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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the Quarterly Period Ended March 31, 2007

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

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

Delaware 47-0210602
(State of Incorporatior (I.LR.S. Employe
Identification No.)
1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code)

(720) 888-1000
(Registrant’s telephone number,
including area code)
Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans vejuired to file such reports), and (2)
has been subject to such filing requirements ferpist 90 days. Yé&&I NoO

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, noaaccelerated filer. See definiti
of an “accelerated filer and large accelerated fileRule 12b-2 of the Exchange Act (Check One):

Large accelerated fileX] Accelerated fileld Non-accelerated file[d
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgje Act). YesO  No
The number of shares outstanding of each clagseassuer’'s common stock, as of May 4, 2007:

Common Stock: 1,529,898,741 shares
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(unaudited)
Three Months Ended
March 31,
(dollars in millions, except per share data 2007 2006
Revenue
Communication: $ 1,037 $ 804
Coal mining 19 18
Total revenue 1,05€ 822
Costs and Expenses (exclusive of depreciation aradtezation shown separately belo
Cost of revenue
Communication: 450 396
Coal mining 16 16
Total cost of revenue 466 412
Depreciation and amortizatic 221 187
Selling, general and administrati 440 276
Restructuring and impairment charges 4 4
Total costs and expenses 1,131 879
Operating Loss (75) (57)
Other Income (Expense
Interest incom 21 9
Interest expens (165) (150)
Gain (loss) on early extinguishment of debt, (427) 27
Other, net 1 4
Total other income (expense) (570) (110
Loss from Continuing Operations Before Income Taxes (645) (167)
Income Tax (Expense) Benefit (2) 1
Loss from Continuing Operations (647) (166)
Loss from Discontinued Operations — (2)
Net Loss $ (647 $ (1698
Loss Per Share of Common Stock (Basic and Dilu
Loss from Continuing Operatiol $ (044 $ (0.20
Loss from Discontinued Operations — —
Net Loss $ (0449 $ (0.20

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(unaudited)
March 31, December 31

(dollars in millions, except share data 2007 2006
Assets
Current Assets

Cash and cash equivale $ 884 $ 1,681

Marketable securitie 8 235

Restricted cash and securit 36 46

Receivables, less allowances of $17 and $17, résphc 450 326

Other 126 101
Total Current Assets 1,504 2,38¢
Property, Plant and Equipment, | 6,675 6,46¢
Restricted Cash and Securit 92 90
Goodwill 1,454 408
Other Intangibles, ne 763 511
Other Assets, net 147 128
Total Assets $ 10,63t $ 9,994
Liabilities and Stockholde’ Equity
Current Liabilities:

Accounts payabl $ 462 $ 391

Current portion of lon-term debt 34 5

Accrued payroll and employee bene 74 92

Accrued interes 94 143

Deferred revenu 163 142

Other 216 156
Total Current Liabilities 1,043 929
Long-Term Debt, less current portis 6,823 7,357
Deferred Revenu 776 753
Other Liabilities 579 581
Commitments and Contingenci
Stockholder Equity:

Preferred stock, $.01 par value, authorized 100@@shares: no shares outstanc — —

Common stock, $.01 par value, authorized 2,2500@@shares: 1,526,282,231 outstanding in 2007 al

1,178,423,105 outstanding in 20 15 12

Additional paic-in capital 10,91¢ 9,30t

Accumulated other comprehensive income (I 66 4)

Accumulated deficit (9,586) (8,939
Total Stockholders’ Equity 1,414 374
Total Liabilities and Stockholders’ Equity $ 10,63t $ 9,994

See accompanying notes to consolidated finanassients.




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

(unaudited)
Three Months Ended
March 31,
(dollars in millions) 2007 2006
Cash Flows from Operating Activitie
Net loss $ (647) $ (169)
Loss from discontinued operations — 2
Loss from continuing operations (647) (166)
Adjustments to reconcile loss from continuing opierss to net cash used in operating activitiesaitinuing
operations
Depreciation and amortizatic 221 187
Gain on sale of property, plant and equipment ahdrasset (1) (2)
Non-cash compensation expense attributable to stockda 24 14
(Gain) loss on extinguishment of debt, 427 (27)
Non-cash impairment expens — 3
Amortization of debt issuance co: 4 4
Accreted interest on lorterm discount dek 9 9
Accrued interest on loi-term debt (48) 18
Change in working capital items, net of amountsuaeql:
Receivable! (35) 23
Other current asse (18) (8)
Payables (13) Q)
Deferred revenu 38 (15)
Other current liabilitie: (53) (44)
Other 1) (3)
Net Cash Used in Operating Activities of Continuldgerations (93) (7)
Cash Flows from Investing Activitie
Capital expenditure (155) (58)
Distributions to discontinued operatic — (20)
Proceeds from sales and maturities of marketalolgrites 280 —
(Increase) decrease in restricted cash and sesnite’ 16 (12)
Proceeds from sale of property, plant and equipnasm othe 2 2
Acquisitions, net of cash acquired (626) (70)
Net Cash Used in Investing Activiti (483) (148)

(continued)

See accompanying notes to consolidated finanassients.




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

(unaudited)
Three Months Ended
March 31,

(dollars in millions) 2007 2006
Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c $ 2362 $ 379

Proceeds from warrants and st-based equity plar 23 —

Payments and repurchases of long-term debt (2,611 (51)
Net Cash Provided by (Used in) Financing Activil (226) 328
Discontinued Operation

Net cash used in discontinued operating activ — (56)

Net cash provided by investing activiti — 9

Net effect of exchange rates on cash and cashaguoie — (1)
Net Cash Used in Discontinued Operati — (48)
Effect of Exchange Rates on Cash and Cash Equigalen 5 3
Net Change in Cash and Cash Equival: (797) 128
Cash and Cash Equivalents at Beginning of Pe

Cash attributable to continuing operati 1,681 379

Cash attributable to discontinued operations — 73
Cash and Cash Equivalents at End of Pel

Cash attributable to continuing operations $ 884 $ 555

Cash attributable to discontinued operations $ — % 25
Supplemental Disclosure of Cash Flow Informati

Cash interest pai $ 200 $ 119

Income taxes pai 1 —
Noncash Investing and Financing Activitir

Common stock and warrants issued for acquis $ 692 $ 66

Equity issued to retire de 879 —

Long-Term debt converted to equ 702 —

Long-Term debt issued in exchange transac — 619

Long-Term debt retired in exchange transac — 692

Decrease in deferred revenue related to acquisi — 4

See accompanying notes to consolidated finanassients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderEquity
For the three months ended March 31, 2007

(unaudited)
Accumulated
Additional Other
Common Paid-in Comprehensive Accumulated

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 12 % 9,30t $ 4) $ (8,939) 374
Common Stock

Acquisitions 1 691 — — 692

Exercise of warrants and optio — 23 — — 23

Stock plan grant — 15 — — 15

401(k) plan — 8 — — 8

Debt conversion to equit 2 877 — — 879
Net Loss — — — (647) (647)
Other Comprehensive Income — — 70 — 70
Balances at March 31, 2007 $ 15 $ 10,91¢ $ 66 $ (9,586) $ 1,414

See accompanying notes to consolidated financassients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Loss

(unaudited)
Three Months Ended
March 31,
(dollars in millions) 2007 2006
Net Loss $ (647) $ (168
Other Comprehensive Income (Loss) Before Income
Foreign currency translation income and adjustrf@mnbsses included in net lo 64 7
Other 6 2
Other Comprehensive Income Before Income 70 9
Income Tax Benefit Related to Items of Other Corhpresive Income — —
Other Comprehensive Income, Net of Income Taxes 70 9
Comprehensive Loss $ 5770 $ (159
Supplementary Stockholders’ Equity Information
(unaudited)
Net Foreign
Currency
Translation
(dollars in millions) Adjustment Other Total
Accumulated Other Comprehensive Income (Lc
Balance at December 31, 2C $ 29 % (33) $ 4)
Change 64 6 70
Balance at March 31, 2007 $ 93 $ (27) $ 66

See accompanying notes to consolidated financitdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies

The consolidated financial statements include tu@ants of Level 3 Communications, Inc. and subsiés (the “Company” or “Level 3") in
which it has control, which are enterprises prityagngaged in the communications and coal miningjrimsses. Fifty-percent-owned mining
joint ventures are consolidated on a pro rata baslissignificant intercompany accounts and trantigas have been eliminate

The Company acquired Progress Telecom, LLC (“Pexgjileelecom”) on March 20, 2006; ICG Communicatiéns, (“ICG
Communications”) on May 31, 2006; TelCove, Inc.€lTove”) on July 24, 2006; Looking Glass Networkslding Co., Inc. (“Looking
Glass”) on August 2, 2006; Broadwing CorporatioBr@fadwing”) on January 3, 2007; and the ContentMeg} Network services business
(“CDN Business”) of SAVVIS, Inc. on January 23, Z00The Progress Telecom, ICG Communications, Tw#Cbooking Glass, Broadwing
and CDN Business results of operations, cash flavasfinancial position are included in the consatiédl financial statements from the
respective dates of their acquisition (See Note 2).

On September 7, 2006, Level 3 sold Software Spacthoc. (“Software Spectrum”), the Company’s softeveeseller business, to Insight
Enterprises, Inc. (“Insight Enterprises”). Thissmess comprised the remaining operations of L&\sinformation services segment in 20
The results of operations and cash flows for thiéw@me Spectrum business have been classifiedsasmtinued operations in the consolid:
financial statements for all periods presentedhis teport (See Note 3).

The consolidated balance sheet of Level 3 at Deee3ib, 2006 has been taken from the Company’sediflance sheet as of that date. All
other financial statements contained herein ar@dited and, in the opinion of management, conthiiadiustments (consisting only of norr
recurring accruals) necessary for a fair preseantadf financial position, results of operations aagh flows for the periods presented.

The Company’s accounting policies and certain otleslosures are set forth in the notes to theaateted financial statements contained in
the Company’s Form 10-K for the year ended DecerBheR006. These financial statements should & ireconjunction with the
Company'’s audited consolidated financial statemantsnotes thereto. The preparation of the codatgld financial statements in conformity
with accounting principles generally accepted m thited States requires management to make esraatl assumptions that affect the
reported amount of assets and liabilities, disasid contingent assets and liabilities and themgga amount of revenue and expenses during
the reported period. Actual results could diffemfi these estimates.

The results of operations for the three months @mdiarch 31, 2007 are not necessarily indicativethefresults expected for the full year.
Recently | ssued Accounting Pronouncements

The significant accounting policies set forth intdld to the consolidated financial statements énQbmpany’s Form 10-K for the year ended
December 31, 2006 appropriately represent, in atenil respects, the current status of the Comipamiical accounting policies, and are
incorporated herein by reference.

In June 2006, the FASB issued Interpretation N¢."ABcounting for Uncertainty in Income Taxes—Aunédmpretation of FASB Statement
No. 10¢" (“FIN No. 48”), which was effective for Level 3arting January 1, 2007. FIN No. 48 clarifies tieeaunting for uncertainty in
income taxes recognized in an enterprise’s findistéements in accordance with FASB Statementl8, “Accounting for Income Taxes”.
FIN No. 48 also prescribes a recognition threslaold measurement attribute for the financial staremeeognition and measurement of a tax
position taken or expected to be taken in a taxmehat results in a tax benefit. AdditionallyNFNo. 48 provides guidance on de-
recognition, income statement classification oéiiast and penalties, accounting in interim peraus disclosure. The Company’s policy is to
recognize interest and penalty expense associatedimcertain tax positions as a component of inedéax expense in the consolidated
statements of




operations. The adoption of FIN No. 48 did not hame=ffect on the Company’s consolidated resultgpefations or financial condition for
the three months ended and as of March 31, 2007.

In June 2006, the FASB ratified the consensus a-Esue No. 06-3, “How Taxes Collected from Custesrand Remitted to Governmental
Authorities Should Be Presented in the Income 8tatg” (“EITF No. 06-3"), which was effective for kel 3 starting January 1, 2007. The
scope of EITF No. 06-3 includes any tax assesseddnrvernmental authority that is directly imposada revenue-producing transaction
between a seller and a customer and may includeés lbot limited to, sales, use, value added, UsizService Fund (“USF”") contributions
and some excise taxes. The Task Force concludéedrtiaes should present these taxes in the incstatement on either a gross or a net
basis, based on their accounting policy, which &hbe disclosed pursuant to APB Opinion No. 22 stihdsure of Accounting Policies”. If
such taxes are significant and are presented 00ss asis, the amounts of those taxes shouldsbséd. The Company records USF
contributions on a gross basis in its consolidatatements of operations, but records sales, atgg added and excise taxes billed to its
customers on a net basis in its consolidated sttemof operations. Communications revenue ondhsalidated statements of operations
includes USF contributions totaling $13 million a4l million for the three months ended March 31028nd March 31, 2006, respectively.
The adoption of EITF No. 06-3 did not have a matezffect on the Company'consolidated results of operations or finanadition for the
three months ended and as of March 31, 2007 gzoliey followed was consistent before and afterm.

In September 2006, the FASB issued SFAS No. 154 WValue Measurements” (“SFAS No. 157”), whichides fair value, establishes a
framework for measuring fair value in generallygied accounting principles, and expands disclgsafeut fair value measurements. St
No. 157 does not require any new fair value measengs, but provides guidance on how to measureire by providing a fair valu
hierarchy used to classify the source of the infifam. This statement is effective for fiscal yeleginning after November 15, 2007 and
interim periods within that fiscal year. The Compas currently assessing the potential effect thatadoption of SFAS No. 157 will have on
its consolidated results of operations or financaidition.

On February 15, 2007, the FASB issued SFAS No. ‘TB% Fair Value Option for Financial Assets anddficial Liabilities - Including an
Amendment of FASB Statement No. 115" (“SFAS No.”)59 his standard permits an entity to choose to measany financial instrumer
and certain other items at fair value. Most ofphevisions in SFAS No. 159 are elective; howevse,dmendment to FASB Statement No.
115, “Accounting for Certain Investments in Debtd&quity Securities”, applies to all entities withailable-for-sale and trading securities.
The FASB's stated objective in issuing this staddaras follows: “to improve financial reporting pyoviding entities with the opportunity to
mitigate volatility in reported earnings causedngasuring related assets and liabilities diffeyewithout having to apply complex hedge
accounting provisions.The fair value option established by SFAS No. 188mits all entities to choose to measure eligitdms at fair valu
at specified election dates. A business entity igflort unrealized gains and losses on items fachwtie fair value option has been elected in
earnings at each subsequent reporting date. SFA339 is effective for fiscal years beginning aftevember 15, 2007. The Company is
currently assessing whether fair value accounsrappropriate for any of its eligible items and/arch 31, 2007 cannot estimate the pote
effect that the adoption of SFAS No. 159 will hareits consolidated results of operations or fin@nmondition.

Reclassifications
Certain prior year amounts have been reclassifiedbbform to the current period presentation.
2. Acquisitions

In 2006, the Company embarked on a strategy torekjia presence in metropolitan markets and beffenrg services to enterprise
customers through its Business Markets Group. Sin&egy will allow the Company to terminate traffiver its owned facilities rather than
paying third parties to terminate the traffic. Tdansion into new metro markets should also pe&ititional opportunities to sell services
to bandwidth intensive businesses on the Comparatisnal and international networks. In order tpegiite the expansion of its metro
presence and its enterprise business, Level 3@ehBrogress Telecom, ICG Communications, TelCakelaoking Glass in 2006 and
Broadwing in the first quarter of 2007. Level 3tmso embarked on a strategy to expand its cod&divery network services with the
acquisition of the CDN Business in the first




quarter of 2007. The results of operations attable to each acquisition are included in the chaated financial statements from the date of
acquisition. The value of Level 3 common stock ébin connection with the acquisitions was deteedibased on the average closing price
for Level 3 common stock two days before and twysditer the date the acquisition was announcetiptietl by the number of shares
issued.

CDN Business Acquisition : On January 23, 2007, Level 3 completed the acdunisif the Content Delivery Network (“CDN”) servige
business of SAVVIS, Inc. Level 3 paid $133 millisncash to acquire certain assets, including ndwetements, customer contracts and
intellectual property used in the CDN Busine$ke purchase price was subsequently increasedsbyHan $1 million for working capital a
other contractual matters. The Company paid tliisstment in April 2007.

Broadwing Acquisition : On January 3, 2007, Level 3 acquired Broadwing G@on, a publicly held provider of optical networ
communications services. Under the terms of thegyareagreement dated October 16, 2006, Level 3$@itB of cash plus 1.3411 shares of
Level 3 common stock for each share of Broadwingmon stock outstanding at closing. In total, Le3@laid approximately $752 million
cash, including $8 million of transaction costsd &sued approximately 123 million shares of thenfany’s common stock, valued at $688
million. As part of the Broadwing acquisition, apgimately 3.8 million previously issued Broadwingrrants (valued at approximately $4
million) became exercisable for approximately 5illiom shares of Level 3 common stock.

In connection with the acquisition of Broadwinge tBompany guaranteed $180 million in aggregatecjpah amount of Broadwing
Corporation’s 3.125% Convertible Senior Debentuhes 2026 (the “Broadwing Debentures”) and the @atisn included $24 million in
capital lease obligations related primarily to anméber IRU agreement. As of February 16, 2ab@, holders of $179 million in aggregate
principal amount of the Broadwing Debentures cotagetheir Broadwing Debentures into a total of lilfiom shares of Level 3 common
stock and approximately $105 million in cash purdda the terms of the indenture governing the Braag Debentures and the agreement
whereby Level 3 acquired Broadwing. The remairtignillion in aggregate principal amount of the &dwing Debentures was repurchased
by Broadwing at 100% of par as required by the mtdgie2 governing the Broadwing Debentures.

Looking Glass Acquisition : On August 2, 2006, Level 3 completed the acquisitibLooking Glass, a privately held lllinois-based
telecommunications company. The consideration pgitevel 3 consisted of approximately $13 milliorcash, including $4 million of
transaction costs, and approximately 21 millionrebaf Level 3 common stock valued at $84 millidn.addition, at the closing, Level 3
repaid approximately $67 million of Looking Glaghllities.

Level 3 entered into certain transactions with LingkGlass prior to the acquisition of Looking GléssLevel 3, whereby Level 3 received
cash for communications services to be providetiérfuture and which was originally recognized efedred revenue. As a result of the
acquisition, Level 3 can no longer amortize thiteded revenue into earnings and, accordingly, ceduhe purchase price applied to the net
assets acquired in the Looking Glass transactio®2omillion, which was the amount of the unamodizieferred revenue balance on August
2, 2006.

TelCove Acquisition : On July 24, 2006, Level 3 completed the acquisitibielCove, a privately held Pennsylvania-based
telecommunications company. Under the terms oatireement, Level 3 paid $446 million in cash asdés approximately 150 million
shares of Level 3 common stock, valued at $623amill In addition, Level 3 repaid $132 million oéTCove debt. The transaction also
included $12 million in TelCove capital leases.s@lthe Company paid third party costs of approteégebl5 million related to the
transaction, which included certain costs incubrgd elCove.

Level 3 entered into certain transactions with Tel€prior to the acquisition of TelCove by Leveldjereby 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 milliatich was the amount of the unamortized deferrgdree balance on July 24, 2006.

ICG Communications: On May 31, 2006, Level 3 acquired all of the outdiag stock of ICG Communications, a privately h€lolorado-
based telecommunications company, from MCCC ICGihgl, LLC excluding certain assets and liabiliti€inder the terms of the purchase
agreement, Level 3 purchased ICG Communicationsdosideration consisting of approximately 26 riilishares of Level 3 common sto
valued at $131 million, and approximately $45 roilin cash. The Company also
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incurred costs of less than $1 million relatedh® transaction. Post-closing adjustments, primardrking capital and other contractual
matters resulted in additional consideration ofragpnately $3 million.

Level 3 entered into certain transactions with IC@nmunications prior to the acquisition of ICG Coomitations by Level 3, whereby Le'

3 received cash for communications services torbeigied in the future and which was originally rgo@ed as deferred revenue. As a result
of the acquisition, Level 3 can no longer amorttas deferred revenue into earnings and, accorgimgtuced the purchase price applied to
the net assets acquired in the ICG Communicatiamsaction by $1 million, which was the amounthaf tnamortized deferred revenue
balance on May 31, 2006.

Progress Telecom : On March 20, 2006, Level 3 completed its acdjaisiof all of the membership interests of Progreskecom from PT
Holding Company LLC (“PT Holding”) excluding certaspecified assets and liabilities of Progressdmte Progress Telecom was owned
by PT Holding which is jointly owned by Progresselgy, Inc. and Odyssey Telecorp, Inc. Under theseof the purchase agreement, Level
3 purchased Progress Telecom for a purchase mit@sting of approximately $69 million in cash approximately 20 million shares of
Level 3 common stock, valued at $66 million. Theghase price was subsequently reduced by $2 milioworking capital and other
contractual matters. The Company received paywfethie $2 million adjustment in July 2006.

Level 3 entered into certain transactions with lReeg 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 rectzgual as deferred revenue. As a resu
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 Progress Telecom tigmsdy $4 million, which was the amount of the oratized deferred revenue balance on
March 20, 2006.

Pro Forma Financial I nformation

The unaudited financial information in the tabléowesummarizes the combined results of operatidriewel 3 and the acquired businesses,
on a pro forma basis, as though the companies r@chjim 2006 and 2007 had been combined as of thiariag of each of the periods
presented. The pro forma financial informationrissented for informational purposes only and isimdicative of the results of operations
that would have been achieved if the acquisiticats taken place at the beginning of each of theogenpresented. The pro forma financial
information for all periods presented includes pheliminary business combination accounting eftecthistorical revenues of the acquired
companies, adjustments to depreciation on acqpir@gerty, amortization charges from acquired inillegassets, restructuring costs and
acquisition costs reflected in the historical stedats of operations for periods prior to Level &sjuisition.

