B0D4, these warrants were fully expensed.

Outperform Stock Options

In April 1998, the Company adopted an outperforatisioption (“OSQ”) program that was designed sd the Company’s stockholders
would receive a market return on their investmegfibte OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management’s and stockhsldeterests by basing stock option value on tbhenfany’s ability to outperform the
market in general, as measured by the Standardo®$@ES&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@Ex (or less than the corresponding loss on & S00 Index for grants awarded befi
September 30, 2005), the value received for awamdsr the OSO plan is based on a formula involaimgultiplier related to the level by
which the Company’s common stock outperforms th® S&0 Index. To the extent that Level 3's commaelsbutperforms the S&P 500
Index, the value of OSO units to a holder may eddbe value of nonqualified stock options.

In August 2002, the Company modified the OSO pnogaa 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 Kifty percent of the award will vest at the @fidhe first year after grant, with the
remaining 50% vesting over the second year (12.8fgparter).

The initial strike price, as determined on the geigr to the OSO grant date, is adjusted over {jthe “Adjusted Strike Price”), until the
exercise date. The adjustment is an amount equbétpercentage appreciation or depreciation irvéhge of the S&P 500 Index from the
date of grant to the date of exercise. The valub®fOSO increases for increasing levels of outperdnce. OSO units outstanding
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at December 31, 2006 have a multiplier range freno to four depending upon the performance of L8wvammon 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 Les:s 0.00

More than 0% but Less than 11% Outperformance percentage multiplied v 11
11% or More 4.00

The Pre-multiplier gain is the Level 3 common stpdce minus the Adjusted Strike Price on the déditexercise.

Upon exercise of an OSO, the Company shall detivgray to the grantee the difference between tlireMrarket Value of a share of
Level 3 common stock as of the day prior to the@se date, less the Adjusted Strike Price, theetEise Consideration”. The Exercise
Consideration may be paid in cash, Level 3 commocksor any combination of cash or Level 3 commimtls at the Company’s discretion.
The number of shares of Level 3 common stock tddleered by the Company to the grantee is detexchby dividing the Exercise
Consideration to be paid in Level 3 common stockheyFair Market Value of a share of Level 3 comratatk as of the date prior to the
exercise date. Fair Market Value is defined in@&0 agreement, but is currently the closing priexeghare of Level 3 common stock on the
NASDAQ exchange. Exercise of the OSO units doeseatpiire any cash outlay by the employ

OSO awards are granted quarterly to eligible pgaitts. Awards outstanding at December 31, 200& badryear life and vest 50% at
the end of the first year after the grant, with tbmaining 50% vesting over the second year (1286#quarter).

The fair value of the OSO units granted is cal@daty applying a modified Black-Scholes model with assumptions identified below.
The Company utilized a modified Bla@eholes model due to the additional variables reduio calculate the impact of the success mudti
of the OSO program. Beginning January 1, 2006, rasw@t of the adoption of SFAS No. 123R, the Conypalso considers the estimated
forfeiture rate to measure the value of outperfetatk options granted to employees. The Comparnguves that given the relative short life
of the options and the other variables used imtbdel, the modified Black-Scholes model providesasonable 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¢% 1.5%
Expected Life 3.4 year 2 year 2 year
S&P 500 Expected Volatility Rate 12% 13% 15%
Level 3 Common Stock Expected Volatility Rate 55% 55% 56%
Expected S&P 500Correlation Fac .28 .3C A8
Calculated Theoretical Value 152% 11€% 12(%
Estimated Forfeiture Rate 10.1¢% — —
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The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 aoon stock price on the grant date.

The expected life data was stratified based orldenferesponsibility within the Company. The thaaa value used in 2006 was
determined using the weighted average exercisevimtfar these groups of employees. Upon adoptioBFAS No. 123R, the Company
updated its calculation of the Expected Life. Vitilgtassumptions were derived using historicaledas well as current market data.

As part of a comprehensive review of its long-t@empensation program, the Company temporarily sudgmawards of OSO units in
April 2005. During the second quarter of 2005, @wmpany granted participants in the plan restristedk units, discussed below.

Beginning in the third quarter 2005, the Compamsyésl both restricted stock units and OSO unitsetsgb its long-term compensation
program. In the third quarter of 2005, the Compamagde a grant for 2005 of restricted stock unit$ Wieat ratably over four years.

The fair value under SFAS No. 123 and SFAS No. 1&#8Rhe approximately 8 million, 6 million and Slion OSO units awarded to
participants during the year ended December 31628005 and 2004, respectively, was approxima&sy million, $18 million and
$22 million, respectively. As of December 31, 200& Company had not reflected $26 million of uneimed compensation expense in its
financial statements for previously granted OSQsurihe weighted average period over which thi$ wilsbe recognized is 1.48 years.

Transactions involving OSO units awarded are surm@diin the table below. The Option Price Per lltgntified in the table below
represents the initial strike price, as determioedhe day prior to the OSO grant date for thos@tgt

Balance December 31, 20

Options grante:

Options cancelled

Options expired

Options exercised
Balance December 31, 2004

Options grante:

Options cancelled

Options expired

Options exercised
Balance December 31, 2005

Options grante:

Options cancelled

Options expired

Options exercised
Balance December 31, 2006

Options exercisable‘vester):
December 31, 200
December 31, 200
December 31, 200

Weighted
Weighted Average
Average Aggregate Remaining
Initial Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)
21,48341 $ 2.45-3$113.8 $ 15.3¢
5,394,05i 2.59-5.7(C 3.3¢
(211,879 2.45-113.8" 4.8(
(4,873,81) 3.02-113.8° 41.9¢
(430,25¢) 2.45- 5.5¢ 3.64
21,361,52 2.45- 25.3] 6.61 5.3 1.59 year
5,859,06! 2.03- 3.3¢ 2.61
(1,048,49) 2.03- 25.31 3.0C
(11,841,49) 2.59- 25.31 8.91
(84,629) 2.45- 3.0z 2.8¢€
14,245,97 2.03- 6.6€ 3.3 9.3 2.34 year
8,092,91! 2.87-5.3¢ 4.4¢
(1,101,84) 2.03- 6.6¢ 3.71
(3,010,36) 2.03- 6.6¢ 3.62
(2,941,18i) 2.03- 4.4 2.97
15,285,49 $ 2.03-%6.6¢ $ 3.9¢ 82.7 2.54 year
15,507,84 $ 2.45-$253. % 7.7
8,453,291 2.59- 6.6¢ 3.8¢
7,903,200 $ 2.03- $6.6¢ $ 3.4¢ 52.t 1.78 year
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OSO units Outstanding OSO units Exercisable

at December 31, 2006 at December 31, 2006
Weighted

Average Weighed Weighted

Number Remaining Life Average Initial Number Average
Range of Exercise Price Outstanding (years) Strike Price Exercisable Initial Strike Price
$2.03- $3.02 5,422,62. 261 $ 2.4¢€ 3,673,07. $ 2.4%
3.39-4.90 4,744 ,59 2.22 4.0z 2,897,90. 3.7¢
5.16 - 6.66 5,118,27. 2.7€ 5.41 1,332,22. 5.7t
15,285,49 254 % 3.9¢ 7,903,200 $ 3.4¢

In the table above, the weighted average initiéestprice represents the values used to calcthat¢gheoretical value of OSO units on
grant date and the intrinsic value represents #igevof OSO units that have outperformed the S&PI&lex as of December 31, 2006.

The total realized value of OSO units exercisedHleryears ended December 31, 2006, 2005 and 2864320 million, $6 million and
$10 million, respectively. For the twelve monthsled December 31, 2006, 2005 and 2004, respectihedy\Company issued 3.8 million,
2.7 million and 2.1 million shares of Level 3 commsiock upon the exercise of OSO units. The nurabshares of Level 3 stock issued
upon exercise of an OSO unit varies based uporethtve performance of Level 3's stock price amel &P 500 Index between the initial
grant date and exercise date of the OSO unit.

At December 31, 2006, based on the Level 3 comrtaok price and post-multiplier values, the Compeuag obligated to issue 9.4
million shares for vested and exercisable OSOkagércentage increase in the S&P 500 Index exdebdepercentage increase in the Level
3 stock price for all grants.

In July 2000, the Company adopted a convertiblpadivrm stock option program (“C-OS0O") as an exiem®f the existing OSO plan.
The program was a component of the Company’s oggaimployee retention efforts and offered similatdiees to those of an OSO, but
provided an employee with the greater of the value single share of the Company’s common stoekatcise, or the calculated OSO value
of a single OSO at the time of exercise.

