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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
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ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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Commission file number: 0-15658
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(or for such shorter period that the registrant veagiired to file such reports), and (2) has be#jest to such filing requirements for the past@@s. Yesxl No O

Indicate by check mark whether the regigthas submitted electronically and posted oodtporate Website, if any, every Interactive Diita required to be submitted and posted
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files). Yes O

Indicate by check mark if disclosure efidquent filers pursuant to Item 405 of Regulat®# (§ 229.405 of this chapter) is not containetein, and will not be contained, to the best

No O
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Unless the context otherwise requires, when weheseords "Level 3," "we," "us" or "our company"tins Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiorg and its subsidiaries, unless it is clear fréme context or expressly stated that these
references are only to Level 3 Communications, Inc.

The Level 3 logo and Level 3 are registered semriaeks of our wholly owned subsidiary, Level 3 Camications, LLC, in the United
States and other countries. All rights are reservidds Form 10-K refers to trade names and tradesaf other companies. The mention of
these trade names and trademarks in this Form 19+Kade with due recognition of the rights of thesmpanies and without any intent to
misappropriate those names or marks. All other ¢radmes and trademarks appearing in this Form lar&the property of their respective
owners.

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

This Form 10-K contains forward-lookingtstaents and information that are based on thefbalfeour management as well as
assumptions made by and information currently abél to us. When we use the words "anticipate"jébe”, "plan”, "estimate" and "expect
and similar expressions in this Form 10-K, as ttedgte to us or our management, we are intendingetatify forward-looking statements.

These statements reflect our current views witheesto future events and are subject to certaksriuncertainties and assumptions.

Should one or more of these risks or uadsiies materialize, or should underlying assurmgiprove incorrect, our actual results may
vary materially from those described in this docuam@&hese forward-looking statements include, anmmthegrs, statements concerning:

. our communications business, its advantages ansti@iegy for continuing to pursue our busin
. anticipated development and launch of new seniitesir business
. anticipated dates on which we will begin providoeggtain services or reach specific milestones éndévelopment and

implementation of our business strategy;

. growth of the communications industi
. expectations as to our future revenue, margingmesgs, cash flows and capital requirements; and
. other statements of expectations, beliefs, futlaagand strategies, anticipated developments ted matters that are not

historical facts.

These forward-looking statements are stlbgeisks and uncertainties, including financralgulatory, environmental, industry growth and
trend projections, that could cause actual eventesullts to differ materially from those expressedmplied by the statements. The most
important factors that could prevent us from acinigwur stated goals include, but are not limiwdhe effects on our business and our
customers of the current economic turmoil and teeugtions in the financial markets as well as failure to:

. increase and maintain the volume of traffic on etwork and the resulting revenue;

. integrate acquisitions;

. successfully use new technology and informationesys to support new and existing servic

. prevent system failures that significantly disrthg availability and quality of the services that provide;
. provide services that do not infringe the intelledtproperty and proprietary rights of others;

. develop new services that meet customer demandgearetate acceptable margins;
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. attract and retain qualified management and oteesgmnel; and

. meet all of the terms and conditions of our debigalions.

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

Part |

ITEM 1. BUSINESS

Unless the context otherwise requires, when weheswvords "Level 3," "we," "us" or "our company"tims Form 10-K, we are referring
to Level 3 Communications, Inc., a Delaware corpiora and its subsidiaries, unless it is clear frime context or expressly stated that these
references are only to Level 3 Communications, Ticoughout this Form 10-K we use various indugtrnyns and abbreviations, which we
have defined in the Glossary of Terms at the endisfdescription of our business.

Through our operating subsidiaries, we gegaimarily in the communications business.

We are a facilities based provider (thatiprovider that owns or leases a substantialggodf the plant, property and equipment nece:
to provide its services) of a broad range of iriégst communications services. We have createdayomzinications network generally by
constructing our own assets, but also through abawetion of purchasing and leasing other compaaigsfacilities. Our network is an
advanced, international, facilities based commuitina network. We designed our network to providenmunications services, which employ
and take advantage of rapidly improving underlyapgical, Internet Protocol, computing and storagghhologies.