Unaudited

Pro Forma
Three Months Ended

March 31,

2007 2006
(dollars in
millions, except
per share data)

Revenue $ 1,057 $ 1,18¢
Loss from Continuing Operatiol $ 647) $ (192
Loss from Discontinued Operations — (2)
Net Loss $ 647 $ (194)
Per share

Loss from continuing operatiol $ (0.49) $ (0.17)

Net loss $ (0.44) $ (0.17)
Pro Forma Weighted Shares Outstanding (in thou$: 1,474,39¢ 1,163,39¢

The fair value of the assets acquired and theliligisiassumed in the ICG Communications, TelChwmking Glass, Broadwing and CDN
Business transactions are based upon prelimindmatians as of their respective acquisition dafter aeflecting other contractual purchase
price adjustments and are subject to change diugtter analysis of the assets acquired and liasli
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assumed as well as integration plans. The faurevaf assets acquired and liabilities assumeddrPtiogress Telecom transaction are based
upon a final valuation after reflecting other cactual purchase price adjustments. The fair vadfiéise assets acquired and the liabilities
assumed for the companies Level 3 acquired arellasvé.

ICG
Communi- Progress
Broadwing CDN Business Looking Glass TelCove cations Telecom
(dollars in millions)
Assets:
Cash and cash equivale! $ 257 % — 3 3 % 3 % 6 $ —
Marketable securitie 46 — — — — —
Accounts receivabl 85 — 8 23 7 3
Other current asse 19 — 2 5 2 2
Property, plant and equipment, | 240 2 183 796 10 77
Goodwill 939 110 — 178 127 30
Identifiable intangible asse 254 23 9 273 49 36
Other assets 31 — 1 — 4 —
Total Assets 1,871 135 206 1,27¢ 205 148
Liabilities:
Accounts payabl 41 1 5 20 6 1
Accrued payrol 15 1 1 6 2 1
Other current liabilitie: 114 — 9 20 10 7
Current portion of capital leas 2 — — 3 — 1
Long-term debi 203 — — — — —
Capital lease 22 — — 9 3 8
Deferred revenue—Acquired
Company 13 — 1 — 4 —
Deferred reveni—Level 3 — — (2) 3) (1) 4)
Other liabilities 17 — 28 7 3 —
Total Liabilities 427 2 42 62 27 14
Purchase Price $ 1,444 % 133 $ 164 $ 1,21€ $ 178 $ 134

(3) Discontinued Operations

Level 3's information services segment was comgrigeSoftware Spectrum in 2006. The Company solii&re Spectrum in September
2006 and, as a result, has presented it as discettioperations in these financial statements.

Software Spectrum

On September 7, 2006, Level 3 sold Software Spegthuc. to Insight Enterprises, a leading providiinformation technology products and
services. In connection with the transaction, L@veeceived total proceeds of $353 million in casinsisting of a base purchase price of
$287 million and a working capital adjustment opagximately $66 million. The purchase price waljsat to working capital and certain
other post-closing adjustments. During the fogulrter of 2006, the Company paid $2 million tadhs Enterprises as the final working
capital adjustment. Level 3 recognized a $33 aiilljain on the transaction in the third quarte2@d6 after transaction costs.
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Revenue!
Costs and Expense
Cost of revenu
Depreciation and amortizatic
Selling, general and administrati
Restructuring and impairment charges
Total costs and expenses
Loss from Operations

Other Income (Expense)
Loss from Operations Before Income Taxes

Income Tax Expense

Loss from Discontinued Operations

The following is the summarized results of openradiof the Software Spectrum business for the timeieths ended March 31, 2006:

Three Months
Ended
March 31, 2006
(dollars in millions)

$ 445

405
3
37
1
446

1)

@)
@
$ (2)

(4) Restructuring and Impairment Charges
Restructuring Charges

In 2006, the Company initiated workforce reductitimst affected approximately 1,200 employees iNisth American communications
business related to the integration of WilTel Cominations Group, LLC (“WilTel"), Progress TelecoiG Communications, TelCove and
Looking Glass into Level 3's operations.

In the first quarter of 2007, Level 3 initiated &duhal workforce reductions of approximately 1,08@ployees in its North American
communications business in connection with thegirettion of Broadwing and previous acquisitions. §éadditional workforce reductions
expected to be completed over the course of 20Bi& accounting treatment for the severance cosksgendent on whether those individuals
affected are former employees of the acquired comegaor legacy Level 3 employees. The estimatedraace costs earned by employees of
the acquired companies as of the acquisition datéaluded as a liability in the balance sheatfabe acquisition date. The Company
expects cumulative severance and related costsaioaipproximately $63 million for former WilTelrégress Telecom, ICG Communicatic
TelCove, Looking Glass and Broadwing employeesririguthe first quarter of 2007, Level 3 paid $9li of severance and related costs
these employees resulting in cumulative payments fianuary 1, 2006 to March 31, 2007 of $28 milfimnseverance and related charges.
Severance costs attributable to legacy Level 3 eyagls are recorded as a restructuring charge istaltement of operations once the
employees are notified that their position willddeninated and the severance arrangements are coitaed to the employee.

For the period from January 1, 2006 through Marth2®07, the Company had notified or terminated@1 @mployees (342 for Level 3 and
929 for acquired businesses) pursuant to integratidivities. In the first quarter of 2007, thermany recorded approximately $4 million in
restructuring charges for affected legacy Levelpleyees. As of March 31, 2007, the Company hathieing obligations of less than $1
million for those legacy Level 3 employees terméuhor notified. The workforce reduction attribuato the WilTel integration activity was
substantially complete by the end of 2006. Thekfaoce reductions attributable to the Progress date ICG Communications, TelCove,
Looking Glass and Broadwing integration activitiee expected to be primarily completed in 2007.
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A summary of the restructuring charges and relattidity for legacy Level 3 employees follows:

Severance and Relate:

Facilities Related

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

Balance December 31, 20 — 3 — 3 12
2006 Charge 248 5 —
2006 Payments (242) (5) )
Balance December 31, 2006 6 $ — % 10
2007 Charge 94 4 —
2007 Payments (79) (4) —
Balance March 31, 2007 21 $ — 3 10

I mpairment Charges

The Company recognized less than $1 million anch#don of non-cash impairment charges in the fgaarter of 2007 and 2006,
respectively. These non-cash impairment chargesteal from the decision to terminate projectscientain voice services and certain
information technology projects in the communicasidousiness which had been previously capitalizhdse projects have identifiable costs
which Level 3 can separately evaluate for impairm&he costs incurred for these projects, includiagitalized labor, were impaired as the
carrying value of these projects exceeded theimastd fair value.

Level 3 continues to periodically conduct comprediiemreviews of the long-lived assets of its busgas, specifically communication assets
deployed along its intercity and metro networks emils gateway facilities. It is possible thasets may be identified as impaired and
impairment charges may be recorded to reflectéhézable value of these assets in future periods.

(5) Loss Per Share

The Company had a loss from continuing operationshfe three months ended March 31, 2007 and 2l efore, the effect of the
approximately 314 million and 418 million sharesuable pursuant to the convertible debt secuitigstanding at March 31, 2007 and 2006,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusould have been anti-dilutive to the
computation. In addition, the effect of approxiniat3 million and 56 million stock options, outpernfn stock options, restricted stock units
and warrants outstanding at March 31, 2007 and ,2@8@ectively, have not been included in the cdatmn of diluted loss per share
because their inclusion would have been anti-diuto the computation.

The following details the loss per common shareuwdations for Level 3 for the three months endeddii@1, 2007 and 2006 (dollars in
million, except per share data):

Three Months Ended  Three Months Ended

March 31, March 31,
2007 2006

Loss from Continuing Operatiol $ (647) $ (166)
Loss from Discontinued Operations — (2)
Net Loss $ (647) $ (168)
Total Number of Weighted Average Common Shares

Outstanding used to Compute Basic and Diluted Bgmi

Per Share (in thousanc 1,469,16: 821,91¢
Earnings (Loss) Per Share of Level 3 Common StBelsi¢

and Diluted):

Loss from Continuing Operatiol $ 0.49) $ (0.20)

Loss from Discontinued Operations — —

Net Loss $ (0.44) $ (0.20)
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(6) Receivables

Receivables at March 31, 2007 and December 31, @06 as follows:

Communications Coal Total
(dollars in millions)

March 31, 2007

Accounts Receivab—Trade $ 459 $ 8 $ 467
Allowance for Doubtful Accounts 17) — 17
Total $ 442 $ 8 $ 450
December 31, 200!

Accounts Receivab—Trade $ 337 $ 6 $ 343
Allowance for Doubtful Accounts 17) — 17
Total $ 320 $ 6 3 326

The Company recognized bad debt expense in sefiamggral and administrative expenses of $3 mibiod less than $1 million in the three
month periods ended March 31, 2007 and 2006, réspbc Level 3 received less than $1 million obpeeds for amounts previously deemed
uncollectible in each of the three month perioddeehMarch 31, 2007 and 2006. The Company reducamliats receivable and the allowal
for doubtful accounts by $3 million in the threemtto period ended March 31, 2007 for previously meseé amounts the Company wrote off
as uncollectible.

(7) Property, Plant and Equipment, net

Costs associated directly with expansions and imgiments to the communications network and custanséallations, including employee
related costs, have been capitalized. The Compengrglly capitalizes costs associated with networistruction, provisioning of services
and software development. Capitalized labor aratedl costs associated with employees and conataat ivorking on capital projects were
approximately $26 million and $10 million for therée months ended March 31, 2007 and 2006, respbctincluded in capitalized labor

and related costs were less than $1 million oftefiped non-cash compensation costs related tomgptind warrants granted to employees for
each of the three month periods ended March 317 28@ 2006, respectively.

The Company continues to develop business supysidras required for its business. The externattests 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 fithree years.

Depreciation expense was $197 million and $167anilfor the three months ended March 31, 2007 &b 2respectively.
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(8) Goodwill
Goodwill at March 31, 2007 and December 31, 2008 asfollows (dollars in millions):

December 31

March 31,

2007 2006
360networks $ —  $ —
Sprint — —
Telverse — —
Genuity — —
WilTel — —
Progress Telecol 30 32
ICG Communication 127 127
TelCove 178 179
Looking Glass — —
Broadwing 939 —
CDN Busines: 110 —
McLeod 40 40
XCOM 30 30

$ 1454 % 408

The Company segregates identifiable intangibletagssuired in a business combination from goodWilaccordance with SFAS No. 142,
goodwill is not amortized and the carrying amourthe goodwill and indefinite-lived intangible assenust be evaluated at least annually for
impairment using a fair value based test. An assestof the carrying value of the goodwill and ifidige-lived intangible assets attributable
to the communications business was performed Beoémber 31, 2006 and indicated that the assetsnegrimpaired.

The final purchase price valuation for Progres&den indicated that the purchase price exceedef@ithealue of the identifiable assets
acquired and liabilities assumed and resulted odgall of $30 million. The preliminary purchaseiqe valuations for ICG Communications,
TelCove, Broadwing and the CDN Business indicaled the purchase price exceeded the fair valuleeoidientifiable assets acquired and
liabilities assumed and resulted in goodwill of $Xillion, $178 million, $939 million and $110 mdh, respectively.

The preliminary valuation of the assets acquiredl l@bilities assumed in the Looking Glass transacindicates that the fair value of the
identifiable net assets acquired exceeds the ceratidn paid to the former owners by $24 millioniethreduced the fair value of long-lived
assets acquired in the transaction on a pro-ratia.balso, during the fourth quarter of 2006 LeS8ekcorded a $24 million liability for
unfavorable leases attributable to Looking Glass.
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(9) Other Intangibles, net

Other Intangibles, net at March 31, 2007 and Deegr8h, 2006 were as follows (dollars in millions):

December 31

March 31,
2007 2006
360networks $ 2 3 3
Sprint 3 5
Telverse 8 10
Genuity 4 6
WilTel 131 135
Progress Telecol 32 33
ICG Communication 46 47
TelCove 258 264
Looking Glass 8 8
Broadwing 248 —
CDN Busines: 23 —
McLeod — —
XCOM — —

$ 763 $ 511

On January 23, 2007, Level 3 completed the acipnsif the CDN Business. A preliminary valuationtoé assets acquired in the CDN
Business transaction indicated a value of $23 onilfor patents and customer-related intangibletasegi¢h estimated useful lives ranging
from 1 year to 8 years.

On January 3, 2007, Level 3 completed the acqoisiti Broadwing. A preliminary valuation of the assacquired in the Broadwing
transaction indicated a value of $254 million fastomer-related intangible assets with an estimaseful life of 10 years.

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, indicatestaner-related intangibles of approximately $dionlwith an estimated useful life of 8
years. Based on the valuation, Level 3 adjustegréminary estimate of the amount initially alkaed to customer intangibles frc

$41 million at the end of the third quarter of 20669 million as of the end of the fourth quaxé2006.

On July 24, 2006, Level 3 completed the acquisitbfielCove. A preliminary valuation of the assatsjuired in the TelCove transaction as
of the acquisition date, indicates customer-relatezhgible assets of approximately $253 millioiithwives ranging from 9 to 13 years and
other assets of approximately $20 million with addfinite life.

On May 31, 2006, Level 3 completed the acquisitbiCG Communications. A preliminary valuation betassets acquired in the ICG
Communications transaction indicated a value of idBon for customer-related intangible assetswah estimated useful life of 15 years.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. A final valuation of theedsscquired in the Progress Telecom
acquisition resulted in a value of $36 million farstomer-related intangible assets with an estidnaseful life of 8 years.

Intangible asset amortization expense was $24anilind $20 million for the three months ended M&th2007 and 2006, respectively. ~
amortization expense related to intangible assetgitly recorded on the Company’s books for eddhefive succeeding years is estimated
to be the following for the years ended Decembe2807—3$68 million; 2008—$79 million; 2009—$74 nwlh; 2010—%$74 million; 2011—
$73 million and thereafter—$343 million.
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(10) Long-Term Debt

At March 31, 2007 and December 31, 2006, long-taetst was as follows:

December 31

March 31,

(dollars in millions) 2007 2006
Senior Secured Term Loan due 2014 (7.5 $ 1,40C $ =
Senior Secured Term Loan due 2( — 730
Senior Notes due 2008 (11.0' 20 78
Senior Euro Notes due 2008 (10.75 5 65
Senior Discount Notes due 20 — 488
Senior Euro Notes due 20 — 137
Senior Notes due 201 — 96
Senior Notes due 2010 (11.5' 15 692
Fair value adjustment on Senior Notes due 2) (60)
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2011 (11.70 6 150
Issue discount on Senior Notes due 2 — 4)
Senior Notes due 2013 (12.25 550 550
Issue discount on Senior Notes due 2 (2) (2)
Senior Notes due 2014 (9.25! 1,25C 1,25C
Issue premium on Senior Notes due 2 11 11
Floating Rate Senior Notes due 2015 (9.1! 300 —
Senior Notes due 2017 (8.75' 700 —
Convertible Senior Notes due 2010 (2.87¢ 374 374
Convertible Senior Notes due 2011 (5.2t 345 345
Convertible Senior Notes due 2011 (10.( 275 880
Convertible Senior Notes due 2012 (3.5 335 335
Convertible Senior Discount Notes due 2013 (9. 281 275
Convertible Subordinated Notes due 2009 (6. 362 362
Convertible Subordinated Notes due 2010 (6. 514 514
Commercial Mortgage due 2015 (6.86 70 70
Capital leases 45 23
6,857 7,362
Less current portion (34) (5)

$ 6,82 $ 7,357

Debt for Equity Exchanges

In January 2007, in two separate transactions, IL3gempleted the exchange of $605 million in aggte principal amount of its 10%
Convertible Senior Notes due 2011 for a total of fillion shares of Level 3's common stock. Therebaf the Company’s common stock
issued pursuant to these announced exchangesearmpefikom registration pursuant to Section 3(alf@er the Securities Act of 1933, as
amended. The Company recognized a $177 milliondasaxtinguishment of debt for the exchanges. ughetl in the loss was approximately
$1 million of unamortized debt issuance costs.

Senior Note | ssuance

On February 14, 2007, Level 3 Financing, Inc., alyhowned subsidiary of Level 3 (“Level 3 Finangif issued $700 million of its 8.75%

Senior Notes due 2017 and $300 million of its Rl@aRate Senior Notes due 2015 and received neepds of $982 million. The proceeds
from these private offerings were used to refinaentain Level 3 Financing debt and to fund thd obsonstruction, installation, acquisitic

lease, development or improvement of other asedis tised in Level 3's communications busines® &Saetailed description of the notes
below.

Senior Secured Term Loan Refinancing
In March 2007, Level 3 Financing refinanced itsisesecured credit agreement and received net pdscef $1.382 billion. The proceeds

from this transaction were used to repay the exds$730 million Senior Secured Term Loan due 20id.ather
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debt. The effect of this transaction was to incegthe amount of senior secured debt from $730anilio $1.4 billion, reduce the interest rate
on that debt from the London Interbank Offeringdr@t IBOR”) plus 3.00% to LIBOR plus 2.25% and extend the final migtdrom 2011 tc
2014. The Company recognized a $10 million losthisitransaction related to unamortized debt isse@osts. See a detailed description of
the Senior Secured Term Loan due 2014 below.

I nterest Rate Swap

Level 3 has floating rate long-term debt. Thesiggahons expose the Company to variability in et payments due to changes in interest
rates. If interest rates increase, interest expemsgeases. Conversely, if interest rates deerdaterest expense also decreases. On March
13, 2007, Level 3 Financing entered into two inderate swap transactions to hedge the intereshg@atg on $1 billion notional amount of
floating rate debt. The two interest rate swapdeations are with different counterparties and@r&500 million each. The transactions are
effective beginning April 13, 2007 and mature onuky 13, 2014. Under the terms of the interdastseap transactions, Level 3 receives
interest payments based on rolling three month IRBE€rms and pays interest at the fixed rate of%.98der one arrangement and 4.9175%
under the other. Level 3 has designated the isiteaée swap agreements as a cash flow hedge ami¢hest payments for $1 billion of

floating rate debt as of March 13, 2007. LeveliBsvaluate the effectiveness of the hedge onatgudy basis. The Company does not enter
into derivative instruments for any purpose otlmantcash flow hedging.

Redemptions and Repurchases

On March 13, 2007, the Company redeemed the ebit22 million of outstanding principal amount of fielowing debt issuances and
recognized a loss on extinguishment of debt tageiB4 million on the redemption transactions:

* Redeemed $488 million of outstanding 12.875% SeMaies due 2010 at a price equal to 102.146 optimeipal amount and
recognized a $12 million loss on extinguishmend@lbt consisting of a $10 million cash loss and $ian in unamortized debt
issuance costs. Accrued interest paid at the déimedemption totaled less than $1 million.

* Redeemed $96 million of outstanding 11.25% Seniatell due 2010 at a price equal to 101.875 of timeipal amount and
recognized a $3 million loss on extinguishmentetfttconsisting of a $2 million cash loss and $liomlin unamortized debt
issuance costs. Accrued interest paid at the eimedemption totaled less than $1 million.

* Redeemed $138 million ( €104 million) of outstargiil.25% Senior Euro Notes due 2010 at a priceléq#4101.875 per £00C
of principal amount and recognized a $39 milliossl@n extinguishment of debt consisting of a $38anicash loss and $1
million in unamortized debt issuance costs. Acdrimerest paid at the time of redemption totaéss lthan $1 million (less that €
million) .

On March 15, 2007, the respective issuer repurchdsemugh tender offers, $941 million of the oatgting principal amounts of the
following debt issuances and recognized a lossxinguishment of debt totaling $186 million on tfepurchase transactions:

*  Repurchased $144 million of its outstanding Flapftate Senior Notes due 2011 at a price equal,@8®Iper $1,000 principal
amount of the notes, which included $1,050 asehder offer consideration and $30 as a consent @atyrand recognized an $18
million loss on extinguishment of debt consistidg@$12 million cash loss and $6 million in unanmet debt issuance costs and
unamortized discount. Accrued interest paid atithe of repurchase totaled $8 million.

*  Repurchased $59 million of its outstanding 11% &eNiotes due 2008 at a price equal to $1,054.28p@00 principal amount
of the notes, which included $1,024.28 as the teaffer consideration and $30 as a consent paynexdtrecognized a $3 million
loss on extinguishment of debt consisting of a $ilian cash loss and less than $1 million in unatized debt issuance costs.
Accrued interest paid at the time of repurchasaledt$3 million.

*  Repurchased $677 million of its outstanding 11.584i& Notes due 2010 at a price equal to $1,1152651,000 principal
amount of the notes, which included $1,085.26 ade¢hder offer consideration and $30 as a
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consent payment, and recognized a $141 milliondassxtinguishment of debt consisting of a $78imillcash loss and $63
million in unamortized debt issuance costs and wrdred discount. Accrued interest paid at theetohrepurchase totaled $3
million.

*  Repurchased $61 million ( €46 million) of its oatsting 10.75% Senior Euro Notes due 2008 at a pgcel to €1,061.45 per
€1,000 of principal amount of the notes, whichunigdd €1,031.45 as the tender offer consideratidr€&0 as a consent payment,
and recognized a $24 million loss on extinguishnedmtebt consisting of a $24 million cash loss &®s than $1 million in
unamortized debt issuance costs. Accrued intpegdtat the time of repurchase totaled $3 milli@2 (million) .

In connection with the tender offers completedchia first quarter of 2007, Level 3 and Level 3 Ficiag obtained consents to certain prope
amendments to the respective indentures goverhangdtes that are subject to the tender offer aictimns described above to eliminate
substantially all of the covenants, amend certajrurchase rights, certain discharge rights andicegtzents of default and related provisions
contained in those indentures.

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 allowed for the incurrence of detstdal upon 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. Additional debt as permitted under the aredriddenture was incurred in February 2007. Imeaction with the consent solicitation,
the Company paid consent fees totaling approxim&2Imillion which were capitalized as additionabtlissuance costs and will be
amortized over the remaining life of the relatetitdesuances using the effective interest method.