C-0SO awards were made to eligible employees eradloy the date of the grant. The awards were nma8eptember 2000,
December 2000, and September 2001. The awardedram2000 vested over three years as follow& af each grant at the end of the first
year, a further 76 at the end of the second year and the remainiggr8the third year. The September 2001 awardsdastequal quarterly
installments over three years. Each award was iratedd exercisable upon vesting. Awards expired fears from the date of the grant.

As of December 31, 2005, the Company had fully dirext the compensation expense in its financiaéstants for C-OSO units
awarded in 2000 and 2001. The final series of C-@Q8i® granted to employees expired in 2005. Theeeno C-OSO units outstanding at
December 31, 2005.

F-61




Transactions involving C-OSO units are summarizeldw:

Weighted
Option Price Average
Units Per Unit Option Price

Balance December 31, 2003 4,064,68. $ 3.82-$87.2 $ 15.3¢
Options cancelled (24,029 3.82- 87.2¢ 3.82
Options expired (101,099 3.82- 87.2¢ 33.3¢
Options exercised (1,162,77) 3.82- 87.2¢ 41.6:
Balance December 31, 2004 2,776,77! 3.82- 3.8z 3.82
Options cancelle — — —
Options expired (137,980 3.82- 3.82 3.82
Options exercised (2,638,79) 3.82- 3.82 3.82

Balance December 31, 2005 $ — % —

Options exercisabl¢
December 31, 200 2,776,777 $ 3.82-38z $ 3.82
December 31, 20C — — —

Restricted Stock and Units

In 2006, 2005 and 2004, approximately 5.9 millia#4,6 million and 0.8 million restricted stock shar restricted stock units,
respectively, were awarded to employees and noregmeg® members of the Board of Directors. The re&td stock units and shares were
granted to the recipients at no cost. Restrictmm#ransfer lapse over one to four year periods. far value of restricted stock units and
shares awarded in 2006 of $27 million was calcdlagng the value of the Level 3 common stock @engtant date and is being amortized
over the restriction lapse periods of the award& fair value of restricted stock units and shakearded in 2005 and 2004 of $50 million ¢
$2 million, respectively, was calculated using ¥hkie of the Level 3 common stock the day priath®award and is being amortized over
restriction lapse periods of the awards. As of Dawer 31, 2006, the total compensation cost relatednvested restricted stock or restricted
stock units not yet recognized was $29 million, #relweighted average period over which this cate recognized is 2.9 years.

The changes in restricted stock and restrictedkstaits are shown in the following table:

Weighted Average

Number Grant Date Fair Value

Nonvested at December 31, 2( 787,35¢ $ 5.3t
Stock and units grante 696,94° 3.52
Lapse of restrictions (472,020 5.42
Stock and units forfeited (32,129 4.1k
Nonvested at December 31, 2( 980,15° 4.0t
Stock and units grante 24,627,23 2.02
Lapse of restrictions (719,719 3.8C
Stock and units forfeited (1,510,83) 2.1Z2
Nonvested at December 31, 2( 23,376,84 2.0¢€
Stock and units grante 5,874,76! 4.6t
Lapse of restrictions (7,225,74. 2.1¢
Stock and units forfeited (2,575,13) 2.4t
Nonvested at December 31, 2( 19,450,72 $ 2.7¢€

The Weighted Average Grant Date Fair Value of ietstrl stock and restricted stock units grantedrdytie years ended December 31,
2006, 2005 and 2004 were $4.65, $2.03 and $3.5@ectively. The
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total fair value of restricted stock and restricsdock units vested during the years ended DeceB1hez006, 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 Decerfb@g, in order to provide
employees opportunities to diversify their investitsen 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 Compgtgrmined that, effective
January 1, 2003, the Shareworks Match Plan wouldids®ntinued and the Shareworks Grant Plan woeltblbed into the 401(k) plan.

Match Plan —The Match Plan was suspended on January 1, 20i038.t®this date, the Match Plan allowed eligiblaployees to defer
between 1% and 7% of their eligible compensatiopuhase Level 3 common stock at the average stock for the quarter. Full time
employees of the communications business and nenfamrmation services businesses were considdigitile on the first day of the calenc
quarter after their hire. The Company matched ttaees purchased by the employee on a one-for-aie. I&tock purchased with payroll
deductions was fully vested. Stock purchased wigh@Gompany’s matching contributions vested thregsyafter the end of the quarter in
which it was made. Effective January 1, 2003, pastributions to the Match Plan continued to vhetyever, there will be no further
contributions to the Plan by employees or the Campa

The Company’s quarterly matching contribution wam#ized to compensation expense over the vesgrigg of 36 months.

As of December 31, 2005 the Company had fully airedtto compensation expense the value of the nimgtcontributions and all
matching contributions were fully vested. During #econd quarter of 2005, the Company reversedili@mof non-cash expense in Europe
attributable to the discontinuance of certain gqo@tmpensation programs.

401(k) Plan—The Company and its subsidiaries offer their digaliemployees the opportunity to participate thefined contribution
retirement plan qualifying under the provisionsSeiction 401(k) of the Internal Revenue Code (“4DB(n”). Each employee is eligible to
contribute, on a tax deferred basis, a portionnofual earnings generally not to exceed $15,000062The Company matches 100% of
employee contributions up to 7% of eligible earsig applicable regulatory limits for employeesh® communications businesses.

The Company’s matching contributions are made éthel 3 common stock based on the closing stodemn each pay date.
Employees are able to diversify the Company’s matchontribution as soon as it is made, even i thiee not fully vested. The Company’s
matching contributions will vest ratably over thest three years of service or over such shortepgdeuntil the employee has completed three
years of service at such time the employee is 136 vested in all Company matching contributidiiee Company made 401(k) PI
matching contributions of $18 million, $14 milliend $18 million for the year ended December 31620005 and 2004, respectively. The
Company’s matching contributions were recordedetisng, general and administrative expenses.

The Company made a discretionary contribution éo4f1(k) plan in Level 3 common stock for the yearded December 31, 2006,
2005 and 2004 equal to three percent, three peacehtwo percent of eligible employees’ earningshegear, respectively. The 2006 deposit
is expected to be made into the employees’'401@)watts during the first quarter of 2007. The 2008 2004 deposits were made into the
employees’ 401(k) accounts during the first quasfehe subsequent year. Level 3 recorded an erpefiB11 million, $8 million and
$7 million attributable for the discretionary cdhtrtion in 2006, 2005 and 2004, respectively.
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The WilTel Communications employees began contiriigutio the Level 3 plan on June 17, 2006. On JuB0®6, the WilTel
Communications plan assets were merged into thell®plan. Prior to June 17, 2006, employees off&liCommunications that participat
in the WilTel 401(k) Plan received an employer rhiatg cash contribution of 100% of employee contiiims up to 6% of eligible earnings
or regulatory limits. The Company made matchindghaamtributions of $3 million for the period fromanuary 1 through June 16, 2006.

The Progress Telecom employees began contribuditigetLevel 3 plan on March 20, 2006. The Progfetscom 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 werenadching cash contributions
for ICG Communications for the period of May 31080the date of acquisition, through July 1, 200t 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 aegt®mber 9, 2006,
respectively. The matching cash contributions ntadbe TelCove and Looking Glass plans for theqaefiom the respective acquisition
dates to the dates employees began contributitigetbevel 3 plan was less than $1 million eachli@iCove and Looking Glass, respective
The Looking Glass plan assets were merged intb.éfrel 3 plan on November 1, 2006. The Company ntktige TelCove plan assets into
the Level 3 plan on January 2, 2007.