Conversion of Broadwing Corporation 3.125% Convertible Senior Debentures due 2026

On February 17, 2007, Level 3's wholly owned suiasid Broadwing, completed the repurchase of $lionilaggregate principal amount of
Broadwing’s outstanding 3.125% Convertible SeniebBntures due 2026 (the “Debentures”). The indergarverning the Debentures
required Broadwing to make the offer to repurcttaseDebentures as a result of the Company’s adiquigsif Broadwing on January 3, 2007.

As a result of the acquisition, each $1,000 priacgmount of the Debentures was convertible abthi®n of the holder into $492.77 in cash
and 80.789 shares of Level 3 common stock, reptiegea conversion price equal to the considergtiayable to Broadwing stockholders in
the acquisition of (i) $8.18 in cash per share afdgiwing, multiplied by 60.241, and (ii) 1.3411 s#mof Level 3 common stock, multiplied
by 60.241. Additionally, as a result of the acdign, a make-whole premium was payable on Debestaonverted prior to February 17,
2007, consisting of (i) 14.969 additional sharek®fel 3 common stock and (ii) an additional $91ir8tash 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 alsenesd approximately $105 million in cash. As autesf these conversions and the
repurchase discussed above, as of February 17, #@Debentures are no longer outstanding. Tiwvaseno gain or loss recognized due to
the fact that, under purchase accounting, theliiplhor the notes was valued at the total cogtetire the obligation.

Capital Leases

As part of the Broadwing transaction completed amuary 3, 2007, the Company now includes in itarfgial statements certain capital lease
obligations of Broadwing totaling $24 million, r&tal primarily to a metro fiber IRU agreement. Tagital leases mature at various dates
through 2022.

Debt I nstruments

Senior Secured Term Loan due 2014

On March 13, 2007, Level 3, as guarantor, Leveinaicing, as borrower, Merrill Lynch Capital Corption, as administrative agent and
collateral agent, and certain other agents andicdenders entered into a Credit Agreement, puntsisawhich the lenders extended a $1.4

billion senior secured term loan (“Senior SecurednT Loan due 2014") to Level 3 Financing. The tésem matures on March 13, 2014 and
has an interest rate of LIBOR plus an applicablegmeof 2.25% per annum.
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Interest on the Senior Secured Term Loan due 26ddies at the three month LIBOR plus 2.25% per anand is payable in cash quarterly
on April 13, July 13, October 13 and January 18axth year, in arrears, beginning July 13, 2007 .ifiteeest rate was 7.57% at March 31,
2007.

Level 3 Financings obligations under this term loan are, subjeckttain exceptions, secured by certain assetsed€tmpany; and certain
the Company’s material domestic subsidiaries trmeagaged in the telecommunications businessCbngpany and these subsidiaries have
also guaranteed the obligations of Level 3 Finapcinder the Senior Secured Term Loan due 2014.1[3e€emmunications, LLC and its
material domestic subsidiaries have not guarardedchave not pledged certain of their assets tore¢be obligations under the Senior
Secured Term Loan due 2014. Each of Level 3 anélL2¥inancing has agreed to endeavor in good faithg commercially reasonable
efforts to cause Level 3 Communications, LLC toadbtll material governmental authorizations anasemts required in order for it to
guarantee the Senior Secured Term Loan due 2(th4 atarliest practicable date and to enter intoaaantee of these notes promptly
thereafter. However, there can be no assurancé¢vat 3 and Level 3 Financing will be successfubbtaining the required regulatory
approvals to permit Level 3 Communications, LL@t@rantee these notes.

The Senior Secured Term Loan due 2014 includeainaregative covenants which restrict the abilitthe Company, Level 3 Financing and
any restricted subsidiary to engage in certairviiets. The Senior Secured Term Loan due 2014@stains certain events of default. It does
not require the Company or Level 3 Financing torrtaan specific financial ratios or other finananagtrics.

Level 3 used a portion of the original net proceaftisr transaction costs to repay Level 3 Finarisi§30 million Senior Secured Term Loan
due 2011 under that certain credit agreement dated 27, 2006. In addition, Level 3 used a pontibtine net proceeds to fund the purchase
of certain of its existing debt securities.

Debt issuance costs of $18 million were capitaliaed are being amortized to interest expense treetetm of the Senior Secured Term Loan
due 2014 using the effective interest method.

8.75% Senior Notes Due 2017 and Floating Rate Senidotes Due 2015

On February 14, 2007, Level 3 Financing receive82®@illion of net proceeds after transaction cdstsn a private offering of $700 million
aggregate principal amount of its 8.75% Senior Bldige 2017 (the “8.75% Senior Notes”) and $300ionilaggregate principal amount of its
Floating Rate Senior Notes due 2015 (the “2015tiFigaRate Senior Notes”). The 8.75% Senior Notabtae 2015 Floating Rate Senior
Notes are senior unsecured obligations of Levahar€ing, ranking equal in right of payment with@her senior unsecured obligations
Level 3 Financing. Level 3 Communications, Inc. baaranteed the 8.75% Senior Notes and the 20HgifdgoRate Senior Notes. Interest on
the 8.75% Senior Notes accrues at 8.75% interestgae and is payable semi-annually in cash onuaglrl5th and August 15th beginning
August 15, 2007. The principal amount of the 8.758fior Notes will be due on February 15, 2017.r&sgon the 2015 Floating Rate Senior
Notes accrues at LIBOR plus 3.75% per annum, sese-annually. The interest rate was 9.15% at Marct2B0y. Interest on the 2015
Floating Rate Senior notes is payable semi-anniraltash on February 15th and August 15th beginAungust 15, 2007. The principal
amount of the 2015 Floating Rate Senior Notesléldue on February 15, 2015.

The 8.75% Senior Notes and the 2015 Floating Ratéo® Notes are not currently registered undeiStbeurities Act of 1933 or any state
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 aed2®l5 Floating Rate Senior Notes entered int@atration 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 agredmssvel 3 Financing may be required to pay “Splcigerest” in the event of a registration
default. Special Interest will accrue at a rat€.60% per annum on the principal amount during@welay period after the occurrence of the
registration default and will increase by 0.25% aenum at the end of each subsequent 90-day pémniod. event will the rate exceed 1.00%
per annum on the principal amount. If the exchaofgr is completed on the terms and within the getdontemplated by the registration
rights agreement, no special interest will be psgab registration default may occur if the Compdais to file with the Securities and
Exchange Commission and have declared effectivextbleange offer registration statement by certateglas specified in the registration
rights agreement. The Company believes that tledititod
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of having to make Special Interest payments urfteetdrms of the registration rights agreementrisote and, as a result, has not accrued a
liability for any obligation under the agreement.

A portion of the debt represented by the 8.75% @eMotes and the 2015 Floating Rate Senior Notd<wistitute purchase money
indebtedness under the indentures of Level 3 amg@dhtion of the net proceeds that constitutestage money indebtedness will be used
solely to fund the cost of construction, instaiatiacquisition, lease, development or improverméany assets to be used in the Company’s
communications business, including the cash puechese of any past, pending or future acquisitions

At any time prior to February 15, 2012, Level 3dining may redeem all or a part of the 8.75% Sexdates upon not less than 30 nor more
than 60 days’ prior notice, at a redemption prigaat to 100% of the principal amount of the 8.75éhi6r Notes so redeemed plus the 8.75%
Applicable Premium as of, and accrued and unpaetast thereon (if any) to, the redemption datéjésut to the right of holders of record on
the relevant record date to receive interest duth@melevant interest payment date).

With respect to the 8.75% Senor Notes, “8.75% Amwfilie Premium” means on any redemption date, thater of (1) 1.0% of the principal
amount of such 8.75% Senior Notes and (2) the sxdeasny, of (a) the present value at such redempmtate of (i) 104.375% of the principal
amount of such 8.75% Senior Notes plus (ii) aluieed interest payments due on such 8.75% Senites\brough February 15, 2012
(excluding accrued but unpaid interest to the reatem date), computed using a discount rate equidld Treasury Rate (as defined in the
indenture governing the 8.75% Senior Notes) asiofi sedemption date plus 50 basis points, oveth@principal amount of such 8.75%
Senior Notes.

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 redemption priegpressed as a percentage of principal amounfdiske below, plus accrued and unpaid
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¢%0
2015 100.00(%

At any time or from time to time on or prior to Fehry 15, 2010, Level 3 Financing may redeem ugbth of the original aggregate princij
amount of the 8.75% Senior Notes at a redemptime ggual to 108.75% of the principal amount of8h&5% Senior Notes so redeemed,
plus accrued and unpaid interest thereon (if amyfi¢ redemption date (subject to the right of Brddf record on the relevant record date to
receive interest due on the relevant interest payuh&te), with the net cash proceeds contributétegaapital of Level 3 Financing of one or
more private placements to persons other thanaaéd of Level 3 or underwritten public offeringscommon stock of Level 3 resulting, in
each case, in gross proceeds of at least $10@miflithe aggregate; provided, however, that &t 168% of the original aggregate principal
amount of the 8.75% Senior Notes would remain antihg immediately after giving effect to such negion. Any such redemption shall
made within 90 days of such private placement tipwffering upon not less than 30 nor more th@rdéys’ prior notice.

At any time prior to February 15, 2009, Level 3dfining may redeem all or a part of the FloatingeRB&nior Notes, upon not less than 3(

more than 60 days’ prior notice, at a redemptiocepequal to 100% of the principal amount of theaffihg Rate Senior Notes so redeemed
plus the Applicable Premium as of, and accrueduarphid interest thereon (if any) to, the redemptlate (subject to the right of holders of
record on the relevant record date to receiveéstatue on the relevant interest payment date).

With respect to the Floating Rate Senior Notes,pliigable Premium” means, on any redemption dategtieater of (1) 1.0% of the principal
amount of such Floating Rate Senior Notes andh@kkcess, if any, of (a) the present value at sedbmption date of (i) the redemption
price of 102% of the principal amount of such FlogtRate Senior Notes, plus (ii) all required iettrpayments due on such Floating Rate
Senior Notes through February 15, 2009 (excludowjwed but unpaid interest to the redemption dateh interest payments to be
determined in accordance with the indenture gowerttie Floating Rate Senior Notes assuming thaORBn effect on the date of the
applicable redemption notice would be the applieddBOR in effect through February 15, 2009, coreputising a discount rate equal to the
Treasury Rate (as defined in the indenture govgrtiie Floating Rate Senior Notes) as of such retiemgate plus 50 basis points, over (b)
the principal amount of such Floating Rate Seniotey.

The Floating Rate Senior Notes are subject to retiemat the option of Level 3 Financing in wholeim part, at any time or from time to
time, on or after February 15, 2009 at the redemnptrices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption daredéemed during the twelve months beginning Noverbpef the years indicated below:

Year Redemption Price

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

At any time or from time to time on or prior to Fahry 15, 2009, Level 3 Financing may redeem ugbth of the original aggregate princij
amount of the Floating Rate Senior Notes at a rediem price equal to 100.0% of the principal amooiithe Floating Rate Senior Notes so
redeemed, plus a premium equal to the interesorathe Floating Rate Senior Notes applicable erddte that notice of the redemption is
given, plus accrued and unpaid interest thereaan(f) to the redemption date (subject to the rijhtolders of record on the relevant record
date to receive interest due on the relevant istgr@yment date), with the net cash proceeds boméd to the capital of Level 3 Financing



one or more private placements to persons otheréaffdiates of Level 3 or underwritten public offiegs of common stock of Level 3
resulting, in each case, in gross proceeds ofat B100 million in the aggregate; provided, howegtrat at least 65% of the original
aggregate principal amount of the Floating Rata@eiotes would remain outstanding immediately raff@ing effect to such redemption.
Any such redemption shall be made within 90 daysuch private placement or public offering uponlees than 30 nor more than 60 days’
prior notice.

Each of Level 3 and Level 3 Financing has agreazhtteavor in good faith using commercially reastsmafforts to cause Level 3
Communications, LLC to obtain all material govermta authorizations and consents required in diateit to guarantee the 8.75% Senior
Notes and the 2015 Floating Rate Senior Noteseagdhliest practicable date and to enter into asgee of thes
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notes promptly thereafter. However, there can bassorance that Parent and the Issuer will be ssitdén obtaining the required regulatory
approvals to permit Level 3 Communications, LLGt@rantee these notes.

Debt Maturities

The Company’s contractual obligations at MarchZW]7 related to debt, including capital leasesexuiuding issue discounts and fair value
adjustments will require estimated cash paymentsgwach of the five succeeding years of the foithgy for the years ended December 31:
2007—$7 million; 2008—$31 million; 2009—$366 Millip2010—$972 million; 2011—$631 million and theteaf—$4,843 million.

(11) Employee Benefit Plans

The Company recognized in net loss from continaipgrations a total of $24 million and $14 milliochnmn-cash compensation for the three
months ended March 31, 2007 and 2006, respectireBddition, included in discontinued operatioosthe three months ended March 31,
20086, is non-cash compensation expense of $1 millio

The Company capitalized less than $1 million of+cash compensation for those employees and cootsadirectly involved in the
construction of the network, installation of custasior development of the business support systenesach of the three month periods
ended March 31, 2007 and 2006.

SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash flow if
tax benefits are expected to be realizable. ACibm@mpany is currently in a net operating loss possiind does not expect to generate net
income in the near term, Level 3's management doésxpect to realize tax benefits from share-basedpensation for the foreseeable
future.

The following table summarizes non-cash compensatipense and capitalized non-cash compensatidghddhree months ended March 31,
2007 and 2006.

March 31, March 31,

(dollars in millions) 2007 2006
0SsO $ 9 % 4
Restricted Stoc 7 6
401(k) Match Expens 8 4
401 (k) Discretionary Grant Plan — 1
24 15
Discontinued Operations — (1)
$ 24 $ 14

Non-qualified Stock Options and Warrants

The Company has not granted non-qualified stoclonpt(“NQSOs”) since 2000. As of March 31, 2007 N\DSOs previously granted were
fully vested and the compensation expense had fodlgmecognized in the consolidated statementsgarations. At March 31, 2007, there
were approximately 4.6 million NQSOs outstandinthveixercise prices ranging from $1.76 to $8.00. Whahted average exercise price of
the NQSOs outstanding was $5.81 at March 31, 2007.

In connection with the acquisition of Broadwingpamximately 4 million previously issued Broadwin@mants were convertible into
approximately 5 million shares of Level 3 commarcktat a weighted average exercise price of $5e7&lpare of Level 3 common stock.
During the quarter ended March 31, 2007, approxiyed million of the Broadwing warrants were exsed to purchase approximately 4
million shares of Level 3 common stock and resuiitegroceeds to the Company totaling approxima$y million. As of March 31, 2007,
approximately 700,000 Broadwing warrants remairstautding and are convertible into approximatelyillian shares of Level 3 common
stock at a weighted average exercise price of $3e8&hare.
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Outperform Stock Options

The fair value of the Outperform Stock Option (“O$@nits granted is calculated by applying a maifBlack-Scholes model with the
assumptions identified below. The Company utiliaedodified Black-Scholes model due to the addifiensiables required to calculate the
effect of the success multiplier of the OSO prograire Company believes that given the relative tliferof the options and the other
variables used in the model, the modified Blackebesr model provides a reasonable estimate of thedhue of the OSO units at the time of
grant for grants to be issued in 2007 and issu)@®.

Three Months Ended March 31,

2007 2006
S&P 500 Expected Dividend Yield Rate 1.78% 1.78%
Expected Life 3 year: 3.4 year
S&P 500 Expected Volatility Ra 12% 12%
Level 3 Common Stock Expected Volatility Ri 55% 55%
Expected S&P 500 Correlation Fac .28 .28
Calculated Theoretical Valu 146% 153%
Estimated Forfeiture Ra 11.8&% 10.1%

The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 ¢oon stock price on the grant date.

The expected life data was stratified based orldedMeresponsibility within the Company. The the@ral value used was determined using
weighted average exercise behavior for these groipsiployees. Volatility assumptions were deriusthg historical data as well as current
market data.

As part of a comprehensive review of its long-t@empensation program completed in the first quart@007, beginning on April 1, 2007,
OSO units will be awarded monthly to employees id-management level and higher positions, haveeetiiear life, will vest 100% on the
third anniversary of the date of the award and fullly settle on that date. OSO units awarded haigo April 1, 2007 will be valued as of the
first day of each month. Recipients will have nscdétion to exercise OSO awards granted on or Afigl 1, 2007.

As a result of the long-term compensation revieat tilas being completed, OSO units were not awaedrticipants during the quarter
ended March 31, 2007. As of March 31, 2007, the gammy had not reflected $16 million of unamortizedhpensation expense in its
financial statements for previously granted OSQsuriihe weighted average period over which thi$ wilsbe recognized is 1.28 years.

Transactions involving OSO units in the three merghded March 31, 2007 are summarized in the tedtav. The Option Price per Unit
identified in the table below represents the ihitake price, as determined on the day prioh®®SO grant date for those grants.

Weighted
Weighted Average
Average Aggregate Remaining
Initial Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)
Balance January 1, 20! 15,285,49! $ 2.03- $6.66 $ 393 $ 82.7 2.54 year
OSC's grantec — —
0SC's cancellec (170,817 $ 2.03- $5.39 % 4.56
OSC'’s expirec (722,23) $  2.03- $6.66 $ 5.02
0SQO’s exercised (919,680 $  2.03- $5.3¢ $ 2.87
Balance March 31, 2007 13,472,76° $ 2.03-$6.66 $ 394 % 86.6  2.42 year
OSC's exercisable*veste(’):
March 31, 200° 7,810,08¢ $ 2.03-%$6.6¢ $ 351 % 62.5 1.88 year
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In the table above, the weighted average initiéesiprice represents the values used to calcthat¢heoretical value of OSO units on the
grant date and the intrinsic value represents #hgevof OSO units that have outperformed the S&P%Mndex as of March 31, 2007.

The total realized value of OSO units exercisedlierthree months ended March 31, 2007 and 200&Gp@®ximately $12 million and $1
million, respectively. The number of shares of Ued/stock issued upon exercise of an OSO unit gdrésed upon the relative performanc
Level 3's stock price and the S&P 580 Index betwibe initial grant date and exercise date of t&OQinit.

At March 31, 2007, based on the Level 3 commonkspoice and post-multiplier values, the Company whlggated to issue 10.2 million
shares for vested and exercisable OSOs as thenpageeincrease in the Level 3 stock price excedluegercentage increase in the S&P 800
Index for certain grants.

Restricted Stock and Units

Employees will continue to receive restricted stooks under the revised compensation program.rguhie first quarter of 2007,
approximately 1.1 million restricted stock sharessstricted stock units were awarded to certaipleyees and noemployee members of 1
Board of Directors. The restricted stock units ahdres were granted to the recipients at no cestriRtions on transfer lapse over one to
year periods. The fair value of restricted stocksuand shares awarded in the first quarter of 28f0%7 million was calculated using the va
of Level 3 common stock on the grant date and iisgoamortized over the restriction lapse periodthefawards. As of March 31, 2007, the
total compensation cost related to nonvested oéstristock or restricted stock units not yet recgpghwas $27 million, and the weighted
average period over which this cost will be recegdiis 2.53 years.

For the three months ended March 31, 2007, thegesaim restricted stock and restricted stock wariégsshown in the following table:

Weighted Average
Grant Date Fair Value

Number Per Share
Nonvested at December 31, 2( 19,450,72° $ 2.76
Stock and units grante 1,099,20¢ 6.16
Lapse of restriction (4,968,76¢) 2.28
Stock and units forfeited (527,579 3.29
Nonvested at March 31, 201 15,053,59: ¢ 3.15

The Weighted Average Grant Date Fair Value of retstd stock and restricted stock units grantedrdyiie three months ended March 31,
2007 and 2006 were $6.16 and $3.71, respectivély.tdtal fair value of restricted stock and regtdcstock units for which restrictions lap
during the three months ended March 31, 2007 a06 2@re $11 million and $9 million, respectively.

401(K) Plan

The Company and its subsidiaries offer their gieliemployees the opportunity to participate irefinged contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code (“401(k) Plan”). Eanipkyee is eligible to contribute, on a
tax deferred basis, a portion of annual earningeiggly not to exceed $15,500 in 2007. The Compaatches 100% of employee
contributions up to 7% of eligible earnings or apgble regulatory limits for employees of the conmications businesses.

The Company’s matching contributions are made Wéthel 3 common stock based on the closing stoademn each pay date. The
Company’s matching contributions are made througjtsun the Level 3 Stock Fund, which representehaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetiéeel 3 to make employer matching and other dloutions to employees through the
Level 3 401(k) plan. Employees are not able to pase units in the Level 3 Stock Fund. Employeeshbleto diversify the Company’s
matching contribution as soon as it is made, ef/éhrey are not fully vested. The Company’s matchingtributions will vest ratably over the
first three years of service or over such shorter
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period until the employee has completed three yefassrvice at such time the employee is then 108%ted in all Company matching
contributions. The Company made 401(k) Plan magchomtributions of $8 million and $4 million forgtthree months ended March 31, 2
and 2006, respectively. The Company’s matchingrdmurtions were recorded as selling, general andigidtrative expenses.

The Company made a discretionary contribution €41 (k) plan in Level 3 common stock for the yeatled December 31, 2006 equal to
three percent of eligible employees’ earnings. 20@6 discretionary contribution was made into thgpleyees’ 401(k) accounts during the
first quarter of 2007.

The Company merged the TelCove 401(k) plan asstigtie Level 3 plan on January 2, 2007.

The Broadwing employees began contributing to teeel 3 plan on March 1, 2007. There were no matchash contributions for Broadwi
for the period of January 3, the date of acquisjttbhrough March 1, 2007. The Broadwing plan assete merged into the Level 3 plan on
March 1, 2007.

The CDN Business employees began contributinged.gdvel 3 plan on January 23, 2007, the date dfiaitapn. The CDN Business did not
have a separate 401(k) plan and as a result ntsagfiebe merged into the Level 3 plan.

(11) Income Taxes

The Company adopted the provisions of FIN No. 48amuary 1, 2007. The adoption of FIN No. 48 ditaftect the Company’s liability for
unrecognized tax benefits as no new uncertain éakipns were recognized. The Companlability for unrecognized tax benefits totaletB
million and $20 million at January 1, 2007 and Me8d, 2007, respectively. The Company increasetidhaity for unrecognized tax
benefits by $2 million during the first quarter2907 to reflect liabilities for unrecognized taxeéits related to an acquired company and to
reflect accrued interest and penalties for theggleri

The Company or at least one of its subsidiaries fincome tax returns in the U.S. federal jurisoiGtand various states and foreign
jurisdictions. With few exceptions, the Companwydslonger subject to U.S. federal, state and larahor-U.S. income tax examinations by
tax authorities for years before 1999. The InteReenue Service commenced an examination of thep@oy’s U.S. income tax returns for
1999 through 2001. The audit is currently in thpesds process and a resolution is possible wittemext 12 months. The Company does not
expect that any settlement or payment that maytrizemn the audit will have a material effect oret@ompany’s results of operations or cash
flows.

The Company recognizes accrued interest and pesadtiated to unrecognized tax benefits in incaareskpense on the consolidated
statements of operations. During each of the threeth periods ended March 31, 2007 and 2006, tmepaay recognized less than $1
million in interest and penalties. The Companyadblility for unrecognized tax benefits includes apgmately $9 million and $8 million of
accrued interest and penalties at March 31, 208@anuary 1, 2007, respectively.

Included in the balance at January 1, 2007, is #llomof tax positions related to recently acquirompanies, the disallowance of which
would affect the valuation of the assets and duillites acquired and therefore would not affee #nnual effective income tax rate. The
Company does not expect the liability for unrecagditax benefits will change significantly duritng thext twelve months ended March 31,
2008; however, actual changes in the liabilitydarecognized tax benefits could be different thamemtly expected.

(12) Industry and Geographic Data

SFAS No. 131 “Disclosures about Segments of anrfnse and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial informat®available and which is evaluated regularly i,y Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Opesatiments are managed separately
and represent separate business units that offeredit products and serve different markets. Then@any’s current reportable segments
include: communications and coal mining (See Ngt&ther primarily includes corporate assets argttogad not attributable to a specific
segment. In the third quarter of 2006, the Compatited the information services business as atretie sale of Software Spectrum.
Segment information has been revised due to réfitadeon of the information services businessesliasontinued operations in the
consolidated financial statements (See Note 3).

26




Effective January 1, 2007, the Company has reftectsh, cash equivalents and marketable securititbe respective segments which hold
the related cash, cash equivalents and marketableites. Prior year balances have been recladdifi conform to the current period
presentation.

Adjusted EBITDA , as defined by the Company, isinebme (loss) from the consolidated condenseésiiits of operations before (1) gain
(loss) from discontinued operations, (2) income&axX3) total other income (expense), (4) non-aaglairment charges included within
restructuring and impairment charges as reportéldarconsolidated statements of operations, (S)etégtion and amortization and (6) non-
cash stock compensation expense included withiimgebeneral and administrative expenses on tinsaalated statements of operations.

Adjusted EBITDA is not a measurement under accagrprinciples generally accepted in the Unitededtaind may not be used by other
companies. Management believes that Adjusted EBIT9#n important part of the Company’s internalordipg and is a key measure used
by Management to evaluate profitability and opagperformance of the Company and to make resalimeation decisions. Management
believes such measures are especially importamtapital-intensive industry such as telecommuitinat Management also uses Adjusted
EBITDA to compare the Company'’s performance to tifats competitors. Management uses Adjusted EB{T®eliminate certain non-cash
and non-operating items in order to consistentlasoee from period to period its ability to fund itabexpenditures, fund growth, service
debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedatiigenmn-cash nature of these
items. Adjusted EBITDA also excludes interest ineginterest expense, income taxes and gain (lessxiinguishment of debt because tr
items are associated with the Company’s capitédimatnd tax structures. Adjusted EBITDA also exelsidepreciation and amortization
expense because these non-cash expenses reflaopta of capital investments which managemerietes should be evaluated through
cash flow measures. Adjusted EBITDA excludes tothér income (expense) because these items arelated to the primary operations of
the Company.

There are limitations to using non-GAAP financiaasures, including the difficulty associated witimparing companies that use similar
performance measures whose calculations may ditier the Company’s calculations. Additionally, tfiisancial measure does not include
certain significant items such as interest incoimerest expense, income taxes, depreciation amdtaation, non-cash impairment charges,
non-cash stock compensation expense, gain (lossidy extinguishment of debt and net other incé¢expense). Adjusted EBITDA should
not be considered a substitute for other meastr@samcial performance reported in accordance V@HAP.

The data presented in the following tables includésmation for the three months ended March 072and 2006 for all statement of
operations and cash flow information presented,anaf March 31, 2007 and December 31, 2006 fdyadiince sheet information presented.
Information related to the acquired businessesdsided from their respective acquisition datesidRee and the related expenses are
attributed to countries based on where serviceprangded.

27




Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the 2007

presentation.

March 31, 2007
Revenue
North America
Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

March 31, 2006
Revenue
North America
Europe

Adjusted EBITDA:
North America
Europe

Capital Expenditures
North America
Europe

Depreciation and Amortizatiol
North America
Europe

Coal
Communications Mining Other Total
(dollars in millions)
$ 982 $ 19 $ — 3 1,001
55 — — 55
$ 1,037 $ 19 $ —  $ 1,05€
$ 155 $ 2 $ —
13 — —
$ 168 $ 2 $ —
$ 145 $ — — % 145
10 — — 10
$ 155 § — 3 — 3 155
$ 203 % 1 $ — % 204
17 — — 17
$ 220 $ 1 3 — 3 221
Coal
Communications Mining Other Total
(dollars in millions)
$ 762 % 18 $ — % 780
42 — — 42
$ 804 $ 18 $ —  $ 822
$ 131 $ 1 3 1)
16 — —
$ 147 $ 1 $ 1)
$ 50 $ — — % 50
8 — — 8
$ 58 $ — 3 — $ 58
$ 166 $ 1 $ — 167
20 — — 20
$ 186 $ 1 3 — 3 187
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Coal
Communications Mining Other Total
(dollars in millions)

| dentifiable Assets
March 31, 2007

North America $ 9,564 $ 112 % 21 % 9,697
Europe 938 — — 938
$ 10,50z $ 112 % 21 % 10,63¢
December 31, 2006
North America $ 9,04z $ 127 % 18 $ 9,18¢€
Europe 806 — — 806
$ 9,84¢ $ 127 $ 18 $ 9,994
Coal
Communications Mining Other Total
(dollars in millions)
Long-Lived Assets (excluding Goodwill)
March 31, 2007
North America $ 6,85¢ $ 71 % — 3 6,93C
Europe 747 — — 747
$ 7,606 $ 71 $ — 3 7,677
December 31, 2006
North America $ 6,362 $ 88 % — 3 6,45(
Europe 747 — — 747
$ 7,10¢ $ 88 $ — 3 7,197
Goodwill
March 31, 2007
North America $ 1,454 $ — % — % 1,454
Europe — — — —
$ 1,454 $ — 3 — $ 1,454
December 31, 2006
North America $ 408 $ — 3 — % 408
Europe — — — —
$ 408 $ —  $ — 3 408

Communications revenue is grouped into three matiegories: 1) Core Communications Services (inalgdiansport and infrastructure
services, wholesale IP and data services, voicécesrand Level 3 Vyvx services) 2) Other Commutidces Services (including managed
modem and its related reciprocal compensation egacly managed IP services), and 3) SBC Contracicgsr
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Services

SBC
Contact

Core Other Services Total
(dollars in millions)

Communications Revenue
March 31, 2007
North America $ 816 $ 83 $ 83 $ 982
Europe 54 1 — 55
$ 870 $ 84 $ 83 $1,037

March 31, 2006
North America $ 348 $ 122 $ 292 $ 762
Europe 41 1 — 42
$ 3890 $ 123 $ 292 $ 804

In the third quarter of 2006, Level 3 announcedfthieation of four customefiacing groups to better serve the changing needssibmers i
growing markets and drive growth across the orgdiun:

»  The Wholesale Markets Group services the communitaheeds of large national and global servicgigess, including carriers,
cable companies, wireless companies, and voicécsgpvoviders. These customers typically integtageel 3 services into their own
products and services to offer to their end usstarners. Revenue from the Wholesale Markets Grepmesented 58% of Core
Communications revenue in the first quarter of 2007

e The Business Markets Group targets enterprise mus®and regional carriers who value a local, psifmal sales force. Specific
customer markets include small, medium, and latggnesses, local and regional carriers, statearad fjovernment entities, and
higher education institutions and consortia. Reednom the Business Markets Group represented Z68% @ Communications
revenue in the first quarter of 2007.

»  The Content Markets Group focuses on serving megliacontent companies with large and growing badtihwieeds. Customers in
this market include video distribution companieaviders of gaming, mega-portals, software serpimwiders, social networking
providers, as well as more traditional media disttion companies such as broadcasters, televigitmonks and sports leagues.
Revenue from the Content Markets Group represeliéd of Core Communications revenue in the firstrgpraof 2007.

*  The European Markets Group serves large Europeasuaters of bandwidth, including the largest Europeaad international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors. Revenue frofBuhgpean Markets Group represented 6% of Core Canuations revenue in
the first quarter of 2007.

The Company believes that the alignment arouncoust markets should allow it to drive growth wheleabling it to better focus on the
needs of the customers. Each group is supportéldebgedicated sales, marketing, service managegtgmer facing operations, and
necessary support resources required to executmengdse revenue in these key markets.

The majority of North American revenue consistservices delivered within the United States. Thé¢onitg of European revenue consists of
services delivered within the United Kingdom bgceincludes France and Germany. Transoceanic revisrallocated to Europe.
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The following information provides a reconciliatiohNet Income (Loss) to Adjusted EBITDA by openatisegment, as defined by the
Company, for the three months ended March 31, 20@7/March 31, 2006:

Three Months Ended March 31, 2007

Discontinued

Information
Communications Services Coal Mining Other
(dollars in millions)

Net Income (Loss $ 647) $ — 3 — $ —
Income Tax Provision (Benefi 1 — 1 —
Total Other (Income) Expen: 570 — — —
Non-Cash Impairment Char — — — —
Depreciation and Amortization Exper 220 — 1 —
Non-Cash Compensation Expense 24 — — —
Adjusted EBITDA $ 168 $ — $ 2 3 —
Three Months Ended March 31, 2006

Discontinued

Information

Communications Services Coal Mining Other
(dollars in millions)

Net Income (Loss $ (166) $ 2) $ — 3 —
Loss from Discontinued Operatio — 2 — —
Income Tax Benefi (2) — — —
Total Other (Income) Expen: 111 — — (1)
Non-Cash Impairment Char 3 — — —
Depreciation and Amortization Exper 186 — 1 —
Non-Cash Compensation Expense 14 — — —
Adjusted EBITDA $ 147 ¢ — 1 $ (1)

(13) Commitments, Contingencies and Other Items
Right of Way Litigation

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as defendarBauer, €t. al. v. Level 3

Communications, LLC, et al ., a purported class action covering 22 statesq fih state court in Madison County, lllinois. ulyd2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc., et. al ., a purported two state class action filed inh®. District
Court for the District of Idaho. In November of Z)@he court granted class certification only foe state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatibib€, and Williams Communications, LLC were namedlatendants irBmith et. al. v.
Sprint Communications Company, L.P., et al. , a purported nationwide class action filed inthdted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 208%el 3 Communication
LLC and Williams Communications, LLC were namediatendants ifMcDaniel, et. al., v. Qwest Communications Corporation, et al ., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingtamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfnailroads, utilities, and others, and have imstibiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over whieltompanies’ 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 danag theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receanedmay in the future receive, claims and demagidsed to rights-of-way
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issues similar to the issues in these cases thabmbased on similar or different legal theories date, other than as noted above, all
adjudicated attempts to have class action statrgen on complaints filed against the companiemgrof their subsidiaries involving claims
and demands related to rights-of-way issues hage tenied.

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 substantial defeto the claims asserted in all of these act@ms any similar claims which may be
named in the future), and intends to defend thegoreusly if a satisfactory form of settlement ig approved.

Broadwing Class Action

Between May 7, 2001 and June 15, 2001, nine clagmdawsuits were filed in the United States BistCourt for the Southern District of
New York (the“District Court”) relating to Broadwing Corporatitminitial public offering on behalf of all persom¢ého purchased Broadwing
stock between July 28, 2000 and the filing of thmplaints. Each of the complaints named as deféadBnoadwing, its directors and offic:
who signed the registration statement in connedfiibi its initial public offering, and certain dfi¢ underwriters that participated in the initial
public offering. Broadwing’s directors and officdrave since been dismissed from the case, withejugice. The complaints allege that the
registration statement and prospectus relatingegd@troadwing initial public offering contained miadéé misrepresentations and/or omissions
in that those documents did not disclose (1) thatain of the underwriters had solicited and reegiundisclosed fees and commissions and
other economic benefits from some investors in eatian with the distribution of the Broadwing commstock in the initial public offering
and (2) that certain of the underwriters had etére arrangements with some investors that weségdied to distort and/or inflate the
market price for the Broadwing common stock indftermarket following the initial public offerin@he complaints ask the court to award to
members of the class the right to rescind theiclpases of Broadwing’s common stock (or to be awhrdecissory damages if the class
member has sold the Broadwing stock) and prejudgameh post-judgment interest, reasonable attorreayd’experts witness’ fees and other
costs.

On February 15, 2005, the District Court granteglipiinary approval of a proposed settlement agreginetween the plaintiffs and
defendants, including Broadwing. The proposedesattht is a $1 billion guaranteed settlement. Tharance companies for the defendants
agreed to pay up to $1 billion dollars in totathe extent that judgment is rendered for the plésntf plaintiffs succeed in recovering more
than $1 billion from the underwriters, the compartigat went public, such as Broadwing, will noté& pay any additional amounts. The
defendants’ insurance companies will be payingstitdement that is subject to the final approvahefdistrict court.

On August 31, 2005 the District Court issued areodarifying certain provisions of the proposettleeent and set deadlines for its final
approval. On April 21, 2006, one of the underwstsued in this class action, JPMorgan Chase, agedumsettlement with plaintiffs for $4
million. On April 24, 2006, a fairness hearing twe proposed settlement was held in which the Bis@ourt did not rule on the proposed
settlement, but instead took the proposed settlenmeer advisement. Should the District Court mangfinal approval of the settlement
agreement, the Company believes that it has mienitoidefenses to plaintiffs’ allegations and wijarously assert those defenses.

In an appeal by a series of underwriters from tharidt Court decision to grant class certificatiarthis matter the Second Circuit Court of
Appeals (“Second Circuit”) issued an opinion on Eber 5, 2006 reversing the District Court and el¢Hging the class. The District Court
has indicated that it will hold in abeyance a fidatision concerning granting approval of the satént agreement pending the resolution of
petitions seeking clarification by the Second CGirctiits decision and the impact that such decisidll have on the ability of this matter to
proceed as a class action. On January 7, 200%7%iffiiled a petition for rehearing and rehearigrg banc with the Second Circuit with resg
to the class certification issue. On January 28728e Second Circuit entered an order permittiegdefendant underwriters to brief the
issues raised in the petition for rehearing wittdndays. The Second Circuit denied the petitiorrdbearing on April, 9, 2007.
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Other Litigation

The Company and its subsidiaries are parties toyrotrer legal proceedings. Management believesatmatesulting liabilities for these legal
proceedings, beyond amounts reserved, will not nadlieaffect the Company’s financial condition forture results of operations, but could
affect future cash flows.

Letters of Credit

It is customary in Level 3's industries to use vas financial instruments in the normal courseusibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Z&ccordance with specified terms and
conditions. As of March 31, 2007, Level 3 had aunisling letters of credit of approximately $43 noiflj which are collateralized by cash and
which are reflected on the consolidated balancetserestricted cash. The Company does not bétiespracticable to estimate the fair
value of the letters of credit and does not beliexgosure to loss is likely nor material.

(14) Condensed Consolidating Financial Information
As discussed in Note 10, Level 3 Financing hassidsenior notes as described below:

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

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

* On April 6, 2006, Level 3 Financing issued an addal $300 million of 12.25% Senior Notes due 2013.

* Level 3 Financing issued $600 million of 9.25% Semiotes due 2014 in October 2006 and issued aiti@ua $650 million o
9.25% Senior Notes due 2014 in December 2006.

*  On February 14, 2007, Level 3 Financing issued $#didon of 8.75% Senior Notes due 2017 and $30Mioni of Floating Rat
Senior Notes due 2015.

The notes discussed above are unsecured obligatidrevel 3 Financing; however, they are fully amttonditionally guaranteed on an
unsecured senior basis by Level 3 Communicatiorts,dnd with respect to the 10.75% Senior Notes21d, the Floating Rate Senior Nc
due 2011, the 12.25% Senior Notes due 2013 and 2386 Senior Notes due 2014, Level 3 Communicatibbh€. Upon receipt of all
applicable state regulatory approvals that areectly being obtained, Level 3 Communications, LL{@ also severally and fully and
unconditionally guarantee on an unsecured basi8.#&% Senior Notes due 2017 and the Floating Batéor Notes due 2015.

In addition, Level 3 Financing’s 12.25% Senior Notiie 2013, Floating Rate Senior Notes due 20dB&%5% Senior Notes due 2014 are
guaranteed by Broadwing Financial Services, Inwhally owned subsidiary of Level 3 Communicatiolms. As a result of this guarantee,
the Company has included Broadwing Financial Sesyitnc. in the condensed consolidating finanaifdrimation below.

In conjunction with the registration of the 10.73¥nior Notes, Floating Rate Senior Notes due 202.25% Senior Notes due 2013 and the
expected registration of the 9.25% Senior Notes2f)iet, the 8.75% Senior Notes due 2017 and thdiftpRate Senior Notes due 2015 the
accompanying condensed consolidating financiarimédion has been prepared and presented pursudiGdregulation S-X Rule 3-10
“Financial statements of guarantors and affiliath®se securities collateralize an issue registerdxting registered.”
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Condensed Consolidating Statements of Operatiarthéathree months ended March 31, 2007 and 2d@wfoLevel 3 Communications,
LLC leases equipment and certain facilities frofmeotwholly owned subsidiaries of Level 3 Commuriarad, Inc. These transactions are
eliminated in the consolidated results of the Comypa

Condensed Consolidating Statements of Operations
For the three months ended March 31, 2007

(unaudited)
Broadwing
Level 3 Level 3 Financial
Communications, Level 3 Communications, Services, Other
Inc. Financing, Inc. LLC Inc. Subsidiaries  _Eliminations  _Total
(dollars in millions)
Revenue $ — $ — $ 354 $ 27 $ 739 $ (64) $1,05€
Costs and Expense
Cost of Revenu — — 134 — 367 (35) 466
Depreciation and Amortizatic — — 81 — 140 — 221
Selling, General and
Administrative 2 — 320 27 120 (29) 440
Restructuring and Impairment
Charges — — 4 — — — 4
Total Costs and Expenses 2 — 539 27 627 (64) 1,131
Operating Income (Loss) (2) — (185) — 112 — (75)
Other Income (Loss), ne
Interest Incomt 1 — 17 — 3 — 21
Interest Expens (83) (79) — — 3) — (165
Interest Income (Expense)
Affiliates, net 212 225 (452) — 15 — —
Equity in Net Earnings (Losse
of Subsidiarie: (376) (494) 88 — — 782 —
Other Income (Expense) (399) (28) 2 — (1) —  (426)
Other Income (Loss) (645) (376) (345) — 14 782 (570)
Income (Loss) from Continuing
Operations Before Income Tax (647) (376) (530) — 126 782 (645)
Income Tax (Expense) Benefit — — — — (2) — (2)
Income (Loss) from Continuing
Operations (647) (376) (530) — 124 782 (647)
Loss from Discontinued
Operations — — — — — — —
Net Income (Loss $ (647) $ (376) $ (530) $ — $ 124 $ 782 $ (647)
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Condensed Consolidating Statements of Operations
For the three months ended March 31, 2006

Revenue
Costs and Expense
Cost of Revenu
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 Expens
Interest Income (Expense) Affiliates, 1
Equity in Net Earnings (Losses) of
Subsidiaries
Other Income (Expense)
Other Income (Loss)
Income (Loss) from Continuing Operations
Before Income Taxe
Income Tax Benefit
Income (Loss) from Continuing Operations
Income from Discontinued Operations
Net Income (Loss

(unaudited)
Level 3 Level 3 Level 3

Communications, Financing, Communications, Other

Inc. Inc. Subsidiaries Eliminations Total
(dollars in millions)

$ — 8 — 320 $ 548 $ (46) $ 822
_ — 132 323 (43) 412
— — 109 78 — 187
- - 186 93 (3) 276
— — 4 — — 4
— — 431 494 (46) 879
— — (112) 54 — (57)
4 — 3 2 — 9
(112) (37) - 2) — (150
209 158 (379) 11 — —
(298) (419 42 — 675 —
28 — — 3 — 31
(168) (298) (333) 14 675 (110)
(168) (298) (444) 68 675  (167)
- - - 1 - 1
(168) (298) (444) 69 675 (166)
— — — (2 - __©
$ (168) $ (298 $ (444) $ 67 $ 675 $(168)
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Condensed Consolidating Balance Sheets as of MdErc007 and December 31, 2006 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 Intangibles, n
Investment in Subsidiarie
Other Assets, net

Total Assets

Liabilities and Stockholders’ Equity (Deficit)

Current Liabilities:
Accounts payabl

Current portion of lon-term debt
Accrued payroll and employee bene

Accrued interes
Deferred revenu
Other

Total Current Liabilities

Long-Term Debt, less current portit

Deferred Revenu
Other Liabilities
Stockholders’ Equity (Deficit)