(16) Income Taxes

An analysis of the income tax provision attribuatd 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 Federal $ — 3 4 $ —
State — — (1)
Foreign @) @ —

) ®) @

Deferred, net of changes in valuation allowan
United States Feder — — —
State — — —
Foreign — — _

Income Tax Provision $ @% OB s @O

The United States and foreign components of incass) from continuing operations before incomestatollows:

2006 2005 2004
(dollars in millions)
United States $ (710 $ (717) $ (300
Foreign (78) 15 (177

$ (786 $ (7102 $ (47
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A reconciliation of the actual income tax provisiamd the tax computed by applying the U.S. federtal (35%) to the loss from
continuing operations before income taxes for edc¢he three years ended December 31, 2006 follows:

2006 2005 2004
(dollars in millions)
Computed Tax Benefit at Statutory R $ 27¢€ $ 24€ $ 167
State Income Tax Bene 26 23 16
Stock Option Plan Exercises 3 3 a9
Taxes on Extinguishments of Debt 3 — (1)
Other — 11 33
Change in Valuation Allowance (304) (260 (199
Income Tax Provision $ 2 $ (5) $ 1)

The components of the net deferred tax assetslified) for the years ended December 31, 20062006 were as follows:

2006 2005
(dollars in millions)

Deferred Tax Asset:

Fixed asset $ 63C $ 79C
Accrued payroll and related benel 30¢ 29¢
Investment in securitie 24 27
Investment in joint venture 89 82
Unutilized tax net operating loss 2,67: 2,24¢
Other assets or liabilities 30 38
Total Deferred Tax Assets 3,75¢ 3,48¢
Deferred Tax Liabilities
Accrued liabilities and deferred revenue (15¢) (105)
Intangible assets from acquisitions (72) —
Total Deferred Tax Liabilities (230 (10%)
Net Deferred Tax Assets before valuation allowe 3,62¢ 3,38(
Valuation Allowance Component
Net Deferred Tax Assets (3,450 (3,309
Stockholders’ Equity (primarily tax benefit fromtign exercises) (75) (75)
Net Nor-Current Deferred Tax Assets after Valuation Allowe $ — $ —

Deferred income taxes are provided for the tempaddferences between the financial reporting andlasis of the Company’s assets
and liabilities using enacted tax rates in effectthe year in which the differences are expeate@verse. Net operating losses not utilized
be carried forward for 20 years to offset futureatale income. A valuation allowance has been rembatjainst deferred tax assets, as the
Company is unable to conclude under relevant adoaustandards that it is more likely than not theterred tax assets will be realizable.
The change in valuation allowance of $304 millinrthe reconciliation of the computed tax benefgtatutory rate to the actual income tax
provision excludes the reduction of valuation ablmwe associated with net deferred tax liabilitiesusinesses acquired during 2006 and the
NOL utilized to offset the taxable gain on saleésoftware Spectrum. The ultimate realization of defé tax assets is dependent upon
generation of future taxable income during thegasiin which those temporary differences becomeictdde. The Company considers the
scheduled reversal of deferred tax liabilities jgcted future taxable income and tax planning styias in making this assessment.
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For federal income tax reporting purposes, the Gomhas approximately $7.0 billion of net operafivgs carryforwards at
December 31, 2006, net of previous carrybacks)abdleaito offset future federal taxable income.

The net operating loss carryforwards expire thro2@®6 and are subject to examination by the talxaaities. The U.S. net operating
loss carryforwards expire as follows (dollars iflions):

Expiring December 31 Amount
2018 $ 3
2019 2
2020 66C
2021 97¢
2022 1,32¢
2023 1,001
2024 974
2025 1,34¢
2026 741
$ 7,034

In addition, the Company has approximately $52iamlbf net operating loss carryforwards for forelgoations at December 31, 2006,
the majority of which have no expiration period.

The Internal Revenue Code contains provisions wiiali limit the net operating loss carryforwardsik@mmde to be used in any given
year upon the occurrence of certain events, inotudignificant changes in ownership interestsetain transactions occur with respec
Level 3's capital stock that result in a cumulatovenership change of more than 50 percentage poynsspercent stockholders over a three-
year period as determined under rules prescribatidy).S. Internal Revenue Code and applicableaggos, annual limitations would |
imposed with respect to our ability to utilize cat operating loss carryforwards and certain ctideductions against 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
deemed necessary to fund ongoing European opesaimhplanned expansion. Undistributed earnindsrefgn subsidiaries that are
permanently invested, and for which no deferregsebave been provided, amounted to zero and $1i6mrals of December 31, 2006 and
2005, respectively.

(17) Stockholders’ Equity

During 2006, Level 3 completed the sale of 125iomllshares of its common stock, par value $0.01share, at $4.55 per share in an
underwritten public offering. Level 3 received peeds of $543 million net of $26 million in transaotcosts.

During 2004, the Company'’s stockholders approvptbposal at the Comparsy/2004 annual meeting for the reservation of aritiadd!
80 million shares of common stock under the Com{zah995 Stock Plan.

The Level 3 1995 Stock Plan permits option holderender shares to the Company to cover incormestdMe on option exercises.
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Issuances of common stock, for option exercisaegfeqfferings and acquisitions for the three yeamded December 31, 2006 are sh
below.

Outstanding
Common Shares

December 31, 2003 677,828,63
Option, Shareworks and 401(k) Activity 8,668,08
December 31, 2004 686,496,72
Option, Shareworks and 401(k) Activi 16,271,09
WilTel Communications Group, LLC Acquisition 115,000,00
December 31, 2005 817,767,81
Equity Offering 125,000,00
Option, Shareworks and 401(k) Activi 18,737,45
2006 Acquisitions 216,917,83
December 31, 2006 1,178,423,10

(18) Industry and Geographic Data

SFAS No. 131 “Disclosures about Segments of anrfrise and Related Information” defines operatiagments as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate strategic business unitsftadifferent products and serve different nesk The Company’s current reportable
segments include: communications and coal minirg (Sote 1). Other primarily includes corporate &saad overhead not attributable to a
specific segment. In the third quarter of 2006, loenpany exited the information services business result of the sale of Software
Spectrum. Segment information has been revisedartexlassification of the information servicesibhesses as discontinued operations ir
consolidated financial statements (See Note 3).

Adjusted OIBDA, as defined by the Company, consi$tsperating income (loss) before (1) depreciatind amortization expense,
(2) stock-based compensation expense includedmstiliing, general and administrative expensesiertonsolidated statements of
operations and (3) any non-cash impairment costaded within restructuring and impairment experalkas reported on the consolidated
statements of operations. The Company excludek-staged compensation due to the recording of neh-campensation expense under the
provisions of SFAS No. 123R. Adjusted OIBDA is amportant part of the Company’s internal reporting & an indicator of profitability
and operating performance used by the chief opeyalkecision maker or decision making group to eatglperformance and allocate
resources. It is a commonly used indicator in gg@tal-intensive communications industry to analgasmpanies on the basis of operating
performance over time. Adjusted OIBDA is not inteddo represent net income or cash flow for théopsrpresented, is not calculated
consistently with the commonly used metric “EBITDARN is not recognized under generally accepteduenting principles (“GAAP but is
used by management to assess segment resultd@ateatesources.

The data presented in the following tables includé&srmation for the twelve months ended DecemBer2B06, 2005 and 2004 for all
statement of operations and cash flow informati@sented, and as of December 31, 2006 and 20@H foailance sheet information
presented. Information related to the acquiredrmssies is included from their respective acquisitiates. Revenue and the related expenses
are attributed to countries based on where sergi@grovided.

F-67




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

2006 presentation.

2006

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

2005

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

Coal

Communications Mining Other Total
(dollars in millions)
$ 3,121 67 $ — 3,18¢
19C — — 19C
$ 3,311 67 $ — 3,37¢
$ 63€ 8 ¢ ©)
41 — —
$ 677 8 $ ©)
$ 34¢ $ = 347
45 — — 45
$ 391 1 3 — 39z
$ 661 $ — 662
68 — — 68
$ 72€ 1 3 — 73C
Coal
Communications Mining Other Total
(dollars in millions)
$ 1,49¢ 74 $ — 1,57(
14¢ — — 14¢
$ 1,64¢ 74 $ — 1,71¢
$ 437 16 $ (3)
21 — —
$ 45¢ 16 $ 3
$ 271 2 3% — 273
27 — — 27
$ 29¢ 2 ¢ — 30C
$ 56(C 5 % — 56¢
82 — — 82
$ 642 5 $ = 647
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2004

Revenue
North America
Europe
Asia

Adjusted OIBDA:
North America
Europe
Asia

Net Capital Expenditure:

North America
Europe
Asia

Depreciation and Amortizatiol

North America
Europe
Asia

| dentifiable Assets
December 31, 20C
North America
Europe
Asia

December 31, 200
North America
Europe
Asia

Coal

Communications Mining Other Total
(dollars in millions)

1,54¢ $ 91 — 1,63i
13¢ — — 13¢
1,68t $ 91 — 1,77¢

45¢  $ 18 (1)

4 — _

46 $ 18 1)
24C $ 2 — 247
30 — — 30
27C 3 2 — 272
571 $ 6 — 577
94 — — 94
66 $ 6 — 671

Discontinued
Information Coal
Communications Services Mining Other Total
(dollars in millions)

7,19: — 3 98 1,891 9,18¢
777 — — 29 80¢€
7,97( — $ 98 1,92¢ 9,99/
5,782 631 $ 90 81C 7,31
71€ 20€ — 18 94C
— 24 — — 24
6,49¢ 861 $ 90 82¢ 8,271
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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 $ 6,36z $ — 3 88 $ — 3 6,45(
Europe 747 — — — 747
Asia — — — o =
$ 7,10¢ $ — 3 88 $ — 3 7,197
December 31, 200
North America $ 550z $ 68 $ 75 % — 3 5,64¢
Europe 69¢€ 1 — — 697
Asia — 1 — — 1
$ 6,19¢ $ 70 $ 75 % — 3 6,345
Goodwill(1)
December 31, 200
North America $ 40¢ $ — 3% — 3 — 3 40¢
Europe — — — — —
Asia — — — — —
$ 406 $ — 3 — 3 — 3 40€
December 31, 20C
North America $ 70 $ 194 $ — 3 — 3 264
Europe — — — — —
Asia — — — o =
$ 70 $ 194 $ — 3 — 3 264

(1) The December 31, 2005 Discontinued Information 8es/presented in the table above includes $19bmif goodwill related tc
Software Spectrum. This goodwill is included in ensolidated Balance Sheet in Noncurrent AsseBisgfontinued Operations.
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Communications revenue is grouped into three caiegdl) Core Communications Services (includimgnéport and infrastructure
services, wholesale IP and data services, voisgcesrand Vyvx services) 2) Other Communicationsiges (including managed modem |
its related reciprocal compensation, DSL aggregatod legacy managed IP services), and 3) SBOr&ir8ervices. This revenue reporting
structure reflects how the Company’s managememently invests and manages cash flows in the conmatians business.