Total Liabilities and Stockholders’ Equity (Defigit$

Condensed Consolidating Balance Sheets
March 31, 2007

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

$ 15 % 4% 776 $ — $ 89 % — 3 884
— — — — 8 — 8
— — 29 — 7 — 36
— — 144 — 306 — 450
10,014 8,081 (29,26%) 27 1,14z — —
7 8 42 — 69 — 126
10,03€ 8,09: (18,279 27 1,622 — 1,504
— — 3,281 — 3,394 — 6,67%
17 — — — 75 — 92
— — 172 — 2,04t — 2,217
(6,082) (9,952) 3,99¢ — — 12,03¢ —
33 64 12 — 38 — 147
$ 4,004 $ (1,795)$ (10,810% 27 $ 7174 % 12,03t $ 10,63t
$ — 3 — $ 174 $ — $ 288 $ — 3 462
26 — — 1 7 — 34
— — 51 3 20 — 74
25 68 — — 1 — 94
— — 96 — 67 — 163
— 1 68 2 145 — 216
51 69 389 6 528 — 1,04z
2,49¢ 4,21¢ — 21 86 — 6,825
— — 654 — 122 — 776
41 — 202 — 336 — 579
1,414 (6,082) (12,05%) 6,10z 12,03t 1,414
4,004 $ (1,795)$ (10,810% 27$  7,174$  12,03t$ 10,63¢
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Condensed Consolidating Balance Sheets
December 31, 2006

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

Assets
Current Assets

Cash and cash equivalel $ 15 $ 12 $ 1,592 $ 62 $ — $1,681

Marketable securitie 235 — — — — 235

Restricted cash and securit — — 31 15 — 46

Accounts receivable, n — — 97 229 — 326

Due from (to) affiliates 11,182 6,432 (18,637) 1,01€ — —

Other 17 6 41 37 — 101
Total Current Assets 11,45(C 6,45C (16,870) 1,35¢ —  2,38¢
Property, Plant and Equipment, | — — 3,26¢ 3,20C — 6,46¢
Marketable Securitie — — — — — —
Restricted Cash and Securit 17 — — 73 — 90
Goodwill and Other Intangibles, n — — 44 875 — 919
Investment in Subsidiarie (6,419 (10,270 2,63¢ — 13,95( —
Other Assets, net 43 41 12 32 — 128
Total Assets $ 5091 $ (3,679 $ (10,907 $ 553¢ $ 13,95( $9,994
Liabilities and Stockholders’ Equity

(Deficit)
Current Liabilities:

Accounts payabl $ — % 1 $ 160 $ 230 $ — $ 391

Current portion of lon-term debt — — — 5 — 5

Accrued payroll and employee bene — — 59 33 — 92

Accrued interes 93 49 — 1 — 143

Deferred revenu — — 98 44 — 142

Other 1 2 56 97 — 156
Total Current Liabilities 94 52 373 410 — 929
Long-Term Debt, less current portis 4,581 2,68¢ — 88 — 7,357
Deferred Revenu — — 628 125 — 753
Other Liabilities 42 — 199 340 — 581
Stockholders’ Equity (Deficit) 374 (6,419) (12,107%) 4.57€ 13,95( 374
Total Liabilities and Stockholders’ Equity

(Deficit) $ 5091 $ (3,679 $ (10,907 $ 563¢ $ 13,95( $9,994
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Condensed Consolidating Statements of Cash Flomteéathree months ended March 31, 2007 and 2d@&vfo

Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2007

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

(dollars in millions)
Net Cash Provided by (Used i
Operating Activities $ (133)$ (59)$ 67)%$ M$ 173 $ —$ (93

Cash Flows from Investing Activitie
Proceeds from sale and maturity of

marketable securitie 235 — — — 45 — 280
Decrease (increase) in restricted ci

and securitie — — 6 — 10 — 16
Capital expenditure — — (61) — (94) — (155)
Acquisitions, net of cash acquir — — (883) — 257 — (626)
Proceeds from sale of property, plant

and equipment and other ass — — 1 — 1 — 2

Net Cash Provided by (Used i

Investing Activities 235 — (937) — 219 — (483)

Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cos! — 2,362 — — — — 2,36z
Payments on long-term debt,
including current portion and

refinancing cost (1,61¢) (887) — — (106) —  (2,61))
Proceeds from warrants and stock-
based equity plar 23 — — — — — 23
Increase (decrease) due from
affiliates, nef 1,49¢ (1,424) 186 7 (262) — —
Net Cash Provided by (Used i
Financing Activities (102) 51 186 7 (368) — (226)

Net Cash Used in Discontinued
Operations — — — — — — —

Effect of Exchange Rates on Cash and

Cash Equivalent — — 2 — 3 — 5
Net Change in Cash and Cz

Equivalents — (8) (816) — 27 — (797)
Cash and Cash Equivalents at

Beginning of Perioc 15 12 1,592 — 62 — 1,681
Cash and Cash Equivalents at End of

Period $ 15 $ 4% 776 $ — $ 89 $ — $ 884
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Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
Inc. Inc. LLC Subsidiaries _Eliminations  Total

(dollars in millions)
Net Cash Provided by (Used in) Operating Activité
Continuing Operation $ 94)$ 22)% 5% 104 $ —$ (7
Cash Flows from Investing Activitie
Proceeds from sale and maturity of marketable #ezs — — — — — —
Purchases of marketable securi — — — — —
(12) — (12

Decrease (increase) in restricted cash and ses — — —
Capital expenditure — — (27) (32) — (58)
Acquisition — — (70) — — (70)
Advances to discontinued operations, — — — (20) — (10
Proceeds from sale of property, plant and equiprardt
other asset — — 2 — — 2
Net Cash Provided by (Used in) Investing Activil — — (95) (53) — (148
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c — 379 — — — 379
Purchases and payments on long-term debt, incluminmgnt
portion (net of restricted cas (512) — — — —  (5))
Increase (decrease) due from affiliates, net 123 (358) 296 (61) — —
Net Cash Provided by (Used in) Financing Activit 72 21 296 (61) — 328
Net Cash Used in Discontinued Operati — — — (48) — (48
Effect of Exchange Rates on Cash and Cash Equigalen — — 1 2 — 3
Net Change in Cash and Cash Equival (22) Q) 207 (56) — 128
Cash and Cash Equivalents at Beginning of Perimdudes
cash of discontinued operatior 37 8 275 132 — 452
Cash and Cash Equivalents at End of Period $ 15 $ 7$ 482 $ 76 $ — $ 580
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(15) Subsequent Event
Level 3 Communications LLC Guarantee
On April 9, 2007, Level 3 Communications, LLC, aallli owned subsidiary of Level 3 Communications;.|mprovided an unconditional,

unsecured guaranty of Level 3 Financing’s 9.25%@d¥iotes due 2014. The guarantee issued by l2@3mmunications, LLC was in
accordance with the indenture for the $1.250 bilbggregate principal amount of 9.25% Senior Ndtes2014.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Item 2. Management’s Discussion and Analysef Financial Condition and Results of Operations

The following discussion should be read in conjiorctvith the Level 3 Communications, Inc. and itbsidiaries (“Level 3” or the
“Company”) consolidated financial statements (idahg the notes thereto), included elsewhere heneththe Form 10-K for the year ended
December 31, 2006 filed with the Securities andHange Commission.

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the CompaNhen used in this document, the words “anttei)dbelieve”, “plan”, “estimate” and
“expect” and similar expressions, as they relathéoCompany or its management, are intended taifgdorward-looking statements. Such
statements reflect the current views of the Compaitly respect to future events and are subjecettam risks, uncertainties and assumpti
Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions piiagerrect, actual results may vary
materially from those described in this document. &more detailed description of these risks aotbfs, please see the Company’s Form
10-K for the year ended December 31, 2006 filedhwhie Securities and Exchange Commission and l#&in this quarterly report on Form

10-Q.

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

Communication Services

The Company is a facilities based provider of abdrmange of communications services. Revenuedimmaunications services is recognized
on a monthly basis as these services are proviBedcontracts involving private line, waveleng#m dark fiber services, Level 3 may
receive up-front payments for services to be detiddor a period of up to 20 years. In these &itna, Level 3 defers the revenue and
amortizes it on a straight-line basis to earninger ¢he term of the contract.

The Company separates its communication servitestiree separate categories: 1) Core Communicagenvices, 2) Other
Communications Services, and 3) SBC Contract Sesvi&ach category of revenue is in a differensplad the service life cycle, requiring
different levels of investment and focus and pringddifferent contributions to the Company’s AdpdtEBITDA. Management of Level 3
believes that growth in revenue from its Core Comitations Services is critical to the long-termass of its communications business. At
the same time, the Company believes it must coatinumanage effectively the positive cash flowsrfiits SBC Contract Services and its
Other Communications Services including the Companmyature managed modem business and its relatipdosal compensation. The Ci
Communications Services group includes transpattiafrastructure, IP and data services, voice aenvkl3 Vyvx video and advertising
distribution services. The Other Communicationss/ses group includes managed modem and relatéoroeal compensation and the
legacy managed IP service business. The SBC @bigeavices product group includes all the revemakeded to the SBC Master Services
Agreement contract, which was obtained in the Ddmam3, 2005 acquisition of WilTel Communication©o@, LLC (“WilTel”) .

The Company'’s transport and infrastructure senvigelside colocation services, metropolitan andriritg wavelengths, private line, dark
fiber and transoceanic services. Growth in trartsgrad infrastructure revenue is largely dependenncreased demand for bandwidth
services and available capital of companies reggicommunications capacity for their own use qguroviding capacity as a service provider
to their customers. These expenditures may beeifidrm of up-front payments or monthly paymentspigmarily private line, wavelength or
dark fiber services. An increase in demand magavéally offset by declines in unit pricing.

IP and data services primarily include the Compsaimgh speed Internet access service, direct ist@ccess (“DIA”) service and virtual

private network (“VPN") services. Level 3's higheed Internet access service is a high qualityhégiaspeed Internet access service offered
in a variety of capacities. The
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Company’s IP-VPN services permit businesses ofsarg/to replace multiple networks with a singlesteeffective solution that greatly
simplifies the converged transmission of voice ggidand data.

The conversion from narrow band dial-up servicesigher speed broadband services is expected tease demand for the Company’s Core
communications services. Revenue growth in thia arélependent on the continued increase in usageth enterprises and consumers and
the pricing environment. An increase in the religband security of information transmitted oveetinternet and declines in the cost to
transmit data have resulted in increased utilinatibe-commerce or web based services by busineBsissmarket is currently characterized
by significant price compression and very high Is\a# unit growth rates, resulting in growth in ahge revenue.

The Company continues to experience pricing presturthose transport and infrastructure custortiesrequire simple, low quality, point-
to-point services, as competitors aggressivelyyritkis business. However, Level 3 believes thatpetitors are less willing to discount
these services if it requires investment in incretalecapacity to meet the customer’s requiremehts. those customers that provide high
quality content or require a combination of trarmmpi® and voice solutions on a regional or natigutatform, Level 3 is seeing indications
that price compression is starting to moderate snsipme cases, prices are increasing.

The Company has developed voice services thatttnge and existing markets. The Company beli¢vasthe efficiencies of Level 3's IP
and optical-based network, including its Softswitebhnology, will provide customers a lower costmlative than the existing circuit-
switched networks. The Company is moving to devéloih its capability to market and sell in the winarket and develop the internal
systems and processes necessary to support theeneiaes being launched. The revenue potentialdime services is large; however, the
revenue and margins are expected to continue fmndexver time as a result of the new low-cost iel aptical-based technologies. In
addition, the market for voice services is beirrgeted by many competitors, several of which amgelaand have more financial resources
than the Company.

The Company, through its Level 3 Vyvx businessyjates audio and video programming for its custonoeer the Company’s fiber-optic
network and via satellite. It uses the Companydsifioptic network to carry live traditional broadtand cable television events from the site
of the event to the network control centers oflil@adcasters of the event.

For live events where the location is not knowadivance, such as breaking news stories in remeé¢idms, The Company provides an
integrated satellite and fiber-optic network-basertvice to transmit the content to its customensst\df Level 3 Vyvx’s customers for these
services contract for the service on an event-lgnrthasis; however, there are some customers wiephachased a dedicated point-to-point
service which enables these customers to transogr@mming at any time.

Level 3 Vyvx also distributes advertising spotsadio and television stations throughout the Lh8th electronically and in physical form.
Customers for these services can utilize a netwaded method for aggregating, managing, storingdastdbuting content for content own
and rights holders.

The Company expects to continue to develop itserdrdistribution services through the acquisitibthe Content Delivery Network
(“CDN") services business (“CDN Business”) whiclpitrchased in the first quarter of 2007 from SAVMI&. for $133 million in cash. The
Company believes that the addition of the CDN Bes&with its strong, broad portfolio of patentd Wwélp the Company secure its
commercial efforts in the CDN market in which a raenof competitors have significant, patented lattlal property.
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The Company’s Other Communications Services aremaervices that are not areas of emphasis faCdimepany. Other Communications
Services currently include managed modem, relaeigprocal compensation and legacy managed IP gstvic

The Company and its customers continue to see omrsumigrate from narrow band dial-up servicesigbér speed broadband services as
the narrow band market matures. Additionally, Arm@i©®nline, a primary consumer of the Company’s-dpabervices, announced a strategic
change in its approach to its dial-up internet asdmisiness that has accelerated the loss ofltsiplisubscribers. During the fourth quarter of
2006, the America Online strategy began havingeffect of accelerating the decline in managed modmranue and is expected to contrik

to further declines in managed modem revenue i7 20@ beyond. The Company recognized approxim&tedymillion of managed modem
revenue in the first quarter of 2007, an approx@&2% decline from the $79 million of managed modewenue recognized in the first
quarter of 2006. The declines in managed modenntevin the first quarter of 2007 have been offsetame extent by an increase in market
share as a result of certain competitors exitimgrants of this business in the second half of 20wbfirst quarter of 2007. Level 3 believes
that the low-cost structure of its network will ®fait to compete for new business in the declinimg still significant, managed modem
market.

Level 3 receives compensation from other carridremit terminates traffic originating on those &g’ networks. This reciprocal
compensation is based on interconnection agreemaétfitshe respective carriers or rates mandateth®y=CC. The Company earns the
majority of its reciprocal compensation revenuerfrproviding managed modem services. The Compaalgisbeginning to receive
increasing amounts of reciprocal compensation fitsmoice services.

Legacy managed IP services primarily include lowespservices which utilize ATM technology, as veslVPN and managed security
services. The Company’s legacy Internet accessbssiconsists primarily of a business that wasissdjin 2003. To date, the Company has
elected not to pursue additional customers aniinib the capital invested in this component oftitssiness.

The SBC Contract Services Agreement was an agradmemeen SBC Services Inc. and WilTel and wasinbthin the WilTel acquisition i
December 2005. Recently, SBC Services Inc. becasubsidiary of AT&T Inc., (together “SBC"WilTel and SBC amended their agreemr
in June 2005 to run through 2009. The Company meized approximately $83 million of revenue under 8BC Contract Services
Agreement during the first quarter of 2007. Thesagnent provides a gross margin purchase commitofié®35 million from

December 2005 through the end of 2007, and $7%milfom January 2008 through the end of 2009. tighoMarch 31, 2007, SBC had
satisfied $298 million of the initial $335 milliagross margin purchase commitment, and thereforesthaining minimum gross margin
commitment under the agreement as of March 31, 2@&7approximately $37 million for the period thgbuhe end of 2007, and $75 million
from January 2008 through the end of 2009. Origigadnd terminating access charges paid to logah@ltompanies are passed through to
SBC in accordance with a formula that approximates.

Additionally, the SBC Contract Services Agreememtviles for the payment of $50 million from SBQédrtain performance criteria are met
by Level 3. The Company met the required performariteria and recorded revenue of $25 million®& under the agreement. During the
first quarter of 2007, the Company also met thelireg monthly performance criteria and recordednexe of $3 million under the
agreement. Level 3 is eligible to earn another®iRon during the remainder of 2007 if it meelt®tperformance criteria. Of the annual
amounts, 50% is based on monthly performance ieritard the remaining 50% is based on performaritarierfor the full year. The
Company expects to earn the remaining performaagment during 2007.
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As a result of the reductions in SBC Contract Smwirevenue and the overall increase in revenuoe diaguisition activity, concentration of
revenue among a limited number of customers hazdsed compared to previous periods and is expextghtinue to decline during the
remainder of 2007. However, if Level 3 would l@s® or more major customers, or if one or more majstomers significantly decreasec
orders for Level 3 services, the Company’s commatioas business could be materially and adverdédgted.

Level 3's management continues to review all of@lmenpany’s existing lines of business and servftariags to determine how those lines
of business and service offerings assist with thm@any’s focus on delivery of communications sexgiand meeting its financial objectives.
To the extent that certain lines of business, lmssisegments or service offerings are not consideree compatible with the delivery of the
Company'’s services or with obtaining financial aliees, Level 3 may exit those lines of businessijiess segments or stop offering those
services.

The Company is focusing its attention on the follgyvwoperational objectives:

»  Completing the integration of acquired businesses

»  Growing revenue in Core Communications Services

»  Developing its metro network strategy and enteepbigsiness

*  Continuing to show improvements in Adjusted EBITB# a percentage of revenue

*  Managing cash flows provided by its Other Commuinices Services and SBC Contract Services.

Management of Level 3 believes the introduction@ifv services or technologies, as well as the fudbgelopment of existing technologies,
may reduce the cost or increase the supply ofioestvices similar to those provided by Levellhe ability of the Company to anticipate,
adapt and invest in these technology changesimedyt manner may affect the Company’s future susces

The Company completed the initial planned deploytnoéthe next generation of optical transport teatbgy in its North American and
European networks in the fourth quarter of 2005 eandly in the first quarter of 2006, respectivelshe Company also decided to deploy the
technology for additional routes in North AmerigedéEurope and completed the deployments on thegesin 2006. The Company
completed an upgrade of its IP backbone technaloglye fourth quarter of 2005. Level 3 believed thés deployment of new equipment to
the existing network equipment will allow the Compado both increase the amount of traffic it camer the network and lower the cost of
providing services.

To expand its service offerings in Europe, the Canypexpects to invest approximately $20 milliondadark fiber based expansion in nine
European markets. Portions of this expansion wengpteted in 2006 and the first quarter of 2007 e Tompany expects to complete the
remainder of the expansion in 2007. The dark fib&xpected to replace or supplement existing veanggh capacity.

The communications industry continues to consatidagvel 3 has participated in this process withabquisitions of WilTel in 2005;
Progress Telecom, LLC (“Progress Telecom”); ICG @Gumications, Inc. (“ICG Communications”); TelCova¢. (“TelCove”)and Looking
Glass Networks Holding Co., Inc. (“Looking Glas&1)2006; and Broadwing Corporation (“Broadwing”)datne CDN Business in
January 2007. Level 3 will continue to evaluatesaidation opportunities and could make additiamuisitions in the future.

The successful integration of acquired businesgedievel 3 is important to the success of Levdltse Company must identify synergies .
integrate the networks and support organizatiomdlewnaintaining the service quality levels expdddy customers in order to realize the
anticipated benefits of these acquisitions. Sudoksgegration of these acquired businesses veijehd on the Company’s ability to manage
these operations, realize opportunities for revagroavth presented by strengthened service offer@mgsexpanded geographic market
coverage and to eliminate redundant and excess tw8illy realize the expected synergies. If tlpany is not able to efficiently and
effectively integrate the
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acquired businesses or operations, the Companyermgrience material negative consequences to siaéss, financial condition or results
of operations.

Level 3 has embarked on a strategy to expand iterumetro presence. The strategy will allow tlenPany to terminate traffic over its
owned metro facilities rather than paying thirdtjgerto terminate the traffic. Level 3’s ability poovide high-speed bandwidth directly to
customer facilities is expected to be a competitifeantage. The Company intends to offer a braadge of services in these markets and
concentrate its sales efforts on the bandwidtmsite businesses. The expansion into new metroatsaskould also provide additional
opportunities to sell services on the Company’tonat and international networks. This new metrategy includes the acquisitions of
Progress Telecom, ICG Communications, TelCove araking Glass. As part of its metro strategy and essult of the acquisition of
TelCove in the third quarter of 2006 and Broadwimghe first quarter of 2007, the Company is algeting enterprise customers directly
through its recently created Business Markets Gadmsgeribed in more detail below. With the acquesitof the CDN Business in the first
quarter of 2007, Level 3 embarked on a strateggxpand its CDN services.

The anticipated change in the composition of then@any’s revenue will require the Company to mangggrating expenses carefully and
concentrate its capital expenditures on those tdobres and assets that will enable the Compangtelop its Core Communications
Services further and replace the decline in revemakearnings from Other Communications ServicdsSBC Contract Services.

In the third quarter of 2006, Level 3 announcedfthieation of four customefiacing groups to better serve the changing needssibmers i
growing markets and drive growth across the orgdiun:

»  The Wholesale Markets Group services the communitaheeds of large national and global serviceigess, including
carriers, cable companies, wireless companiesyaiceé service providers. These customers typidatggrate Level 3 services
into their own products and services to offer titlend user customers. Revenue from the Whol®4atkets Group represent
58% of Core Communications revenue in the firstrgpraof 2007.

e The Business Markets Group targets enterprise gus®and regional carriers who value a local, psitmal sales force.
Specific customer markets include small, mediund, lange businesses, local and regional carrieass sind local government
entities, and higher education institutions andsootia. Revenue from the Business Markets Groupesgmted 26% of Core
Communications revenue in the first quarter of 2007

»  The Content Markets Group focuses on serving mealiacontent companies with large and growing badtihwieeds.
Customers in this market include video distributtmmpanies, providers of gaming, mega-portalsysott service providers,
social networking providers, as well as more tiaddl media distribution companies such as broddcagelevision networks
and sports leagues. Revenue from the Content Magketup represented 10% of Core Communicationswevn the first
quarter of 2007.

e The European Markets Group serves large Europeasuanters of bandwidth, including the European atefmational carriers,
large system integrators, voice service provideable operators, Internet service providers, cdrgeaviders, and government
and education sectors. Revenue from the Europeaket$aGroup represented 6% of Core Communicatievnsnue in the first
quarter of 2007.

The Company believes that the alignment arouncbouest markets should allow it to drive growth wheéleabling it to better focus on the
needs of the customers. Each group is supportéldebgedicated sales, marketing, service managegtgmer facing operations, and
necessary support resources required to executmengdse revenue in these key markets.

In addition to the operational objectives mentioabdve, the Company has also been focused on imgras liquidity, financial condition,
and extending the maturity dates of certain detitlawering the effective interest rate on its cansting debt.
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In January 2007, in two separate transactionsCtimpany completed the exchange of $605 millionui$@anding principal of its 10%
Convertible Senior Notes due 2011 for a total of fllion shares of Level 3's common stock. Ther@any recognized a $177 million loss
on the exchanges in the first quarter of 2007.

In February 2007, Level 3 Financing, Inc., a whallyned subsidiary of Level 3 (“Level 3 Financings¥ued $700 million of its 8.75% Sen
Notes due 2017 and $300 million of its FloatingdR&enior Notes due 2015 and received net procdek®#8@ million. The proceeds fro
these private offerings were used to refinanceagettevel 3 Financing debt and to fund the costasfstruction, installation, acquisition,
lease, development or improvement of other assdis uised in Level 3's communications business.

In March 2007, Level 3 Financing refinanced itsisesecured credit agreement and received net pdscef $1.382 billion. The proceeds
from this transaction were used to repay the exds$i730 million Senior Secured Term Loan due 20id.@ther debt. The effect of this
transaction was to increase the amount of sen@ured debt from $730 million to $1.4 billion, reduthe interest rate on that debt from the
London Interbank Offering Rate (“LIBOR”) plus 3.00@&LIBOR plus 2.25% and extend the final matufiym 2011 to 2014. The Company
recognized a $10 million loss on the repaymenhefaxisting $730 million Senior Secured Term Loaa 8011 related to unamortized debt
issuance costs.

During the first quarter of 2007, the Company redeé the entire outstanding principal of the follogiidebt issuances totaling $722 million:

*  $488 million of 12.875% Senior Notes due 2010 ptiee equal to 102.146 of the principal amount.
*  $96 million of 11.25% Senior Notes due 2010 atiegpequal to 101.875 of the principal amount.
$138 million (€104 million) of 11.25% Senior Eur@tés due 2010 at a price equal to 101.875 of timeipal amount.

Also during the first quarter of 2007, the respeeissuers repurchased, through tender offers, 884idn of the outstanding principal
amounts of the following debt issuances:

*  $144 million of its outstanding Floating Rate Seritmtes due 2011 at a price equal to $1,080 pel0$Ip@incipal amount of tt
notes, which included $1,050 as the tender offasicieration and $30 as a consent payment.

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

e $677 million of its outstanding 11.5% Senior Note 2010 at a price equal to $1,115.26 per $1,60@ipal amount of the
notes, which included $1,085.26 as the tender offesideration and $30 as a consent payment.

*  $61 million (€46 million) of its outstanding 10.75%enior Euro Notes due 2008 at a price equal 1068145 per €1,000
principal amount of the notes, which included €1,@3 as the tender offer consideration and €30camsent payment.

The Company recognized a $240 million loss assediaith the redemptions and repurchases in thedfirarter of 2007. The cash portion of
the loss on redemptions and tenders totaled $1B®méand the remaining $75 million consisted ofmortized debt issuance costs and
unamortized discounts.

In the first quarter, for total cash consideratidi$106 million and equity consideration of 17 moifl shares of common stock (valued at $97
million) all of Broadwing’s outstanding $180 millicaggregate
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principal amount of 3.125% Convertible Senior Dahess due 2026 were retired. These debenturesissered by Broadwing prior to Level
3’s acquisition of Broadwing on January 3, 200'hefe was no gain or loss recognized due to thdtattunder purchase accounting, the
liability for the notes was valued at the totaltdosretire the obligation.

The Company will continue to look for opportunitiesimprove its financial position in 2007 and fsdts resources on growing revenue and
managing costs for the communications business.

Information Services

The Company completed the disposition of its refngisubsidiary in the information services busin&sftware Spectrum, Inc. on
September 7, 2006. The results of operations iaaddial position for Software Spectrum are refecas discontinued operations for all
periods presented in this report.

Coal Mining

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

Critical Accounting Policies

The significant accounting policies set forth intdld to the consolidated financial statements énQbmpany’s Form 10-K for the year ended
December 31, 2006 appropriately represent, in atenml respects, the current status of the Comipamiical accounting policies, and are
incorporated herein by reference.

In June 2006, the FASB issued Interpretation N¢.ABcounting for Uncertainty in Income Taxes—Anédmpretation of FASB Statement
No. 10¢" (“FIN No. 48"), which was effective for Level 3arting January 1, 2007. FIN No. 48 clarifies tieeaunting for uncertainty in
income taxes recognized in an enterprise’s findistéements in accordance with FASB StatementlN8, “Accounting for Income Taxes”.
FIN No. 48 also prescribes a recognition threslaold measurement attribute for the financial staremeeognition and measurement of a tax
position taken or expected to be taken in a taxmethat results in a tax benefit. AdditionallyNFNo. 48 provides guidance on de-
recognition, income statement classification ofiast and penalties, accounting in interim perau$ disclosure. The Company’s policy is to
recognize interest and penalty expense associatedimcertain tax positions as a component of inedéax expense in the consolidated
statements of operations. The adoption of FIN Nodidl not have an effect on the Company’s constditlaesults of operations or financial
condition for the three months ended and as of M&dc 2007.

In June 2006, the FASB ratified the consensus difr ldsue No. 06-3, “How Taxes Collected from Custesrand Remitted to Governmental
Authorities Should Be Presented in the Income 8tatg” (“EITF No. 06-3"), which was effective for kel 3 starting January 1, 2007. The
scope of EITF No. 06-3 includes any tax assesseddnrvernmental authority that is directly imposada revenue-producing transaction
between a seller and a customer and may includeés Ibot limited to, sales, use, value added, UsizeService Fund (“USF”") contributions
and some excise taxes. The Task Force concludedrtifies should present these taxes in the incstatement on either a gross or a net
basis, based on their accounting policy, which &hbe disclosed pursuant to APB Opinion No. 22 stihdsure of Accounting Policies”. If
such taxes are significant and are presented 00ss asis, the amounts of those taxes shouldsbséd. The Company currently records
USF contributions on a gross basis in its constdidiatatements of operations, but records salesyaie added and excise taxes billed to its
customers on a net basis in its consolidated s&temof operations. Communications revenue ondhsalidated statements of operations
includes USF contributions totaling $13 million abdi million for the three
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months ended March 31, 2007 and March 31, 200pentisely. The adoption of EITF No. 06-3 did navk a material effect on the
Company’s consolidated results of operations @arfaial condition for the three months ended anaf &8arch 31, 2007 as the policy
followed was consistent before and after adoption.

In September 2006, the FASB issued SFAS No. 1540r Value Measurements” (“SFAS No. 157") which def fair value, establishes a
framework for measuring fair value in generallyguted accounting principles, and expands disclesalveut fair value measurements. Sk
No. 157 does not require any new fair value measengs, but provides guidance on how to measuredie by providing a fair valu
hierarchy used to classify the source of the infifam. This statement is effective for fiscal yeleginning after November 15, 2007 and
interim periods within that fiscal year. The Compascurrently assessing the potential effect thatadoption of SFAS No. 157 will have on
its consolidated results of operations or financaidition.

On February 15, 2007, the FASB issued SFAS No. ‘TB®% Fair Value Option for Financial Assets anddficial Liabilities - Including an
Amendment of FASB Statement No. 115" (“SFAS No.”)59 his standard permits an entity to choose to measany financial instrumer
and certain other items at fair value. Most ofphevisions in SFAS No. 159 are elective; howevse,dmendment to FASB Statement No.
115, “Accounting for Certain Investments in Debtld&quity Securities”, applies to all entities withailable-for-sale and trading securities.
The FASB's stated objective in issuing this staddaras follows: “to improve financial reporting pyoviding entities with the opportunity to
mitigate volatility in reported earnings causedngasuring related assets and liabilities diffegewithout having to apply complex hedge
accounting provisions.The fair value option established by SFAS No. 188mits all entities to choose to measure eligitdms at fair valu
at specified election dates. A business entity igflort unrealized gains and losses on items faclwtie fair value option has been elected in
earnings at each subsequent reporting date. SFA339 is effective for fiscal years beginning aftovember 15, 2007. The Company is
currently assessing whether fair value accounsrappropriate for any of its eligible items and/atrch 31, 2007 cannot estimate the pote
effect that the adoption of SFAS No. 159 will hareits consolidated results of operations or fi@nmondition.

Results of Operations 2007 vs. 2006

Revenuefor the periods ended March 31, 2007 and 2006rnsarized as follows (dollars in millions):

Three Months Ended

March 31,
2007 2006
Communications $ 1,037 $ 804
Coal Mining 19 18

$ 105 $ 822

Communicationsrevenue is separated into three categories: 1) Conemunications Services (including transport imfichstructure

services, wholesale IP and data services, voicécesrand Level 3 Vyvx services), 2) Other Commatians Services (including managed
modem and its related reciprocal compensation egalcly managed IP services), and 3) SBC ContracicBsr Revenue attributable to these
service categories is provided in the followingléab
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Three Months Ended

March 31,
(dollars in millions ) 2007 2006
Core Communications Service
Transport and Infrastructu $ 406 $ 198
Wholesale IP and Da 144 64
Voice 289 98
Level 3 Vyvx 31 29
870 389
Other Communication Service
Managed Moden 54 79
Reciprocal Compensatic 23 26
Managed IP 7 18
84 123
SBC Contract Services 83 292
Total Communications Revenue $ 1037 $ 804

The Company’s Core Communications Services reverareased 124% in the first quarter of 2007 comghéwethe first quarter of 2006.
Growth in the Company’s revenue from existing ssggias well as acquisitions contributed to theeiase. The Company purchased Progres:
Telecom, ICG Communications, TelCove and Lookinggslduring 2006. In January 2007, the Companyhpsed Broadwing and the CDN
Business. During the first quarter of 2007, thenpany recorded revenue from the date of acquiséttributable to Broadwing of $236

million and the CDN Business of $3 million. Duri@@06 and the first quarter of 2007, the Compatsgrated the operations of WilTel,
Progress Telecom, ICG Communications, TelCove aruking Glass into the Level 3 business. As a resaftarate revenue information for
the acquired companies is no longer available dtier for the SBC Contract Services revenue acdjfiican WilTel.

Transport and infrastructure revenue increased 1id3%e first quarter of 2007 compared to the fipsarter of 2006 primarily due to the
acquisitions of Progress Telecom, ICG CommunicatidelCove, Looking Glass and Broadwing and grdindm existing services. In
addition, increased demand in the cable and caméket segments for complex nationwide solutioms @location capacity in large mark
contributed to the revenue growth in the first geiaof 2007.

Wholesale IP and data revenue increased 125% iiirshguarter of 2007 compared to the first quaaie2006. The increase is primarily due
to customers obtained in the acquisitions of Pregyfieelecom, ICG Communications, TelCove and Looktess in 2006 and the acquisition
of Broadwing in January 2007. Wholesale IP and datanue also increased due to traffic growth imtlNdmerica from new and existing
customers that exceeded the rate of price compressiperienced in the first quarter of 2007. Invpmarket acceptance of the Company’s
VPN service also contributed to the increase inledrde IP and data revenue.

Level 3's voice revenue increased 195% in the fjtgtrter of 2007 compared to the first quarter@i&2 The increase is primarily attributable
to the operations acquired in the TelCove, ICG Camications and Broadwing acquisitions, particulaitynestic and international voice
termination services, and growth in Level 3’s @rgtwholesale and VolP-related services includioig® termination, local inbound,
enhanced local and toll free services.

Level 3 Vyvx revenue increased to $31 million ie first quarter of 2007 compared to $29 milliorthe first quarter of 2006. The increase
was a result of demand for high-definition broadsasvices
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offset by weakness in advertising distribution g due to seasonality and reduced studio adiweytis

Termination revenue was not material in the firgager of 2007 or the first quarter of 2006. Therpany expects to recognize termination
revenue in the future if customers desire to retiagocontracts or are required to terminate servithie Company is not able to estimate the
specific value of these types of transactions tél occur, but does not currently expect to recgsignificant termination revenue for the
foreseeable future. The Company expects growttoire Communications Services revenue to acceletatrgithe remainder of 2007 as a
result of the Broadwing and CDN Business acquisgticompleted in January 2007 and expected incréasiesnand for the Company’s Core
Communications Services.

Managed modem revenue declined 32% in the firsttguaf 2007 compared to the same period in 2006 rasult of the continued migration
from narrow band dial-up services to higher spaeddiband services by end user customers. This el@amresulted in a decline in the
demand for managed modem ports. America OnlineCthrapany’s largest managed modem customer, cowmtittueeduce the number of
ports it purchases from Level 3 in the first quade2007. In addition to the port cancellatiomysions, the contracts with America Online
contain markepricing provisions that have the effect of loweriegenue as Level 3 is obligated to provide Ame@cidine a reduced per pt
rate if Level 3 offers another customer betteripgdor a lower volume of comparable services. @kelines in managed modem revenue
have been partially offset by increases in markates as a result of certain competitors exitingrs=gs of the managed modem business in
the second half of 2006 and the first quarter @720rhe Company expects managed modem revenuatiowe to decline in the future
primarily due to an increase in the number of stibscs migrating to broadband services and thenpiatepricing concessions as contracts are
renewed.

Reciprocal compensation revenue decreased $3 miflithe first quarter of 2007 compared to thet fipgarter of 2006 as a result of the
continuing decline in demand for managed modemicesvThe Company has historically earned the ritgjof its reciprocal compensation
revenue from managed modem services. Level 3 bacimnection agreements in place for the majofityaffic subject to reciprocal
compensation. The majority of the Company’s intarection agreements provide rate structures thr@06i. Level 3 continues to negotiate
new interconnection agreements or amendments éxig&ing interconnection agreements with its la@atiers. As a result of the Company’s
acquisitions of WilTel, TelCove and Broadwing, iempany has started to generate a portion oféipn@cal compensation revenue from
voice services. By the end of 2007, up to 25% ef@lompany’s total reciprocal compensation revesuxpected to be earned from voice
services which are included in Core Communicati®esvices revenue. To the extent that the Compangable to sign new interconnection
agreements or signs new agreements containing Iates, or there is a significant decline in thenpany’s managed modem dial-up
business, or FCC or state regulations change satltarriers are not required to compensate otireiecs for terminating ISP-bound traffic,
reciprocal compensation revenue may decline siganifly over time.

Managed IP services revenue declined $11 milliohénfirst quarter of 2007 compared to the firsader of 2006. The Company’s legacy
managed IP services business consists primarybefsiness that was acquired in 2003. To dateCdmepany has not invested in this service
and is not actively looking for new customers. Teeline in revenue is attributable to the discotinaf service by existing customers. The
Company expects this trend to continue through¢hmainder of 2007.

SBC Contract Services revenue decreased 72% fr@a $dlion in the first quarter of 2006 to $83 riath in the first quarter of 2007 as

expected due to the migration of the SBC traffithto AT&T network. The SBC Contract Services agreenwas obtained in December 2005
as part of the WilTel acquisition. Under the termithe agreement, SBC has gross margin purchasmitorants
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through 2009. As of March 31, 2007, the remainingimum gross margin commitment under the agreerebé utilized during the
remainder of 2007 was approximately $37 milliond &75 million from January 2008 through the en@@®9. Additionally, the SBC
Contract Services agreement provides for the payofesb0 million if certain performance criteriszeamet by Level 3. Level 3 earned $25
million of this amount in 2006 and is eligible tara an additional $25 million in 2007. Of the $28lion annual amount, 50% is based on
monthly performance and the remaining 50% is baseglerformance criteria for the full year. The C@myp met the required monthly
performance criteria during the first quarter 002@&nd 2006 and recognized approximately $3 millibthe performance bonus in each
period. The Company expects SBC revenue to desigréficantly over the remainder of 2007 and beldhowever, SBC must still comply
with the minimum gross margin commitments underténms of the contract through 2009.

Coal mining revenue increased to $19 million in the first geadf 2007 compared to $18 million during the sar@eod in 2006. The
increase in revenue is attributable to an incr@atiee price per ton and the tons delivered byBlaek Butte mine offset by a decrease in the
price per ton and tons delivered by the Decker mine

Cost of Revenudor the communications business, as a percentagevehue, for the first quarter of 2007 and thst fijjuarter of 2006 was
43% and 49%, respectively. The decrease in firattgu 2007 cost of revenue, as a percentage ohueyés primarily attributable to the
significant decrease in SBC Contract Services reedrom the first quarter of 2006 to the first geaof 2007. The margins for SBC Contract
Services revenue are lower than the margins eamedther components included in Core and Other Comizations Services revenue.

Offsetting the decrease in cost of revenue, as@ptage of revenue, was higher cost of revenwécesrfrom the Broadwing acquisition. T
Company expects cost of revenue, as a percentageaifue, to continue at current levels throughstimnd quarter of 2007 as a result of the
lower margin revenue from Broadwing. The Compdmgntexpects cost of revenue to decline in the skhati of 2007 and on an overall
basis for 2007 as the lower margin revenue und€ SBntract Services continues to decline and tee®d cost of revenue synergies from
the acquisitions are realized.

Cost of revenue, as a percentage of revenue, dardll mining business decreased to 85% in thiegfirgrter of 2007 from 86% in the first
quarter of 2006. The decrease in cost of reversia,@ercentage of revenue, for the coal miningnassi is due to an increase in price per ton
partially offset by higher costs per ton for thalkdelivered by the Black Butte mine.

Depreciation and Amortization expense was $221 million for the first quarter 802, an 18% increase from first quarter 2006 dégtiea
and amortization expense of $187 million. The iaseeis primarily attributable to the increased dejation and amortization recognized on
communications tangible and intangible assetswiea¢ acquired through acquisitions completed in62&@d 2007.

This increase was partially offset by a $31 milldecrease in depreciation expense from the firattquof 2006 to the first quarter of 2007
attributable to the increase in estimated usefeklifor network fiber and IP and transmission eangipt implemented in the second and third
quarters of 2006.

Due to the acquisitions in 2006 and 2007, the Cawgxpects depreciation and amortization expermahé remainder of 2007 to be higher
compared to the depreciation and amortization esgescognized in the same periods in 2006.
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Selling, General and Administrativeexpenses increased 59% to $440 million in the dustrter of 2007 compared to the same period in
2006. This increase is primarily attributable te thclusion of expenses associated with the omeratcquired in the Progress Telecom, ICG
Communications, TelCove and Looking Glass traneastin 2006 and the Broadwing and CDN Businesséaetions in January 2007.
Specifically, increases in compensation, bonuseangloyee related costs, network related costs aritity-based expenses all contributed to
the increase in selling, general and administraixgenses in the first quarter of 2007.

Included in operating expenses for the first quarste2007 and the first quarter of 2006 were $2Hiom and $14 million, respectively, of non-
cash compensation expenses related to grantsmémbaim stock options and other stock-based congtiemsawards. The $10 million
increase in non-cash compensation expense frofirshguarter of 2006 to the first quarter of 208 primarily attributable to increased
compensation expense recognized during the fisttguof 2007 from previously granted outperforocktoptions and restricted stock units.
The higher non-cash compensation expense recoginizbd first quarter of 2007 is due to the incesheumber of outperform stock options
and restricted stock units granted to employegsior quarters and an increase in the value obthiperform stock options and restricted
stock units associated with the increasing pricinefLevel 3 common stock over the course of 200@&re were no regular quarterly grant:
outperform stock options or restricted stock uisissied in the first quarter of 2007 due to a revaéwhe plans by the Company. The
Company plans to issue a grant of outperform stmtions and restricted stock units in the secorattqu of 2007 that will include the shares
that would have normally been issued to eligiblelkayees in the first quarter.

The Company expects selling, general and admitigtraxpenses to increase in 2007 on an overait lbasa result of the inclusion of a full
year of expenses for the 2006 acquisitions of RsgTelecom, ICG Communications, TelCove and Lapldfass and the inclusion of nea

a full year of expenses for the January 2007 attapris of Broadwing and the CDN Business. The Comypexpects the increase in selling,
general and administrative expenses will be highéne first half of 2007. In the second half o0Z0the Company expects that savings from
integration synergies from the Broadwing acquisitidll result in reduced selling, general and adstmtive expenses as compared to the
first half of 2007.

Restructuring and Impairment Chargeswere $4 million in the first quarter of both 200Mda2006. The $4 million restructuring charge
recognized in the first quarter of 2007 represestcdrance charges related to workforce reductiotiee communications business in North
America. The employees affected by this workfoexuction were both legacy Level 3 and legacy Wilraployees as a result of the
integration of companies acquired by Level 3 in@88d January 2007.

The $4 million restructuring charge in the firstgier of 2006 represented $1 million of severar@@ges related to workforce reductions and
$3 million of non-cash impairment charges resulfimgn the decision to terminate projects for certadice services and information
technology projects in the communications busin€lsse projects had identifiable costs which L&vebuld evaluate separately for
impairment. The costs incurred for these projentduding capitalized labor, were impaired as tlwerpany did not expect to utilize the as:

in the future. The Company recorded non-cash impeit charges of less than $1 million in the finsader of 2007.

The Company expects to continue to record restrincficharges during the remainder of 2007 in cotiaeavith the integration of the metro
network businesses acquired in 2006 and the Braapadquisition completed in January 2007.

Adjusted EBITDA , as defined by the Company, is net income (lassih fthe consolidated condensed statements of apesdiefore (1) ga

(loss) from discontinued operations, (2) income&axX3) total other income (expense), (4) non-aaglairment charges included within
restructuring and impairment
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charges as reported in the consolidated stateroénfzerations, (5) depreciation and amortizatiod @) non-cash stock compensation
expense included within selling, general and adstiafive expenses on the consolidated statemeisevitions.