Services
SBC
Contact
Core Other Services Total

(dollars in millions)
Communications Revenue

2006
North America $ 1,781 $ 441 $ 89 $ 3,121
Europe 18¢€ 4 — 19C
Asia — — — —
$ 1,97 % 44 $ 89 $ 3,311

2005
North America $ 81¢ $ 65 $ 25 $ 1,49¢
Europe 144 5 — 14¢
Asia — — — —
$ 96z $ 65¢ $ 25 $ 1,64¢

2004
North America $ 664 $ 83z $ — 3 1,54¢
Europe 12¢ 10 — 13¢
Asia — — — —
$ 79 % 892 $ — 3 1,68t

Transport and Infrastructure includes $2 milliob38 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 miti@f termination revenue for the years
ended December 31, 2006, 2005 and 2004, respgct®BIC Contract Services includes $2 million ofiigration revenue for the year ended
December 31 2006. No termination revenue was recoiat SBC in 2005 and 2004.

The majority of North American revenue consistservices delivered within the United States. Théonity of European revenue
consists of services delivered within the Uniteddgdom but also includes France and Germany. Traasic revenue is allocated to Europe.
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The following information provides a reconciliatiohNet Income (Loss) to Adjusted OIBDA by opergtisegment, as defined by the
Company, for the years ended December 31, 200G 200 2004

2006
Discontinued
Information
Communications Services Coal Mining Other
(dollars in millions)
Net Income (Loss $ (800 $ 46 $ 7 % 3
Income from Discontinued Operations — (46) — —
Income Tax Provision (Benefit) 4 — — @)
Total Other (Income) Expense 652 — — 4
Operating Income (Loss) (144 — 7 3
Non-Cash Impairment Char 8 — — —
Depreciation and Amortization Exper 72¢ — 1 —
Non-Cash Compensation Expense 84 — — —
Adjusted OIBDA $ 677 $ — 3 8 $ (©)
2005
Discontinued
Information
Communications Services Coal Mining Other
(dollars in millions)
Net Income (Loss $ (720 $ 69 $ 16 $ 3
Income from Discontinued Operations — (69) — —
Income Tax Provisio 2 — 2 1
Total Other (Income) Expense 474 — ) (@]
Operating Income (Loss) (244) — 11 3
Non-Cash Impairment Char 9 — — —
Depreciation and Amortization Exper 642 — 5 —
Non-Cash Compensation Expense 51 — — —
Adjusted OIBDA $ 45¢ $ — 3 16 $ [©)
2004
Discontinued
Information
Communications Services Coal Mining Other
(dollars in millions)
Net Income (Loss $ (509 $ 20 % 11 $ 20
Income from Discontinued Operations — (20) — —
Income Tax Provisio — — 1 —
Total Other (Income) Expense 264 — — (21)
Operating Income (Loss) (24%) — 12 (@)
Depreciation and Amortization Exper 665 — 6 —
Non-Cash Compensation Expense 43 — — —
Adjusted OIBDA $ 463 $ — $ 18 $ (1)
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(19) Commitments, Contingencies and Other Items
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 gla purported class action covering 22 statesy fih state court in Madison County, lllinois. uyJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed inth8. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatiob€, and Williams Communications, LLC were namediafendants irsmith et. al. v.
Sprint Communications Company, L.P., et @.purported nationwide class action filed intheted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 20@%el 3 Communication
LLC and Williams Communications, LLC were namedatendants ifMcDaniel, et. al., v. Qwest Communications Corpioratet al., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingptamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfr@ilroads, utilities, and others, and have itetiaiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over wthieltompanies’ fiber optic cable networks
pass, and that the railroads, utilities, and otldrs granted the companies the right to constmdtraaintain their networks did not have the
legal authority to do so. The complaints seek dasam theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receanelimay in the future receive, claims and demagldsed to rights-ofvay issues simile
to the issues in these cases that may be baseanhitar ®r different legal theories. To date, otligan as noted above, all adjudicated attempts
to have class action status granted on complalatbdgainst the companies or any of their subs&lanvolving claims and demands related
to rights-of-way issues have been denied.

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

The Company and its subsidiaries are parties toyrotirer legal proceedings. Management believesatmatesulting liabilities for these
legal proceedings, beyond amounts reserved, wilimaderially affect the Company’s financial conadiitior 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 wihiefddition to rental payments,
may require payments for insurance, maintenancgepty taxes and other executory costs relateldetéetase. Certain leases provide for
adjustments in lease cost based upon adjustmetite tonsumer price index and increases in thddastid management costs.

The rights-of-way agreements have various expinadi@es through 2049. Payments under these rigivagfagreements were $62
million in 2006, $30 million in 2005 and $31 milikan 2004.

The Company has obligations under reamcelable operating leases for certain colocati@hoffice facilities, including lease obligatic
for which facility related restructuring chargesre@deen recorded. The lease agreements have vasipiration dates through 2072. Rent
expense, including common area maintenance, urtecancelable lease agreements was $132 milli@dd6, $76 million in 2005 and
$88 million in 2004.
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For those leases involving communications colocadind right-of-way agreements, the Company antiegothat it will renew these
leases under option provisions contained in thedegreements given the significant cost to redotet Company’s network and other
facilities.

Future minimum payments, including common area teaance, for the next five years under right-of-\agyeements and non-
cancelable operating leases consist of the follgwinDecember 31, 2006 (dollars in millions):

Right-of-Way Other
Agreements Facilities Assets Total
2007 $ 61 $ 11€ $ 2 3 17¢
2008 58 11€ 5 181
2009 49 98 — 147
2010 45 84 — 12¢
2011 43 76 — 11¢
Thereafter 597 373 — 97C
Total $ 85% $ 865 $ 7 % 1,72¢

Other

It is customary in Level 3's industries to use was financial instruments in the normal courseusiibess. These instruments include
items such as letters of credit. Letters of craditconditional commitments issued on behalf ofdl&vin accordance with specified terms
conditions. As of December 31, 2006 and 2005, L8vwhd outstanding letters of credit of approxinya$d5 million and $19 million ,
respectively, which are collateralized by cash aredreflected on the consolidated balance sheestricted cash. The Company does not
believe it is practicable to estimate the fair eatid 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, Leveinaificing issued $500 million 10.75% Senior Notes ih2011. These notes are
unsecured obligations of Level 3 Financing, howetray are also jointly and severally and fully amdtonditionally guaranteed on an
unsecured senior basis by Level 3 Communicatiows,dnd Level 3 Communications, LLC (a wholly owrsetbsidiary). The 10.75% Senior
Notes were registered with the Securities and Bxgba&ommission in 200

In March 2006, Level 3 Financing issued $150 milliloating Rate Senior Notes due 2011 and $250omill2.25% Senior Notes due
2013. In addition, on April 6, 2006, Level 3 Finamgissued an additional $300 million of 12.25% iBeMotes due 2013. Level 3 Financing
issued $600 million of its 9.25% Senior Notes d0&£in October 2006 and issued an additional $68Dmof its 9.25% Senior Notes due
2014 in December 2006. These notes are unseculigatains of Level 3 Financing, however, they ariyfand unconditionally guaranteed
on an unsecured senior basis by Level 3 Commuaitatinc. and with respect to the Floating Rate@eviotes due 2011 and the 12.25%
Senior Notes due 2013, Level 3 Communications, LU@on receipt of all applicable state regulatorprapals that are currently being
obtained, Level 3 Communications, LLC will also seally and fully and unconditionally guarantee onuasecured basis the 9.25% Senior
Notes due 201«