Adjusted EBITDA is not a measurement under accagrprinciples generally accepted in the Unitedestaind may not be used by other
companies. Management believes that Adjusted EBITPdn important part of the Company’s internalorgipg and is a key measure used
by Management to evaluate profitability and opagerformance of the Company and to make res@li@eation decisions. Management
believes such measures are especially importantapital-intensive industry such as telecommuitinat Management also uses Adjusted
EBITDA to compare the Company’s performance to tifats competitors. Management uses Adjusted EBTo eliminate certain non-
cash and non-operating items in order to consigtemtasure from period to period its ability to ducapital expenditures, fund growth,
service debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedahsenmn-cash nature of these
items. Adjusted EBITDA also excludes interest imeg interest expense, income taxes and gain (@wssxtinguishment of debt because
these items are associated with the company’sataggition and tax structures. Adjusted EBITDA atéswludes depreciation and amortization
expense because these non-cash expenses reflaopta of capital investments which managemerietes should be evaluated through
consolidated free cash flow. Adjusted EBITDA exida total other income (expense) because thess é@mmot related to the primary
operations of the Company.

There are limitations to using non-GAAP financiaasures, including the difficulty associated witimparing companies that use similar
performance measures whose calculations may ditfer the Company’s calculations. Additionally,gHinancial measure does not include
certain significant items such as interest incoimerest expense, income taxes, depreciation amdt@ation, non-cash impairment charges,
non-cash stock compensation expense, gain (loss) dnesdinguishment of debt and total other incomgénse). Adjusted EBITDA shou
not be considered a substitute for other measur@samcial performance reported in accordance V@HAP.

Note 12 of the consolidated financial statementwigles a reconciliation of Adjusted EBITDA for eashthe Compar’s operating segmen

Adjusted EBITDA for the communications business w468 million and $147 million for the three montdreded March 31, 2007 and 2006,
respectively. The increase is primarily attributatd the Adjusted EBITDA contribution from the opgons acquired in the Progress Telec
ICG Communications, TelCove, Looking Glass, Broauysnd CDN Business transactions and growth ilCtirapany’s Core
Communications Services revenue partially offsetddgted costs.

Adjusted EBITDA for the mining business increase®2 million in the first quarter of 2007 from $1lion for the same period in 2006. The
increase is primarily due to the increase in theepper ton and the tons delivered by the BlackeéButine offset by a decrease in the price per
ton and tons delivered by the Decker mine.

The Company expects Adjusted EBITDA to increase ttive remainder of 2007 based on the following:
* Inclusion of a full year of results in 2007 for Bress Telecom, ICG Communications, TelCove and lmgplass acquisitions.

* Inclusion of the results of the January 2007 acdtioiss of Broadwing and the CDN Business.
»  Continued growth in Core Communications Services.
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*  The benefit of integration synergies from the Broend) acquisition which are expected to result idueed cost of revenue and
reduced selling, general and administrative expeimsthe second half of 2007.

Interest Incomewas $21 million for the three months ended March2BD7, increasing $12 million from $9 million inet same period in
2006. The increase in interest income was due to@aase in both the average return on the patéoid the invested balance. The
Company’s average return on its portfolio increa®se®l.0% in the first quarter of 2007 compared.&8in the first quarter of 2006. The
average portfolio balance increased to $1.6 bilifothe first quarter of 2007 compared to $944ionillin first quarter of 2006. Pending
utilization of cash and cash equivalents, the Compavests its funds primarily in government andgmment agency securities and money
market funds. The investment strategy generallyigdes lower yields on the funds than on alternaitivestments, but reduces the risk to
principal in the short term prior to these fundsmpgeused in the Company’s business.

Interest Expenseincreased by $15 million to $165 million in thestiquarter of 2007 compared to the first quarte2Qff6. Interest expense
increased primarily as a result of interest expesébutable to the following debt transactions:

*  $550 million of 12.25% Senior Notes due 2013 issnddarch and April 2006.

*  $335 million of 3.5% Convertible Senior Notes d@d 2 issued in June 2006.

e  $1.250 bhillion of 9.25% Senior Notes due 2014 igsmeOctober and December 2006.

* %1 billion of Senior Notes issued in February 2@01sisting of $700 million of 8.75% Senior Noteed017 and $300 million
of Floating Rate Senior Notes due 2015.

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

The increase in interest expense from debt isssamas partially offset by the following debt forusty exchanges, debt redemptions and
repurchases completed during the fourth quart@066 and the first quarter of 2007:

*  $497 million of 10.75% Senior Notes due 2011 repased in December 2006.

*  $605 million of 10% Convertible Senior Notes dud 2@xchanged in January 2007 for 197 million shafe®mmon stock.
e $488 million of 12.875% Senior Notes due 2010 regssin March 2007.

e $96 million of 11.25% Senior Notes due 2010 redeemeéMarch 2007

e $138 million (€104 million) of 11.25% Senior Eurmtés due 2010 redeemed in March 2007.

*  $144 million of Floating Rate Notes due 2011 repased in March 2007.

e $59 million of 11% Senior Notes due 2008 repurcdaseMarch 2007.

*  $677 million of 11.5% Senior Notes due 2010 repasel in March 2007.

*  $61 million (€46 million) of 10.75% Senior Euro Nstdue 2008 repurchased in March 2007.

Level 3 expects interest expense to decrease dilmngmaining quarters of 2007 compared to tls¢ Guarter of 2007 based on the overall
net effect of the 2007 financing transactions desdrabove.

Loss on Extinguishment of Debtwvas $427 million for the first quarter of 2007 caangd to a gain on the extinguishment of debt of $27
million for the first quarter of 2006. The first aer 2007 loss on extinguishment of debt consistéde following:
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*  $177 million loss recognized for the January 200ghange of $605 million of its 10% Convertible Serilotes due 2011 for
approximately 197 million shares of the Compangmmon stock. The loss included $1 million of unatzed debt issuance
costs.

*  $10 million loss recognized for the March 2007 meficing of the Company’s $730 million Senior Seduferm Loan due 2011
into a $1.4 billion Senior Secured Term Loan du#f0The loss consisted of unamortized debt issiansts associated with
the previous $730 million Senior Secured Term Ldae 2011.

*  $54 million loss recognized on the redemption @3 illion of outstanding debt consisting of thédwing debt issuances:

*  $12 million loss on the redemption of $488 milliohoutstanding 12.875% Senior Notes due 2010 ctingisf a $10
million cash loss and $2 million in unamortized tissuance costs.

*  $3 million loss on the redemption of $96 millionaftstanding 11.25% Senior Notes due 2010 congisfia $2
million cash loss and $1 million in unamortized tissuance costs.

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

»  $186 million loss recognized on the repurchaseutindender offers of $941 million of outstandindptleonsisting of the
following debt issuances:

*  $18 million loss on the repurchase of $144 milla@froutstanding Floating Rate Senior Notes due 2@iisting of an
$12 million cash loss and $6 million in unamortizibt issuance costs and unamortized discount.

*  $3 million loss on the repurchase of $59 millioroatstanding 11% Senior Notes due 2008 consisfirg®3 million
cash loss and less than $1 million in unamortizsot ¢ssuance costs.

*  $141 million loss on the repurchase of $677 millidroutstanding 11.5% Senior Notes due 2010 cangisf a $78
million cash loss and $63 million in unamortizedtissuance costs and unamortized discount.

*  $24 million loss on the repurchase of $61 milli€4§ million) of outstanding 10.75% Senior Euro Notieie 2008
consisting of a $24 million cash loss and less tsmillion in unamortized debt issuance costs.

The Company may enter into additional transactinrZ007 to repurchase or exchange existing delbtlag result in gains or losses on the
extinguishment of debt.

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

Income Tax Expensavas $2 million for the first quarter of 2007 comga@uto $1 million benefit for the first quarter d@. The Company
incurs income tax expense attributable to incomeaiious Level 3 subsidiaries, including Coal, thia required to file state or foreign

income tax returns on a separate legal entity basis

Loss from Discontinued Operationsn the first quarter of 2006 was related to theaiginued operations of the Company’s Information
Services segment. The Company sold Software Spedtr Insight Enterprises, Inc. in September 200Bere were no gains or losses from
discontinued operations recognized in the firstriguanf 2007 and Software Spectrum’s results ofafens for the first quarter of 2006
resulted in a loss on discontinued operations ahizon.
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Financial Condition—March 31, 2007

Cash flows provided by (used in) continuing operagi investing activities and financing activitfes the three months ended March 31, 2
and 2006, respectively are summarized as followlais in millions):

Three Months Ended

March 31,
2007 2006
Net Cash Used in Operating Activities of Continu{dperations $ (O3 $ (7)
Net Cash Used in Investing Activitii (483) (148)
Net Cash Provided by (Used in) Financing Activil (226) 328
Net Cash Used in Discontinued Operati — (48)
Effect of Exchange Rates on Cash 5 3
Net Change in Cash and Cash Equivalents $ (797 $ 128

Operating Activities of Continuing Operations

Cash used in operating activities of continuingrafiens increased by approximately $86 millionhe first quarter of 2007 compared to the
same period in 2006. The increase in the useglf was primarily due to an increase in interestpnts on the Company’s debt, which
increased from $119 million in the first quarter2®06 to $200 million in the first quarter of 2007.

Also contributing to the increase in cash usedperating activities of continuing operations in flst quarter of 2007 were fluctuations in
working capital balances which resulted in an inteatal use of cash of $36 million compared to #aes period in 2006. The increase in
cash used in operating activities is primarily tiu¢he changes in accounts receivable, accountbpagnd other current liabilities, partially
offset by an increase in deferred revenue. Immt@perating earnings also partially offset the émeental uses of cash. The improved
operating earnings are directly attributable todperations of Progress Telecom, ICG CommunicatibakCove, Looking Glass, Broadwing
and the CDN business which were acquired in 20@6eanly 2007, as well as revenue growth from Cayrs@unications Services.

I nvesting Activities

Cash used in investing activities increased by $88kon in the first quarter of 2007 compared e tsame period in 2006. The increase in
the use of cash was primarily due to the cash fmetie acquisitions of Broadwing of $493 millionet of cash acquired of $257 million) and
the CDN business of $133 million. In addition, ¢apexpenditures increased $97 million from $58iomlin the first quarter of 2006 to $155
million in the first quarter of 2007. The increasecapital expenditures was related to the compatitins business. In the first quarter of
2007, $280 million of marketable securities heldHty Company matured. The Company also decreaseskiricted securities by $16
million, primarily for its coal business.

Financing Activities

Cash provided by (used in) financing activitiesréased from a $328 million source of cash in trs fuarter of 2006 to a $226 million use
of cash in the first quarter of 2007. Includedash flows from financing activities is $2.362 ioitl of net proceeds from the issuance of:

*  $300 million of Floating Rate Senior Notes due 201bebruary 2007.
*  $700 million of 8.75% Senior Notes due 2017 in keby 2007.
*  $1.4 billion Senior Secured Credit Facility due 204 March 2007.

The Company used proceeds from these offeringgaldatih cash on hand to retire or refinance appretéty $2.497 billion aggregate
principal amount of debt. Total cash considerapai to
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retire or refinance this debt was $2.611 billidthe Company also issued approximately 214 millioarss of its common stock, valued at
$879 million, to retire $702 million of debt. Finging activities also include proceeds of $23 millioom the exercise of warrants associated
with the Broadwing transaction and other equityebimstruments.

Liquidity and Capital Resources

The Company incurred an operating loss from commoperations of $75 million and used $248 millmfrcash for operating activities and
capital expenditures for the three months endeccMat, 2007. This compared to an operating lags frontinuing operations of $57 milli
and a use of $65 million of cash for operating\dii¢is and capital expenditures in the same pand@b06. The Company expects that the
communications business will continue to consunsh @a 2007. However, the amount of cash consumedpected to decline during the
remainder of the year.

In 2007, the Company expects its costs will corgitmexceed revenue and it will continue to consaash primarily due to interest payme
and capital expenditures. The Company expects AasjusBITDA to improve through the remainder of 2@imarily as a result of the
synergies and integration activities associatet piitor period acquisitions and the 2007 acquisgiof Broadwing and the CDN business, as
well as growth in Core Communications Services mereethat is expected to be partially offset by otidms in Other Communications and
SBC Contract Services revenue. Interest paymeatsxpected to decrease in 2007 based on finaacidgther capital markets transactions
completed through March 31, 2007. Capital expenelitdior 2007 are expected to range from $600 mili$650 million and will consist of
$100 million to $150 million of base capital expénces (estimated capital required to keep the agtwperating efficiently and product
development), approximately $75 million to $100lior of capital expenditures for integration angapximately $400 million to $425
million of success-based capital expenditures aatmtwith incremental revenue. The majority of @@mpany’s ongoing capital
expenditures are expected to be success-basaed ¢o incremental revenue. In total, the Comparpeets that cash required for operating
activities and capital expenditures will range fr§@25 million to $335 million in 2007, excludingiituations in working capital. The
Company does not have any significant principal ant® due on its outstanding debt until 2010. AMafch 31, 2007, the Company had c
of $31 million and $366 million that matures in 80&nd 2009, respectively.

Level 3 has approximately $892 million of cash,caquivalents and marketable securities on haibath 31, 2007. In addition, $128
million of current and non-current restricted séoes are used to collateralize outstanding lettérsredit, long-term debt, certain operating
obligations of the Company or certain reclamatiabilities associated with the coal business. Bagethformation available at this time,
management of the Company believes that the Con'gpangrent liquidity and anticipated future castmis from operations will be sufficient
to fund its business.

The Company may elect to secure additional cajpittde future, at acceptable terms, to improvdidisidity or fund acquisitions. In addition,
in an effort to reduce future cash interest paysieag well as future amounts due at maturity @xtend debt maturities, Level 3 or its
affiliates may, from time to time, issue new dedstter into debt for debt, debt for equity or casim$actions to purchase its outstanding debt
securities in the open market or through privatedgotiated transactions. Level 3 will evaluate angh transactions in light of then existing
market conditions and the possible dilutive eftecstockholders. The amounts involved in any suahsiaction, individually or in the
aggregate, may be material.

In January 2007, in two separate transactionsCtimapany completed the exchange of $605 milliort10% Convertible Senior Notes due

2011 for a total of 197 million shares of Level 8@mmon stock. The Company recognized a $177amiliss on the exchanges in the first
quarter of 2007.
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In February 2007, Level 3 Financing issued $700anilof its 8.75% Senior Notes due 2017 and $300aniof its Floating Rate Senior
Notes due 2015 and received net proceeds of $MamiThe proceeds from these private offeringsewesed to refinance certain Leve
Financing debt and to fund the cost of constructiastallation, acquisition, lease, developmentmgrovement of other assets to be used in
Level 3's communications business.

In March 2007, Level 3 Financing refinanced itsisesecured credit agreement and received net pdscef $1.382 billion. The proceeds
from this transaction were used to repay the eds$730 million Senior Secured Term Loan due 20id.@her debt. The effect of this
transaction was to increase the amount of sencursed debt from $730 million to $1.4 billion, re@uihe interest rate on that debt from
LIBOR plus 3.00% to LIBOR plus 2.25% and extendfihal maturity from 2011 to 2014. The Company iguiaed a $10 million loss on tt
transaction related to unamortized debt issuansts co

During the first quarter of 2007, the Company rexdeé the outstanding principal amount of the follogvilebt issuances totaling $722
million:

e $488 million of 12.875% Senior Notes due 2010 ptiee equal to 102.146 of the principal amount.
e $96 million of 11.25% Senior Notes due 2010 atiegpequal to 101.875 of the principal amount.
e $138 million ( €104 million) of 11.25% Senior Euxwmtes due 2010 at a price equal to 101.875 of timeipal amount.

Also during the first quarter of 2007, the respeeissuers repurchased, through tender offers, 884idn of the outstanding principal
amounts of the following debt issuances:

e $144 million of its outstanding Floating Rate Semimtes due 2011 at a price equal to $1,080 p&0®1principal amount of the
notes, which included $1,050 as the tender offesicieration and $30 as a consent payment.

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

e $677 million of its outstanding 11.5% Senior Node 2010 at a price equal to $1,115.26 per $1,60@ipal amount of the
notes, which included $1,085.26 as the tender effasideration and $30 as a consent payment.

e $61 million ( €46 million) of its outstanding 10%6Senior Euro Notes due 2008 at a price equal 068145 per €1,000 principal
amount of the notes, which included €1,031.45 adehder offer consideration and €30 as a consgmhent.

The Company recognized a $240 million loss assediaith the redemptions and repurchases in thedfirarter of 2007. The cash portion of
the loss on redemptions and tenders totaled $1B®meand the remaining $75 million consisted ofimortized debt issuance and discounts.

In the first quarter, for total cash consideratdi$106 million and equity consideration of 17 il shares of common stock (valued at $97
million) all of Broadwing’s outstanding $180 milticaggregate principal amount of 3.125% Convert8#aior Debentures due 2026 were
retired. These debentures were issued by Broadwingto Level 3's acquisition of Broadwing on dany 3, 2007. There was no gain or
loss recognized due to the fact that under purcaaseunting, the liability for the notes was valadhe total cost to retire the obligation.
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In addition to raising capital through the debt aqdity markets, the Company may sell or disposxiting businesses, investments or o
non-core assets. In 2005 and 2006, the Companyletedpthe sale of its two businesses that compitsddformation Services segment for
total cash proceeds of $433 million and commonkstaim one of the purchasers valued at $3 million.

The communications industry continues to consadidaével 3 has participated in this process withabquisitions of several companies in
2006, as well as Broadwing and the CDN Busineskeérfirst quarter of 2007. Level 3 will continuedwaluate consolidation opportunities
and could make additional acquisitions in the feitur

On January 3, 2007, Level 3 acquired Broadwingyldiply held provider of optical network communiizats services. Under the terms of the
merger agreement dated October 16, 2006, Leveld338al8 of cash plus 1.3411 shares of Level 3 comstock for each share of
Broadwing common stock outstanding at closingotalt Level 3 paid approximately $752 million osba(including transaction costs) and
issued approximately 123 million shares of Leveb&mon stock, valued at $688 million. As parthef transaction, approximately 4 million
previously issued Broadwing warrants (valued arexmately $4 million) became exercisable into apgmately 5 million shares of Level 3
common stock.

On January 23, 2007, the Company acquired the @obiivery Network services business of SAVVIS;.lnder the terms of the
agreement, Level 3 paid $133 million in cash tousregcertain assets, including network elementstaraer contracts, and intellectual
property used in the CDN Business.

Item 3. Quantitative and Qualitative Discloares About Market Risk

Level 3 is subject to market risks arising frommdes in interest rates and foreign exchange ratgesf March 31, 2007, the Company had
borrowed a total of $1.7 billion primarily undeSanior Secured Term Loan due 2014 and Floating Reéor Notes due 2015 that bear
interest at LIBOR rates plus an applicable margsthe LIBOR rates fluctuate, so too will the irtsr expense on amounts borrowed under
the debt instruments. The weighted average inteaéston the variable rate instruments at Marct280y7, was approximately 7.86%.

On March 13, 2007, Level 3 Financing entered imnto interest rate swap transactions to hedge tleegist payments on $1 billion notional
amount of floating rate debt. The two interesé mwap transactions are with different countergarind are for $500 million each. The
transactions are effective beginning April 13, 2@@d mature on January 13, 2014. Under the tefitiednterest rate swap transactions,
Level 3 receives interest payments based on rallinge month LIBOR terms and pays interest atittezlfrate of 4.93% under one
arrangement and 4.9175% under the other. Levak3lksignated the interest rate swap agreemeatsash flow hedge on the interest
payments for $1 billion of floating rate debt advtdrch 13, 2007.

For the remaining variable rate debt a hypothetitaease in the variable portion of the weighteerage rate by 1% (i.e. a weighted average
rate of 8.86%) would increase annual interest experf the Company by approximately $7.0 million.Mdrch 31, 2007, the Company had
$5.1 billion (excluding discounts) of fixed ratebddearing a weighted average interest rate of¥8.8% decline in interest rates in the future
will not benefit the Company with respect to theefi rate debt due to the terms and conditionseofadan agreements that require the
Company to repurchase the debt at specified premium

The Company’s business plan includes operatingdelenunications network businesses in Europe. Adasth 31, 2007, the Company had

invested significant amounts of capital in the oggfior its communications business. The Compargs amt make use of financial
instruments to minimize its exposure to foreignrency fluctuations.
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Indicated changes in interest rates are based pottgtical movements and are not necessarily itidecaf the actual results that may occur.
Future earnings and losses will be affected byaddtuctuations in interest rates and foreign cocserates.

ltem 4. Controls and Procedures

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedasesf March 31, 2007. Based upon such reviewCtiief Executive Officer and Chief
Financial Officer have concluded that the Compawyistrols and procedures are effective and arguedito ensure that information

required to be disclosed by the Company in thertspbfiles or submits under the Securities ExadeAct of 1934, as amended, and the rules
there under, is recorded, processed, summarizedepoded within the time periods specified in @@mmission’s rules and forms.

Disclosure controls and procedures include, withiotitation, controls and procedures designed &uea that information required to be
disclosed by an issuer in reports it files or subrander the Securities Exchange Act is accumukatgidcommunicated to the Company’s
management, including its principal executive a@fiand principal financial officer, as appropritdellow timely decisions regarding

required disclosure.

(b) Internal controls. As a result of its acquisition of Progress TelecbhC on March 20, 2006; ICG Communications, Ine.May 31,

2006; TelCove, Inc. on July 24, 2006; Looking Glhletworks Holding Co., Inc. on August 2, 2006; Bfaéng Corporation on January 3,
2007 and the Content Delivery Network servicestess of SAVVIS, Inc. on January 23, 2007, Leveh8 bxpanded its internal controls
over financial reporting to include the consolidatof the results of operations as well as acqorsitelated accounting and disclosures for
each acquisition. As a result of the integratiotivities associated with the acquisitions, the @any has also expanded its internal controls
over financial reporting to include certain proesand systems of the acquired companies thatintegrated during the first quarter of
2007. There were no other changes in Level 3&ival controls over financial reporting identifiedconnection with the evaluation required
by paragraph (d) of Exchange Act Rules 13a-15 drlibthat occurred during the first quarter of 2@@at have materially affected, or are
reasonably likely to materially affect, the Comparipternal control over financial reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION
ltem 1A Risk Factors

In addition to the other information set forth imistreport, you should carefully consider the feztiscussed in Part |, “Item 1A. Risk
Factors” in Level 3's Form 10-K for the year endgdecember 31, 2006, which could materially affeatlousiness, financial condition or
future results. The risks described in Level 3'srkd0-K are not the only risks facing the Compahgditional risks and uncertainties not
currently known to Level 3 or that it currently de¢o be immaterial also may materially adversefgcfLevel 3's business, financial
condition and/or operating results. The Risk Faciacluded in the Company’s Form 10-K for the yeaded December 31, 2006, have not
materially changed other than as set forth below.