In conjunction with the registration of the 10.75#nior Notes, Floating Rate Senior Notes due 202 25% Senior Notes due 2013 :
the expected registration of the 9.25% Senior Ndtes2014, the accompanying condensed consolidfitiagcial information has been
prepared and presented pursuant to SEC RegulatioR@e 3-10 “Financial statements of guarantord affiliates whose securities
collateralize an issue registered or being reg@stéThe operating activities of the separate leggities included in the Company’s
consolidated financial statements are interdepdandée accompanying condensed consolidating firsumaiormation presents the results of
operations, financial position and cash flows aftelegal entity and, on an aggregate basis, ther otbn-guarantor subsidiaries based on
amounts incurred by such entities, and are nohd#d to present the operating results of thosd &giies on a stand-alone basis.
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Condensed Consolidating Statements of Operatiarthdéoyears ended December 31, 2006, 2005 andf2064. Level 3
Communications, LLC leases equipment and certaitiitfas from other wholly owned subsidiaries ofuet 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.
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Revenue
Costs and Expense
Cost of Revenue
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment
Charges
Total Costs and Expenses
Operating Income (Loss)
Other Income (Loss), ne
Interest Incom:
Interest Expense
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings (Losses) ¢
Subsidiaries
Other Income (Expense)
Other Income (Loss)
Income (Loss) from Continuing
Operations Before Income Tax
Income Tax (Expense) Benefit
Income (Loss) from Continuing
Operations
Income from Discontinued Operatic
Net Income (Loss

Condensed Consolidating Statements of Operations
For the year ended December 31, 2006

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

— $ — 1,30¢ % 227C $ (196¢) $ 3,37¢

— — 52t 1,17¢ (187) 1,517

— — 35¢ 372 — 73C

6 — 81¢ 44F 9 1,25¢

— — 9 4 — 13

6 — 1,70¢ 2,00( (19¢6) 3,51¢

(6) — (404) 27C — (140)

16 1 40 7 — 64

(432) (207) — 9) — (64€)

86(C 66¢€ (1,572 46 — —
(1,209 (1,569 141 — 2,62¢ —

27 (10€) 7 10 — (64)

(73€) (1,209 (1,389 54 2,62¢ (64€)
(744) (1,209 (1,789 324 2,62¢ (78€)

_ _ — ) — @)

(744) (1,209 (1,789 322 2,62¢ (790

— — — 46 — 46

(749 $ (1,209 (1,789 $ 36 $ 2,62¢ $ (749
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Revenue
Costs and Expense
Cost of Revenue
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment
Charges
Total Costs and Expenses
Operating Income (Loss)
Other Income (Loss), ne
Interest Incom:
Interest Expense
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings (Losses) ¢
Subsidiaries
Other Income (Expense)
Other Income (Loss)
Income (Loss) from Continuing
Operations Before Income Tax
Income Tax Expense
Income (Loss) from Continuing
Operations
Income from Discontinued Operatic
Net Income (Loss

Condensed Consolidating Statements of Operations
For the year ended December 31, 2005

Level 3

Level 3

Level 3

Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
— 3 — 1,457 $ 44C $ (17¢) $ 1,71¢
— — 57¢ 104 (163) 51€
— — 444 207 — 647
4 — 64C 14C (15) 76¢
— — 21 2 — 23
4 — 1,68( 44¢ (17¢) 1,95¢
4 — (229 9) — (236)
19 1 11 4 — 35
(390 (132 — (7 — (530)
784 527 (1,336) 25 — —
(1,049 (1,497) (1) — 2,541 —
1 — 12 16 — 29
(634) (1,097) (1,319 38 2,541 (46€)
(63€) (1,097 (1,537 29 2,541 (702)
— — — (5) — (5)
(63€) (1,097 (1,537 24 2,541 (707)
— 49 — 20 — 69
(635) $ (1,049 (1,53) $ 44 3% 2,541 $ (63§
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Revenue
Costs and Expense
Cost of Revenue
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment
Charges
Total Costs and Expenses
Operating Income (Loss)
Other Income (Loss), ne
Interest Incom:
Interest Expense
Interest Income
(Expense) Affiliates, ne
Equity in Net Earnings (Losses) ¢
Subsidiaries
Other Income (Expense)
Other Income (Loss)
Income (Loss) from Continuing
Operations Before Income Tax
Income Tax Expense
Income (Loss) from Continuing
Operations
Income from Discontinued Operatic
Net Income (Loss

Condensed Consolidating Statements of Operations
For the year ended December 31, 2004

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
— $ — 1512 % 554 $ (292) $ 1,77¢
— — 692 85 (274 503
— — 428 24¢ — 671
7 — 681 152 18 822
— — 6 8 — 14
7 — 1,802 493 (292) 2,01(
7) — (28¢€) 61 — (234)
— — 11 2 — 13
(40E) (62) (13 (6) — (48¢E)
80¢ 39¢€ (1,20¢) 1 — —
(907) (1,249 (1) — 2,151 —
52 1 15C 26 — 22¢
(451) (907) (1,059 23 2,151 (247)
(45€) (907) (1,347 84 2,151 (477)
— — — @ — @
(45¢) (907) (1,349) 83 2,151 (47¢)
— — — 20 — 20
(456) $  (907) (1,34) $ 102 $ 2,151 $ (45§
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Condensed Consolidating Balance Sheets as of Dexe3tib 2006 and 2005 follow:

Assets

Current Assets
Cash and cash equivalel
Marketable securitie

Restricted cash and securit

Accounts receivable, n
Due from (to) affiliates
Other

Total Current Assets

Property, Plant and Equipment, |

Marketable Securitie
Restricted Cash and Securit

Goodwill and Other Intangibles, n

Investment in Subsidiaries
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
Other
Total Current Liabilities

Long-Term Debt, less current portis

Deferred Revenu
Other Liabilities

Stockholders’ Equity (Deficit)

Total Liabilities and

Stockholder Equity (Deficit)

Condensed Consolidating Balance Sheets

December 31, 2006

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ 15 $ 12 3 1,592 62 $ — $ 1,681
23t — — — — 23t
— — 31 15 — 46
— — 97 22¢ — 32¢
11,18: 6,432 (18,63) 1,01€ — —
17 6 41 37 — 101
11,45( 6,45(C (16,870 1,35¢ — 2,38¢
— — 3,26¢ 3,20( — 6,46¢
17 — — 73 — 90
— — 44 87t — 91¢
(6,419 (10,170 2,63¢ — 13,95( —
43 41 12 32 — 12€
$ 5091 $ (3,679 $ (10,90) $ 553¢ $ 13,95( $ 9,99¢
$ — 1 3 16C 23C $ — $ 391
— — — 5 — 5
— — 59 33 — 92
93 49 — 1 — 143
— — 98 44 — 14z
1 2 56 97 — 15€
94 52 373 41C — 92¢
4,581 2,68¢ — 88 — 7,351
— — 62¢€ 12¢& — 753
42 — 19¢ 34C — 581
374 (6,419 (12,107 4,57¢ 13,95( 374
$ 5091 $ (3,679 $ (10,90) $ 553¢ $ 13,95( $ 9,99¢
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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 Subsidiaries
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 portis
Deferred Revenu
Other Liabilities
Stockholders’ Equity (Deficit)
Total Liabilities and
Stockholder’ Equity (Deficit)

Condensed Consolidating Balance Sheets

December 31, 2005

Level 3 Level 3

Level 3

Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ 37 $ 8 $ 27t $ 59 $ — $ 3r¢
17¢ 3 — — — 17¢€
— 3 20 11 — 34
— — 84 30¢ — 39z
10,11 4,61: (14,859 12¢ — —
— — — 597 — 597
16 4 29 43 — 92
10,34: 4,631 (14,44Y) 1,141 — 1,67(C
— 3,40¢ 2,22 — 5,632
234 — — — — 234
16 — — 59 — 75
— — 85 20¢€ — 291
(6,25)) (9,65)) 80z — 15,10( —
— — — 264 — 264
44 21 14 32 — 111
$ 438 $ (4999 $ (10,135 $ 392 $ 15,10 $ 8,277
$ — $ 1 $ 141 $ 22t $ — $ 367
— — 46 33 — 79
83 18 — 1 — 10z
— — 13€ 61 — 19¢
— — — 53¢ — 53¢
1 2 50 84 — 137
84 21 37¢ 94: — 1,42¢
4,72z 1,23( — 71 — 6,02%
— — 638 104 — 737
56 1 19¢ 317 — 57C
(47€) (6,25)) (11,339 2,49( 15,10( (47€)
$ 438 $ (4999 $ (10,139 $ 3,92t $ 15,10 $ 8,277
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Condensed Consolidating Statements of Cash Flomthdéoyears ended December 31, 2006, 2005 andf200w:

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2006

Level 3
Communications, Financing, Communications,
Inc. Subsidiaries Total
(dollars in millions)
Net Cash Provided by (Used i
Operating Activities of Continuing
Operations $ (380 $ (183 $ 62 $ 722 $ 221
Cash Flows from Investing Activitie
Proceeds from sale and
maturity of marketable securiti 17t 5 10C — 28C
Purchases of marketable securities — — (998) — (99
Decrease (increase) in
restricted cash and securit 1 2 (10) (14) (21)
Capital expenditures — — (166) (226) (392
Investments and acquisitions — — (761) 12 (749
Proceeds from sale of discontinued
operations, net of cash sc — — — 307 307
Advances to discontinued
operations, ne — — — 18 18
Proceeds from sale of property,
plant and equipment and other
assets — — 6 1 7
Net Cash Provided by (Used i
Investing Activities 17€ 7 (929 98 (64¢€)
Cash Flows from Financing
Activities:
Long-term debt borrowings,
net of issuance cos 32¢ 1,93( — — 2,25¢
Payments on long-term debt,
including current portion
(net of restricted casl (513 (59¢€) — (1) (1,110
Equity offering 543 — 543
Increase (decrease) due from
affiliates, net (174) (1,154 2,17( (842) —
Net Cash Provided by (Used i
Financing Activities 182 18C 2,17(C (843 1,68¢
Net Cash Used in Discontinu:
Operations — — — (43) (43)
Effect of Exchange Rates on Cash
Cash Equivalent — — 14 (4) 10
Net Change in Cash and Cz
Equivalents (22 4 1,317 (70 1,22¢
Cash and Cash Equivalents at
Beginning of Year (includes cash
discontinued operation 37 8 27¢ 132 452
Cash and Cash Equivalents at End of
Year 15 $ 12 $ 1,59 $ 62 $ 1,681
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Net Cash Provided by (Used i
Operating Activities of
Continuing Operation

Cash Flows from Investing Activitie
Proceeds from sale and maturity

marketable securitie
Purchases of marketable securities
Decrease (increase) in
restricted cash and securit
Capital expenditures
Investments and acquisitions
Proceeds from sale of discontinued
operations
Advances to discontinued
operations, ne
Proceeds from sale of property,
plant and equipment and other
asset:

Net Cash Provided by (Used i
Investing Activities

Cash Flows from Financing
Activities:

Long-term debt borrowings,
net of issuance cos
Payments on long-term
debt, including current portion
(net of restricted casl
Increase (decrease) due from
affiliates, net

Net Cash Provided by (Used i
Financing Activities

Net Cash Used in Discontinu
Operations

Effect of Exchange Rates on Cash
Cash Equivalent

Net Change in Cash and Cz
Equivalents

Cash and Cash Equivalents at
Beginning of Year (includes cash
discontinued operation

Cash and Cash Equivalents at
End of Year (includes cash of
discontinued operation

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2005

Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
$ (3060 $ (129 $ 22¢ $ 90 $ — $ (119
243 — 34C 1 — 584
(649) — — — — (649)
— 3 (6) @ — ©)
— — (167) (139) — (300
(10) — (497) 12¢ — (379
— 82 — — — 82
— — — 13 — 13
— — 3 8 — 11
(415) 85 (327) 16 — (641)
877 — — 66 — 943
— — (26) (104) — (130)
(122 34 17C (83) — =
75€ 34 144 (121 — 81z
_ — — (32) — (32
@ — 13 1 — 13
34 (9) 30 (46) — 9
3 17 24E 17€ — 447
$ 37 $ 8 $ 27t 3 132 $ — $ 452
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Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2004

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 $ (379 $ (26) $ (300 $ 313 $ — $ (129
Cash Flows from Investing Activitie
Proceeds from sale and maturity

marketable securitie — — 70 — — 70
Purchases of marketable securities — — (410 — — (410
Decrease (increase) in restricted

cash and securitie 7 21 4 3 — 21
Capital expenditures — — 174 (98 — (272
Acquisitions — — (69 — — (69
Advances to discontinued

operations, ne — — — 7 — 7

Proceeds from sale of property,
plant and equipment, and othe
assets = — 9 51 — 60
Net Cash Provided by (Used i
Investing Activities 7 21 (57¢) (43) — (593
Cash Flows from Financing
Activities:
Long-term debt borrowings, net of
issuance cos! 272 71z — — — 98¢t
Payments and repurchases of loi
term debt, including current

portion (net of restricted cas (949 — (75) 3 — (1,027)
Increase (decrease) in due from
affiliates, net 1,04¢ (70€) 341 (684) — —
Net Cash Provided by (Used i
Financing Activities 372 7 26€ (687) — (42
Net Cash Provided by Discontinu
Operations — — — 56 — 56
Effect of Exchange Rates on Cash
Cash Equivalent 2 — 5 8 — 15
Net Change in Cash and Cz
Equivalents 2 2 (337) (352 — (68€)

Cash and Cash Equivalents at

Beginning of Year (includes cash

discontinued operation 1 15 582 531 — 1,12¢
Cash and Cash Equivalents at End of

Year (includes cash of discontinued
operations $ 3 % 17 $ 245 $ 17¢  $ — $ 44z
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(21) Subsequent Events
Broadwing Acquisition

On January 3, 2007, Level 3 acquired Broadwing @eion, a publicly held provider of optical netWarommunications services.
Under the terms of the merger agreement dated ©cfidl) 2006, Level 3 paid $8.18 of cash plus 1.3tkes of Level 3 common stock for
each share of Broadwing common stock outstandirtpaing. In total, Level 3 paid approximately $7élion of cash and issued
approximately 122 million shares of the Compangmmon stock, valued at $688 million. In connectidgth the acquisition of Broadwing,
the Company guaranteed $180 million in aggregateipal amount of Broadwing Corporation’s 3.125%n@ertible Senior Debentures due
2026 (the “Broadwing Debentures”). As of FebruaBy 2007, the holders of $179 million in aggregatagipal amount of the Broadwing
Debentures had converted their Broadwing Debeniatesa total of 17 million shares of Level 3 conmsiock and approximately $106
million in cash pursuant to the terms of the indeagoverning the Broadwing Debentures and theemgeat whereby Level 3 acquired
Broadwing. The remaining $1 million in aggregatmgipal amount of the Broadwing Debentures was mepased by Broadwing at 100% of
par as required by the indenture governing the @rirag Debentures.

Broadwing is a provider of optical network commuations services. Broadwing delivers data, voiceraedia solutions to enterprises
and service providers over its 19,000 mile intgrfitter network. Approximately half of Broadwingrevenue comes from the wholesale
market, with business customers comprising the i@ntarevenue.

SAVVIS CDN Services Business Acquisition

On January 23, 2007, Level 3 completed the acquisitf the SAVVIS Content Delivery Network (“CDN%ervices business of
SAVWVIS, Inc. (“SAVVIS CDN Business”). Under the tas of the agreement, Level 3 paid $132.5 milliosash to acquire certain assets,
including network elements, customer contracts,leypges and intellectual property used in SAVVISBICBusiness. The purchase price is
subject to certain customary post closing workiagital adjustments.

SAVVIS’s CDN Business provides solutions that impr@erformance, reliability, scalability and readltustomers’ online content.
Initially developed in 1996 as Sandpiper Netwotke, division developed, deployed and operated s first content delivery network.
has a globally distributed infrastructure in mdrart 20 countries.

2007 Debt Exchange

In January 2007, in two separate transactions, ILl2eempleted the exchanges of $605 million in aggte principal amount of its 10%
Convertible Senior Notes due 2011 for a total &.89nillion shares of Level 3's common stock. Thares of the Company’s common stock
issued pursuant to these announced exchangesaampeftom registration pursuant to Section 3(alf@er the Securities Act of 1933, as
amended. The Company expects to recognize a $1li@mibss on the early extinguishment of debttfoe exchanges.