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

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

e asubstantial portion of our cash flow will be usednake principal and interest payments on ouditandebt, reducing the funds
that would otherwise be available for operationd fature business opportunities;

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

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

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

We had substantial deficiencies of earnings to céixed charges of approximately $628 million foetthree months ended March 31, 2007.
We had deficiencies of earnings to cover fixed gharof $722 million for the fiscal year ended DebenB1, 2006, $634 million for the fisc
year ended December 31, 2005, $409 million forfidwal year ended December 31, 2004, $681 millarttie fiscal year 2003 and $9
million for the fiscal year 2002.

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

If Level 3 were unable to refinance its debt ordise additional capital on acceptable terms, L&i&ehbility to operate its business would be
impaired. As of March 31, 2007, Level 3 had an aggte of approximately $6.850 billion of loterm debt on a consolidated basis, exclu
discount and fair value adjustments and includimgent maturities, and approximately $1.414 billafrstockholders’ equity. Level 8'ability

to make interest and principal payments on its dedtborrow additional funds on favorable termsethes on the future performance of the
business. If Level 3 does not have enough cashifidhe future to make interest or principal paytsem its debt, Level 3 may be required to
refinance all or a part of its debt or to raiseiiddal capital. Level 3 cannot assure you thatiit be able to refinance its debt or raise
additional capital on acceptable terms.
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Iltem 6. Exhibits

€)) Exhibits filed as part of this report are listeddve

10.1 Form of Amended Master Deferred Issuanoek3Agreement (filed to supplement and replacedhm of Amended Master
Deferred Issuance Stock Agreement filed as extii2 to the Registrant’s Current Report on Form fd€l with the SEC on

April 4, 2007).
12 Statements Re Computation of Ratios
31.1 Rule 13a-14(a)/15d-14(a) Certification of the Chisecutive Officer
31.2 Rule 13a-14(a)/15d-14(a) Certification of the Chigiancial Officer

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiio8e906 of the Sarbanes-
Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiio8e906 of the Sarbanes-
Oxley Act of 2002.
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SIGNATURES

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

LEVEL 3 COMMUNICATIONS, INC.

Dated: May 10, 2007 /sl Eric J. Mortense

Eric J. Mortense!
Senior Vice President, Controll
and Principal Accounting Office
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Exhibit 10.1

Employee Name

(Please Print)
AMENDED MASTER DEFERRED ISSUANCE STOCK AGREEMENT

This Amended Master Deferred Issuance Stock Agreefaéong with the Exhibits hereto, this “Agreenigiig entered into as of

, by and between Level 3 Communications, Inc., Ea®are corporation (the “Company3nd the individual whos
name appears on the signature page to this AgradtherfEmployee”), an “Employee” as defined in Bempany’s 1995 Stock Plan
(Amended and Restated as of April 1, 1998, andidedr amended from time to time, the “Plan”).

The Company, pursuant to a grant of authority ftbenCompensation Committee of the Company’s Bo&firectors (the
“Committee”), may, from time to time, grant to tEBenployee the opportunity to acquire a certain nunobshares of its common stock, par
value $.01 per share (the “Stock”), in order t@irethe Employee as an employee of the CompanySobaidiary, pursuant to the Plan (an
“Award”).

The parties agree as follows:

1. Obligation to Issue Deferred Shar&ubject to the terms and conditions of this &gnent, the Company, from time to
time in its sole discretion, may grant Awards te Employee relating to a specified number of shaf&tock that, under certain
circumstances and in accordance with the termshareay result in the Employee having the rightdoeive shares of Stock (the “Deferred
Shares”). Each Award will be evidenced by a Deférissuance Stock Award Letter (an “Award Lettém™)he form attached as Exhibit A
hereto (or such other form as approved by the Cogjpavhich sets forth the date of the Award (thevekd Date”), the number of Deferred
Shares that are the subject of the Award, anddkescn which the Company will issue the Deferredr&s to the Employee subject to the
terms of this Agreement and any further terms thay be set forth in the applicable Award Letterctesuch date, an “Issuance Date”). To
the extent that (i) the Employee is subject toptmrisions of the Company’s Insider Trading Polibgit restrict an employee’s ability to sell
shares of Stock to open “trading windows,” (ii) teseuance Date would be a day that the Employeth&rwise precluded from selling shares
of Stock by the Company’s Insider Trading Poliayd &iii) at that time, the Company is not, withpest to the Employee, using a method to
issue the Deferred Shares that provides for a ‘isstiance of shares as contemplated by Sectiolow biae Issuance Date shall be delayed
until the first business day of the next open mgdvindow (a “Delayed Issuance”), but in no eveneét than the Last Issuance Date (as
defined below).

2. Acceleration of Issuance of Defer&ddires Notwithstanding Section 1, the Company will ssll unissued Deferred
Shares to the Employee, including any Delayed lsti&hares (as defined below) (i) promptly afterdbath of the Employee, or the
Permanent Total Disability of the Employee or tmepoyee’s retirement (in accordance with the Comgfsaretirement benefit then in
effect) , or (ii) immediately before a Change inn@ol. The Employee shall be considered to have suffefegrananent Total Disability if tr
Committee




determines that the Employee is permanently urtatdarn any wages in the same or other employment.

3. Forfeiture of Right to Acquire Defedl Shares If the Employee ceases to be an employee ofdmpany or of a
Subsidiary (other than as a result of death or Beemt Total Disability or retirement in accordamdth the Company’s retirement benefit
then in effect), the Company no longer will be ghted to issue any unissued Deferred Shares tertipoyee, and the Employee will forfeit
any right to acquire any unissued Deferred Shames the Companyprovided , however , that to the extent that any unissued DeferredeSha
are unissued as a result of a Delayed Issuancda(/Be Issuance Shares”), the Company shall issuB#ayed Issuance Shares to the
Employee, but shall have no obligation to issue @thgr unissued Deferred Shares.

4. Taxes; Wlthholdlng (a) Notwithstanding anything contained hereithi contrary, other than Section 8 and Sectighe,
Company will not be obligated to issue the Defei®édres or the Delayed Issuance Shares unlessripeyee has paid (in cash or by
certified or cashier’s check) to the Company athlolding taxes required to be collected by the Gany under Federal, State, local or
foreign law as a result of the issuance of the BeteShares (“Withholding Taxes”). The Companylldb&aresponsible for the determination
of the amount of any Withholding Taxes based orlakesale price for the Stock on the Stock’s ppaktrading market on the Issuance Date
or the last trading date if the Issuance Date tsaraay upon which the Stock has traded. To thenéxhat the Employee desires to pay the
Withholding Taxes in cash or by certified or caskieheck, with respect to a specific Issuance Date Employee must deliver a separate
Withholding Taxes Cash Payment Notification to @@mpany’s stock plan administrator substantiallthia form of Exhibit B no later than
45 days prior to that specific Issuance Date. hEoextent that the Employee elects to pay the Withihg Taxes in cash or by certified or
cashier’s check, such payment must be receivetidbmpany’s stock plan administrator no later tha@ (1) Business Day after the
Issuance Date of any Deferred Shares that is thiectof the Withholding Taxes Cash Payment Naiifin.

(b) The Company, in its sole discretioray permit the Employee to pay any or all WithhotdiTaxes through delivery of
outstanding Stock or by the Company withholdingetipn of the Deferred Shares issuable pursuatttisoAgreement. The Employee,
however, will have no absolute right to pay theMWdlding Taxes with Stock, and, if such paymememmitted by the Company, such
payment must be made in strict compliance withgfile such payments established by the Companyof &% date of this Agreement, unl
the Company has received a properly executed dicoi Withholding Taxes Cash Payment Notificatitom the Employee, the Company
currently intends to have the Withholding Taxegdghrough the withholding of Stock issuable upatiséaction of the terms and conditions
set forth in this Agreement (a “net issuance”).e Btock that is withheld by the Company as pathefnet issuance (the “Withheld Shares”)
will be sold on behalf of the Employee as contertgaldy subsection (c) of this Sectionpdgvided , however, that at the sole discretion of
Company, the Withheld Shares may be retained bZtmpany and the Company will satisfy the Withheddiraxes from the Company’s
available cash. The Company reserves the right to




change its method with respect to the Employe¢hi@icollection of Withholding Taxes that may be dviy the Employee at any time in its
sole discretion, upon notice to the Employee, wihictice may be written or electronic notice.

(c) By the execution of this Agreemeatthe extent that the Company elects to issue gferied Shares as a net issuance,
the Employee has not properly executed and deliver¢he Company’s stock plan administrator a Witthng Taxes Cash Payment
Noatification, the Employee hereby irrevocably instis the Company and a broker of the Com’s choosing, to sell on behalf of the
Employee at the “market price,” that number of skasf Stock required to generate sufficient furndsdqual the Withholding Taxes required
to be paid by the Employee pursuant to this Seetioithe Employee represents to the Company anbrtier that the Employee is entering
into this Agreement in good faith. The Employealshave no ability to modify these instructions@t than by the proper execution and
delivery to the Company’s stock plan administratba Withholding Taxes Cash Payment Notificatidhis the Employees intention that thi
provision comply with the requirements of Rule 1dbpromulgated by the Securities and Exchange Casian under the Securities
Exchange Act of 1934.

5. Share CertificatesShare certificates for Deferred Shares will missued. Upon issuance, Deferred Shares will be
deposited into an account for the Employee thasfablished by the Company.

6. NonTransferability of Right to Receive Deferred Sharddnless specifically permitted by the Committidse, Employee
may not transfer, assign, pledge or hypothecateigheto receive the Deferred Shares, and the tigheceive the Deferred Shares may nc
transferred or assigned by operation of law, osuigect to execution, attachment or similar proogler than by will or the laws of descent
and distribution.

7. Changes in Capital Structur€he number of Deferred Shares subject to thieé&ment is subject to adjustment pursuant
to Section 9.1 of the Plan upon the occurrencbé®eients described in that Section.

8. Change in ControlNotwithstanding Section 1, upon a Change in @bf the Company, the Company will, in its sole
discretion, either (a) issue all unissued DefeBhdres to the Employee in accordance with Sect@f@pof the Plan or (b) pay the Employee
in a combination of cash and stock the value ofDb&erred Shares in accordance with Section 9&f(H)e Plan.

9. Gros$Jp . If the issuance of Deferred Shares would raaukexcess parachute payments” to the Employeeugintsto
Section 280G of the Internal Revenue Code of 188&mended (the “Codethe Company will pay the Employee an amount su#fitio pu
the Employee in the same position as the Employmddihave been if the taxes imposed on the Emplpyesuant to Section 4999 of the
Code had not been imposed. Any such paymentmnalide payment of an amount equal to any incomestassessed on the Employee with
respect to payments pursuant to this Section. Gdmapany will make any such payment not later than




the date upon which such excise tax payment ipduguant to Section 4999 of the Code. Any suchmeay will in all other respects be m:
in accordance with the rules, regulations and goes adopted by the Company from time to time wafpect to such payments under the
Plan.

10. Costs The Company will pay all original issue and sfam taxes with respect to, and all other costss fend expenses
incurred by the Company in connection with, theigsse of Deferred Shares. Upon issuance, the Baplshall be responsible for all
brokerage expenses associated with the permitteabsany Deferred Shares.

11. Applicable Law No Deferred Shares will be issued and deliverddss and until, in the opinion of legal counselthe
Company, such securities may be issued and dediweitbout causing the Company to be in violatioroofncur any liability under any
federal, state or other legal requirement, inclgdipplicable securities laws.

12. The Plan This Agreement is subject to, and the Employgrees to be bound by, all of the terms and conditif the
Plan. The Employee acknowledges that the Planbea@mended from time to time, and that under tha,Rhe Committee has conclusive
authority to interpret and construe the Plan amslAlgreement and is authorized to adopt rules &orying out the Plan. In the event of any
inconsistency or discrepancy between the provisibrikis Agreement and the terms and conditiorthefPlan, the provisions of the Plan will
govern and prevail. No amendment to or interpiatanf the Plan, however, may deprive the Employfe@ny of his or her rights under this
Agreement.

13. Issuance of SharedNotwithstanding any provision of this Agreem#mthe contrary, any Deferred Shares issuable upon
satisfaction of the terms and conditions of thisegnent will be issued by the Company to the Engsqgyrior to the date that is 2 1/2 months
after the end of the first calendar year in whioh Deferred Shares are no longer subject to a tantisl risk of forfeiture,” as such term is
defined for purposes of Section 409A of the InteRevenue Code of 1986rovided , that if the Employee has not complied by sucle dat
with the provisions of Section 4 of this Agreemegiating to payment of all required Withholding Eaxwith respect to such Deferred Shares,
the Employee’s right to receive such Deferred Shahall be forfeited.

14. Miscellaneous (a) The Employee will not have any interestoinany dividend, voting or other rights of a stockier with
respect to, the Deferred Shares until the DefeBfeates are issued in accordance with this Agreement

(b) Any notice to be given to the Compamyst be in writing addressed to the Company ie cathe Administrator, at its
principal office, and any notice to be given to Braployee must be in writing addressed to the Eyg#at the address for the Employee in
the records of the Company or by email or othecteddic means using a system maintained by the @ampr its Subsidiary. Any such
notice will be deemed duly given when deliveredchiaynd, deposited in the United States mail, regaster certified mail or transmitted
electronically without a notice of failed delivery.




(c) The Employee is an employee at \aitidd nothing in this Agreement confers upon the Byg® any right to continued
employment with the Company or limits in any wag tight of the Company to terminate the employnuénhe Employee at any time.

(d) This Agreement must be construecctoedance with the laws of the State of Coloradloeothan choice of law rules
thereof calling for the application of laws of anet jurisdiction.

(e) Terms used but not defined in thisefgnent have the meanings ascribed to them unelé&tam.

® Although any information sent toroade available to the Employee concerning the &ahthis Award is intended to be
an accurate summary of the terms and conditiotiseoAward, this Agreement and the Plan are theaaitithive documents governing the
Award and any inconsistency between the Agreemahtlze Plan, on one hand, and any other summawyniation, on the other hand, shall
be resolved in favor of the Agreement and the Plan.

(9) Notwithstanding anything herein te tontrary, this Agreement may be amended by tmeniitiee from time to time
without the consent of the Employee to the exteatGommittee deems it appropriate to cause thiséxgent and/or each Award hereunde
comply with Section 409A of the Internal Revenual€of 1986, as amended (“Section 409A") (includimg distribution requirements
thereunder) or be exempt from Section 409A andiertax penalty under Section 409A(a)(1)(B). Then@any will provide to the Employee
a notice of any amendments made to this Agreemastpnt to this subsection.

(h) To the extent that the Company hasedd a Deferred Issuance Stock Award Letter t&Ethployee on a date prior to the
date of this Agreement, the terms of this Agreensbiatl supersede, amend and restate the termy aluah previously executed agreement
governing such Deferred Issuance Stock Award Léérveen the Company and the Employee with redpdhbe issuance of Deferred
Sharesprovided , however, that the terms of any outstanding Detefssuance Stock Award Letter as to the numbBredérred Shares that
the subject of the Deferred Issuance Stock Awattet.and the applicable Issuance Date(s) set fortihe Deferred Issuance Stock Award
Letter shall remain in full force and effect.




IN WITNESS WHEREOF, this Agreement is entered ioyahe Employee and by the Company as of thefdateabove written.

LEVEL 3 COMMUNICATIONS, INC.

By:

Title:

EMPLOYEE

Name:

Date of Hire:




EXHIBIT A

LEVEL 3 COMMUNICATIONS, INC.
DEFERRED ISSUANCE STOCK AWARD LETTER

This Deferred Issuance Stock Award Letter (the “Adifawhen taken together with the Amended MastefeDed Issuance Stock
Agreement (“Master Agreement”) constitutes an avtarthe individual whose name appears on the sigadine below (“Employee”) of
Deferred Shares with respect to the shares of conmstuzk of Level 3 Communications, Inc. (the “Comm&tock”) under the Level 3
Communications, Inc. 1995 Stock Plan (Amended agstded as of April 1, 1998, and as further amerficea time to time).

The terms and conditions of this Award are sehfolow and in the Master Agreement, the provismhshich are incorporated
herein by reference.

A. The date of this Award is (the “Award Date”).

B. The number of Deferred Shares with respect to wthichDeferred Issuance Award Letter relates is
C. The Issuance Date(s) for the Deferred Shares dmlaws:

D. The following are conditions to the occurrencehsf tssuance Date(s):

LEVEL 3 COMMUNICATIONS, INC.

BY:

ITS:

EMPLOYEE:




EXHIBIT B

LEVEL 3 COMMUNICATIONS, INC.
WITHHOLDING TAXES CASH PAYMENT NOTIFICATION

This Withholding Taxes Cash Payment Notificatiobéing delivered by the individual whose name appea the signature line
below (the “ Employeé) in reference to an Award of Deferred Shares nmtadbe Employee by Level 3 Communications, Infee (t
“Company”) pursuant to that certain Amended MaBteferred Issuance Agreement dated as of between the Company
and the Employee (the “ Master Agreem8ntCapitalized terms used in this Withholding TaxestCBayment Notification without definitit
have the meaning given to those terms in the Magiezement.

This Withholding Taxes Cash Payment Notificatiolates to the Award of Deferred Shares grantededeimployee pursuant to the
Award Letter issued to the Employee dated , the restrictions on which will lapse as to Deferred
Shares on (the “ Referenced Awar9.

The Employee hereby irrevocable elects to pay aitiiwlding Taxes that are owed by the Employee uperissuance Date in cash
or by certified or cashier’s check made payablegeel 3 Communications, Inc. within one (1) Buss&ay of the Issuance Date. All
payments of Withholding Taxes are to be made t@thmpany’s stock award administrator.*

* Delivery information with respect to the paymentéithholding Taxes must be obtained from the Congfsastock plan administrator.

The Employee hereby represents and warrants tGdhgpany that on the date hereof, the Employeetignqmssession of material
non-public information regarding the business paficial condition of the Company and its subsidri

To the extent that the Employee is subject to tm@any’s Insider Trading Policy’s restrictions twe @bility to trade the Comparsy’
securities other than during an open trading windbe Employee expressly acknowledges that: @Jthployee has executed this
Withholding Taxes Cash Payment Notification duramgopen trading window pursuant to the Companysasr Trading Policy; and (b) the
Employee may not sell any shares of Stock thatistebuted to the Employee on the Issuance so éanthpe trading window is closed.

Employee:
(Please sign
Name:
(Please print
Date of Hire:

Date:




STATEMENTS RE COMPUTATION OF RATIOS

Exhibit 12

STATEMENT REGARDING COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES AND

Loss from

Continuing Operations Before Tax
(Earnings) Losses of Equity Investe
Interest on Debt, Net of Capitalized Inter
Amortization of Capitalized Intere
Interest Expense Portion of Rental Expense

Earnings (Losses) Available for Fixed Charge

Interest on Dek
Preferred Dividend
Interest Expense Portion of Rental Expense

Total Fixed Charges
Ratio of Earnings to Fixed Charges

Deficiency

PREFERRED STOCK DIVIDENDS

LEVEL 3 COMMUNICATIONS, INC.

Three Months
Ended March 31,

Fiscal Year Ended

2007 2006

2006 2005 2004

2003 2002

$ (645 $ (167) $ (790) $ (702) $ (477) $ (746) $ (991)

165 150

17 17
16 9

648 530 485
68 68 68
44 25 29

(3) (13)
567 560
68 68
31 20

$ (447 $ 9

$ (300 $ (79 $ 105

$ (83) $ (356)

$ 165 $ 150

16 9

$ 648 $ 530 $ 485

44 25 29

$ 567 $ 560

31 20

$ 181 $ 159

$ 692 $ 555 §$ 514

$ 598 $ 580

$ (628) $ (150)

$ (722) $ (634) $ (409)

$ (681) $ (936)




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

I have reviewed this Quarterly Report on Form 16fQevel 3 Communications, Inc.;

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

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;

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

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

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

c. Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coumyeldis report based on st
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 regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

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

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

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

Date: May 10, 200

/sl James Q. Crow

James Q. Crow
Chief Executive Office

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




Exhibit 31.2

CERTIFICATIONS*

I, Sunit S. Patel, certify that:

1.

2.

I have reviewed this Quarterly Report on Form 16fQevel 3 Communications, Inc.;

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

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;

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

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

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

c. Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coumyeldis report based on st
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 regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

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

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

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

Date: May 10, 200

/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

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




Exhibit 32.1

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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the “Company”) on Form 10 the three months ended March
31, 2007 as filed with the Securities and Exchabgemission on the date hereof (the “Report”), mda Q. Crowe, Chief Executive Officer
of the Company, certify, pursuant to 18 U.S.C. §0,3s adopted pursuant to § 906 of the Sarbanksr@xt of 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh1934; and

2) The information contained in the Report fairly mets, in all material respects, the financial cbodiand results of
operations of the Company.

/sl James Q. Crow
James Q. Crow

Chief Executive Office
May 10, 2007




Exhibit 32.2

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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the “Company”) on Form 10 the three months ended March
31, 2007 as filed with the Securities and Exchabgmmission on the date hereof (the “Report”), ni66. Patel, Chief Financial Officer of
the Company, certify, pursuant to 18 U.S.C. § 1380adopted pursuant to § 906 of the Sarbanes-@xdegf 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh1934; and

2) The information contained in the Report fairly mets, in all material respects, the financial cbodiand results of
operations of the Company.

/s/Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
May 10, 2007