Senior Secured Term Loan Refinancing

On February 8, 2007, Level 3 announced that itsididry, Level 3 Financing, Inc. is seeking to mafice its existing $730 million
amended and restated Senior Secured Term Loandduevdth a new Senior Secured Term Loan due 20hd.dompany is seeking, among
other things, to increase the principal to up talgillion, reduce the interest rate payable underagreement and extend the maturity from
2011 to 2014. There is no assurance that Levelldasuccessful in the refinancing of its Seniec@&ed Term Loan due 2011.
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Issuance of 8.75% Senior Notes Due 2017 and FloajiRate Senior Notes Due 2015

On February 14, 2007, Level 3 Financing, Inc. reegi$982 million of net proceeds after transactiosts, from a private offering of
$700 million aggregate principal amount of its 8@5Senior Notes due 2017 (the “8.75% Senior Notast) $300 million aggregate principal
amount of its Floating Rate Senior Notes due 2@1& ‘(2015 Floating Rate Senior Notes”). The 8.7584i8r Notes and the 2015 Floating
Rate Senior Notes are senior unsecured obligatibhevel 3 Financing, ranking equal in right of pagnt with all other senior unsecured
obligations of Level 3 Financing. Level 3 Commuiicas, Inc. has guaranteed the 8.75% Senior Notddree 2015 Floating Rate Senior
Notes.Interest on the 8.75% Senior Notes accrues at 8idtest per year and is payable semi-annualbash on February 15th and
August 15th beginning August 15, 2007. The prinicgraount of the 8.75% Senior Notes will be due ebridary 15, 2017. Interest on the
2015 Floating Rate Senior Notes accrues at LIBAQR BI75% per annum, reset semiannually. The inteatsswas 9.15% as determined at
the commencement of the interest period beginnetguary 15, 2007. Interest on the 2015 Floatings B&nior notes is payable semi-
annually in cash on February 15th and August 1Bdirtning August 15, 2007. The principal amounthaf 2015 Floating Rate Senior Notes
will be due on February 15, 2015.

The 8.75% Senior Notes and the 2015 Floating Retéo® Notes are not currently registered undeiSteurities Act of 1933 or any st
securities laws and, unless so registered, mapeaoffered or sold except pursuant to an applicakénption from the registration
requirements of the Securities Act of 1933 andiapple state securities laws. On February 14, 208%el 3, Level 3 Financing and the
initial purchasers of the 8.75% Senior Notes aed2il5 Floating Rate Senior Notes entered intgiatration rights agreement relating to
8.75% Senior Notes and the 2015 Floating Rate $&lutes pursuant to which Level 3 and Level 3 Failag agreed to file an exchange of
registration statement with the Securities and Brgle Commission.

Under the terms of the registration rights agredmasvel 3 Financing may be required to pay “Spleoiterest” 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 willreese by 0.25% per annum at the end of each sulrste@@rday period. In no event will the
rate exceed 1.00% per annum on the principal amdtfuhie exchange offer is completed on the ternts\aithin the period contemplated by
the registration rights agreement, no special @stewill be payable. A registration default may urcié the Company fails to file with the
Securities and Exchange Commission and have ddatiective the exchange offer registration statenby certain dates as specified in the
registration rights agreement. The Company beli¢vassthe likelihood of having to make Special iat# payments under the terms of the
registration rights agreement is remote and, @sualt; has not accrued a liability for any obligatunder the agreement.

A portion of the debt represented by the 8.75% @edotes and the 2015 Floating Rate Senior Not#aistitute purchase money
indebtedness under the indentures of Level 3 Conations, Inc. and the portion of the net procetbds 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 busineskiding the cash purchase price of any past, pgnali future acquisitions.
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The 8.75% Senior Notes are subject to redemptidimeadption of Level 3 Financing in whole or in pat any time or from time to time,
on or after February 15, 2012 at the redemptiocegriexpressed as a percentage of principal amsetnfiprth below, plus accrued and ung
interest thereon to the redemption date, if redekeduging the twelve months beginning November thefyears indicated below:

Year Redemption Price

2012 104.37%
2013 102.91%
2014 101.45%
2015 100.00%

At any time or from time to time on or prior to Fahbry 15, 2010, Level 3 Financing may redeem ugbh of the original aggregate
principal amount of the 8.75% Senior Notes at &m&gtion price equal to 108.75% of the principal antmf the 8.75% Senior Notes so
redeemed, plus accrued and unpaid interest théifeammy) to the redemption date (subject to thétrigf holders of record on the relevant
record date to receive interest due on the relemsartest payment date), with the net cash proceensibuted to the capital of Level 3
Financing of one or more private placements togrey®ther than affiliates of Level 3 or underwritfgublic offerings of common stock of
Level 3 resulting, in each case, in gross proceéds least $100 million in the aggregate; providealvever, that at least 65% of the original
aggregate principal amount of the 8.75% Senior Slateuld remain outstanding immediately after givffipct to such redemption. Any such
redemption shall be made within 90 days of suchgpei placement or public offering upon not les®itB@ nor more than 60 days’ prior
notice.

The Floating Rate Senior Notes are subject to retdemat 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 rqutén prices (expressed as a percentage of prinaipaunt) set forth below, plus accrued
and unpaid interest thereon to the redemption dfatedeemed during the twelve months beginning &oker 1, of the years indicated below:

Year Redemption Price

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

At any time or from time to time on or prior to Fahbry 15, 2010, Level 3 Financing may redeem ugbh of the original aggregate
principal amount of the 8.75% Senior Notes andRlloating Rate Senior Notes at a redemption pricakimp 100.0% of the principal amount
of the Floating Rate Senior Notes so redeemed,gppremium equal to the interest rate on the Figafiate Senior Notes applicable on the
date that notice of the redemption is given, pkm@ed and unpaid interest thereon (if any) tor&semption date (subject to the right of
holders of record on the relevant record date ¢eive interest due on the relevant interest paymata), with the net cash proceeds
contributed to the capital of Level 3 Financingook or more private placements to persons otheraffdiates of Level 3 or underwritten
public offerings of common stock of Level 3 resudfj in each case, in gross proceeds of at leagt #dlilon in the aggregate; provided,
however, that at least 65% of the original aggregaincipal amount of the 8.75% Senior Notes aedileating Rate Senior Notes would
remain outstanding immediately after giving effeecsuch redemption. Any such redemption shall bdenwithin 90 days of such private
placement or public offering upon not less tham80more than 60 days’ prior notice.

Each of Level 3 Communications, Inc. and Level Baficing has agreed to endeavor in good faith usingmercially reasonable efforts
to cause Level 3 Communications, LLC to obtaimadterial
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governmental authorizations and consents requiredder for it to guarantee the 8.75% Senior Natesthe 2015 Floating Rate Senior N¢

at the earliest practicable date and to enterdrgaarantee of these notes promptly thereafter.ddew there can be no assurance that Parent
and the Issuer will be successful in obtainingrdwuired regulatory approvals to permit Level 3 @mmications, LLC to guarantee these
notes.

Redemptions and Tender Offers

On February 15, 2007, Level 3 Communications, ¢adled for redemption all of its outstanding $48flion aggregate principal amou
of 12.875% Senior Notes due 2010 at a price equbD2.146% of the principal amount thereof, alit®utstanding $96 million aggregate
principal amount of 11.25% Senior Notes due 201® @mice equal to 101.875% of principal amountdéb&and all of its outstanding € 104
million aggregate principal amount of 11.25% Seiiiaro Notes due 2010 at a price equal to 101.875pfimcipal amount thereof. Level 3
will pay accrued and unpaid interest on the semides to but not including the redemption date.oAlhese senior notes will be redeemed by
Level 3 on March 16, 2007. The Company expectg¢ognize a loss of approximately $49 million assteel with these redemptions in the
first quarter of 2007.

Level 3 also announced on February 15, 2007 thatll2Financing, Inc. has commenced a tender tdfeurchase for cash any and all
of the outstanding $150 million aggregate princgraount of its Floating Rate Senior Notes due Z0t & price equal to $1,080 per $1,000
principal amount of the notes, which includes $0,85 the tender offer consideration and $30.00casmsent payment. Additionally, Level 3
Communications, Inc. commenced a tender offer tolmse for cash any and all of its outstandingr§ifBon aggregate principal amount of
11% Senior Notes due 2008 for a price equal toSBILZB per $1,000 principal amount of the noteschimcludes $1,024.28 as the tender
offer consideration and $30.00 as a consent pay(tegether the “ February 15th Tender Offers”). Twmpany expects to recognize a loss
associated with these tender offers in the firstrgr of 2007, the amount of which will depend be &mounts tendered for each issuance.

In connection with the February 15th Tender Offersjel 3 Communications, Inc. and Level 3 Finanging. are soliciting consents to
certain proposed amendments to the respective maengoverning the notes that are subject to #iguary 15th Tender Offers to eliminate
substantially all of the covenants, certain repasehrights, certain discharge rights and certaémisvof default and related provisions
contained in those indentures.

The February 15th Tender Offers are also subjeittesatisfaction or waiver of certain other coiodis as set forth in the Offer to
Purchase. It is a condition to the consummatiotmefFebruary 15th Tender Offers that the holdewt éfast a majority of the outstanding
aggregate principal amount of the notes consetitd@mendments to the indenture governing thossnot

On February 20, 2007, Level 3 Communications, étemmenced a tender offer to purchase for cash mahakh of the outstanding $692
million aggregate principal amount of its 11.5% ®eMotes due 2010 for a price equal to $1,115&6%1,000 principal amount of the
11.5% Senior Notes due 2010, which includes $12#8&s the purchase price and $30.00 as a consgnepa(the “11.5% Notes Tender
Offer”). Level 3 Communications, Inc. also commetheetender offer to purchase for cash any andf étleooutstanding ®0 million aggregal
principal amount of its 10.75% Senior Euro Notes 8008 for a price equal to €1,061.45 per €1,000&jpal amount of the Senior Euro
Notes due 2008, which includ€1,031.45 as the purchase price and €30.00 assamiopayment (the “Euro Tender Offer” and togethi¢n
the 11.5% Notes Tender Offer, the “February 20thdee Offers”). The Company expects to recognizesa Associated with these tender
offers in the first quarter of 2007, the amounwich will depend on the amounts tendered for esstrance.
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In connection with the February 20th Tender Offersjel 3 is soliciting consents to certain propoastendments to the respective
indentures governing these notes that are sulmabetFebruary 20th Tender Offers to eliminate wriglly all of the covenants, certain
repurchase rights, certain discharge rights angicegvents of default and related provisions doethin those indentures.

The February 20th Tender Offers are also subjetttdatisfaction or waiver of certain other coiodi as set forth in the applicable
Offer to Purchase. It is a condition to the conswatiom of the February 20th Tender Offers that thlelérs of at least a majority of the
outstanding aggregate principal amount of eacleserfinotes consent to the amendments to the apfdiindenture governing those notes.

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 Naligs 2013 that allow for the incurrence of debebaspon a multiple of cash flow
available for fixed charges on a “pro forma” bagigng effect to any acquisition, merger or condation completed prior to February 1,
2007.

Conversion of Broadwing Corporation 3.125% Convertble Senior Debentures due 2026

On February 20, 2007, Level 3's wholly owned suiasid Broadwing Corporation, completed the repusehaf $1.0 million aggregate
principal amount of Broadwing’s outstanding 3.128%nvertible Senior Debentures due 2026 (the “Dalyest). The indenture governing
the Debentures required Broadwing to make the ¢dfeepurchase the Debentures as a result of thgp@ay’s acquisition of Broadwing on
January 3, 2007 (see discussion of acquisition@bov

As a result of the acquisition, each $1,000 priacgmount of the Debentures was convertible abgiien of the holder into $492.77 in
cash and 80.789 shares of Level 3 common stockesepting a conversion price equal to the consliderpayable to Broadwing
stockholders in the acquisition of (i) $8.18 inftaer share of Broadwing, multiplied by 60.241, &i)dL.3411 shares of Level 3 common
stock, multiplied by 60.241. Additionally, as aukf the acquisition, a make-whole premium waggide on Debentures converted prior to
February 17, 2007, consisting of (i) 14.969 add#icshares of Level 3 common stock and (ii) an tamtthl $91.31 in cash per $1,000
principal amount of Debentures.

Holders owning $179 million aggregate principal amiof the Debentures converted those Debentutesitotal of approximately 17
million shares of Level 3 common stock and als@red approximately $106 million in cash. As a tesfithese conversions and the
repurchase discussed above, as of February 17, #@Debentures 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 $ 82z $ 527 $ 83t $ 39C $ 87t $ 384 $ 84€ $ 41€
Operating Income (L0sS) (57 26 (18 (79 (25 (89) (40) (99)
Loss from Continuing Operations (166) (79 (229 (196) (163) (207) (237) (22¢)
Income (loss) from Discontinued Operations 2 1 23 8 25 3 — 57
Net Loss (16¢) (77) (207 (18¢) (13¢) (209 (237) (169
Income (Loss) per Share (Basic and Dilute

Loss from Continuing Operations $ (020% (0.11%$ (©29$ (0.290% (0.19% (029% (0.20% (0.39

Income from Discontinued Operations — — 0.0z 0.01 0.0z — — 0.0¢

Net Loss $ (020% (0.119% (0.29)% (0.20$ (0.19$ (0.29% (0.20%$ (0.29

Loss per share was calculated for each three-nmmertbd on a stand-alone basis. As a result of staeisactions during the periods, the
sum of the loss per share for the four quarteesach year may not equal the loss per share fantlee month periods. As a result of the sale
of (i) Structure and Software Spectrum in 2005 and 2@&pectively, certain amounts previously includethn2005 and 2006 quarterly
reports on Forms 10-Q have been reclassified fronticuing 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 recegraz$55 million loss on the amendment and restaienf the Company’s Senior
Secured term Loan due 2011.

In the third quarter of 2006, the Company recoghié&33 million gain from the sale of Software Speu.

In the fourth quarter of 2006, the Company recogghiz $54 million loss on the extinguishment of detit $8 million of termination
revenue.

In the fourth quarter of 2005, the Company recogghia $49 million gain from the sale af)}Structure.
In the first quarter of 2005, the Company recoghi®86 million and $40 million of termination reventelated to 360networks
(USA), Inc. and France Telecom Long Distance USIXCLrespectively. The Company also recognized $fomin severance and related

charges as a result of a workforce reduction of@pmately 470 employees in the first quarter 0820

F-89




Exhibit 23

Consent of Independent Registered Public Accouriing

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference inrégéstration statements (Nos. 333-53914, 333-91838-68887, 333-71713, 333-115062,
333-123703, 333-125030, 333-125262, 333-130710,132895, 333-134668, 333-136413, 333-139836, aBdl33838) 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 Formd${4evel 3 Communications, Inc. of our report dbakéarch 1, 2007, except as to Note
20, which is as of December 12, 2007, with respretiie consolidated balance sheets of Level 3 Camgations, Inc. and subsidiaries as of
December 31, 2006 and 2005, and the related cdiasedtl statements of operations, cash flows, chang#eckholders’ equity (deficit), and
comprehensive loss for each of the years in theetlyear period ended December 31, 2006, and akport dated March 1, 2007, with
respect to management’s assessment of the effeetiseof internal control over financial reportirgyod December 31, 2006 and the
effectiveness of internal control over financighoeting as of December 31, 2006, which reports apjpethe December 31, 2006 annual
report on Form 10-K of Level 3 Communications, Inc.

/sl KPMG LLP

Denver, Colorado
December 12, 2007




Exhibit 31.1
CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. | have reviewed this Form 10-K/A-1 of Level 3 Conmmizations, Inc.;

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

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

4. The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Hhd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tfar registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

b. Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registdisclosure controls and procedures and preséntbds report our conclusiol
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

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

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

a. All significant deficiencies and material weaknessethe design or operation of internal contradrofinancial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial
information; and

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

Date: December 12, 2007
/sl James Q. Crow

James Q. Crow
Chief Executive Office

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




Exhibit 31.2
CERTIFICATIONS*
I, Sunit S. Patel, certify that:
1. | have reviewed this Form 10-K/A-1 of Level 3 Conmmizations, Inc.;

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

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

4. The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Hhd 15d-15(e)) and internal control over finaheporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tfar registrant and have:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

b. Designed such internal control over financial réipgr, or caused such internal control over finah@gaorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registdisclosure controls and procedures and preséntbds report our conclusiol
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

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

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

a. All significant deficiencies and material weaknessethe design or operation of internal contradrofinancial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial
information; and

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

Date: December 12 , 2007

/s/ Sunit S. Pate
Sunit S. Pate
Group Vice President and Chief Financial Offi

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




Exhibit 32.1

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

In connection with the Form 10-K/A-1 of Level 3 Comanications, Inc. (the “Company”) for the year edidiEcember 31, 2006 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), | James Q. Crd@aef Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Qdspted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoi 1934; and

2) The information contained in the Report fairly @ets, in all materials respects, the financial domdand results of
operations of the Company.

/sl James Q. Crow
James Q. Crow

Chief Executive Office
December 12, 200




Exhibit 32.2

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

In connection with the Form 10-K/A-1 of Level 3 Comanications, Inc. (the “Company”) for the year edidiEcember 31, 2006 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), | Sunit S. PaBup Vice President and Chief
Financial Officer of the Company, certify, pursuémtl8 U.S.C. § 1350, as adopted pursuant to &9@te Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoi 1934; and

2) The information contained in the Report fairly @ets, in all materials respects, the financial domdand results of
operations of the Company.

/s/ Sunit S. Pate

Sunit S. Pate

Group Vice President and Chief Financial Offi
December 12, 20C