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

. Rapidly Improving Technologie Over the past few years, both Internet Protoct®P@and optical based networki
technologies have undergone extremely rapid inn@vatue, in large part, to market based developmianderlying
technologies. This rapid technology innovation reesulted in both an improvement in price perforneefoe optical and Internet
Protocol systems, as well as rapid improvemertiénftinctionality and applications supported by ¢heeshnologies. For
example, these improvements have enabled voicelBw&rvices or VolP that are challenging tradiicielephone network or
PSTN services. We believe that this rapid innovatidll continue well into the future across a numbegdifferent aspects of the
communications marketplace.

. High Demand Elasticity. We believe decreases in communications serviogts @and prices cause the development of new
bandwidth intensive applications, which, over timesult in even more significant increases in badtiwdemand. In addition,
we believe that communications services are dsebstitutes for other, existing modes of informatilistribution from sources
such as traditional broadcast entertainment asagdliistribution of software, audio and video cotte
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using physical media delivered using motor trantgpian systems. An example of this dynamic is tbe of the Internet for the
distribution of video entertainment.

We believe that as communications services impmweee rapidly than these alternative content distitim systems, significant
demand will be generated from these sources ofrirdton. We also believe that high elasticity ofmdend from both these new
applications and the substitution for existing rilsttion systems will continue for the foreseedhteire. We believe that while
high demand elasticity will be manifested over tigevernment regulation and communications suppéircinefficiencies may
cause realization of demand to be delayed.

We also believe that there are significanglications that result from this market dynamiibese implications include the following:

. Incorporating Technology ChangesGiven the rapid rate of improvement in opticadl anternet Protocol technologies,
communications service providers that are most#ffe at rapidly deploying new services that talleamtage of these
technologies will have an inherent cost and seratheantage over companies that are less effedtide@oying new services
that use these technologies.

. Controlling Local Facilities. Given the consolidation in the number of localess providers—that is, the providers of
connections from long distance and backbone nesvarkraffic aggregation points or end user locetise-communications
service providers that have ownership of local andietropolitan network facilities as opposed tmomunications service
providers that obtain these facilities from otheils have an inherent cost and service advantage oempanies that do not he
ownership over these types of assets.

Our Communications Business Strategy

We are seeking to capitalize on the opputies presented by the expanded coverage of oumumications network as well as the
significant and rapid advancements in optical aridrhet Protocol technologies. Key elements ofsttategy include:

. Offer a Broad Range of Communications Services OwgrEncto-End Network We provide a broad range of communicati
services designed to meet the needs of our cussoorer our network. Beginning in 2006, we expanaidtargeted customer
base to include enterprise or business customerggh the acquisitions we completed during 2006earty 2007.

Our communications service offerings include:

. Internet Protocol and data servi—including (1) Internet access and IP and Etherneti® Private Networks an
(2) broadband transport services such as wavelenggnk fiber and private line services (transoegdrackhaul,
intercity, metro and unprotected private line segs);

. content distribution services including caching degnloading, streaming as well as video broadeastices
. colocation services; and
. Softswitch and voice services—including wholesatdR/component services, enterprise or busines® \s@vices,

wholesale voice origination and termination sersiaad managed modem for the dial-up access business
The availability of these services varies by lomati

For several years we have been developing serthe¢$ake advantage of the investment that we heaade in our network and
that generally target large, existing markets for
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communications services. We have also expandeexsiing markets for communications services thiotlng acquisitions we
completed in 2006 and early 2007 that enabled o$f¢o services directly to enterprise or businasstomers. Through these
efforts we have increased significantly our addabksmarket by targeting new customers as welkeasvoice and data services
that take advantage of the geographic coverageeastcadvantages of our network.

With respect to our wholesale customers, we prothidse customers with several options for accesgingntercity network—
including our metropolitan networks and colocatiaadilities. Our metropolitan networks enable usdéanect directly to points
of high traffic aggregation. These traffic aggrégafacilities are typically locations where ourstomers wish to interconnect
with our intercity network. Our metropolitan netwerallow us to extend our network services to tleggregation points at low
costs. With respect to our enterprise customergraeide these customers with access to our netwitiker by directly
connecting to their location or by serving thatdten with a connection from another communicatisavices provider. As of
December 31, 2009, we have:

. approximately 79,000 intercity route miles in NoAmerica and Europe, which we expect to ultimatelyuce to
approximately 54,000 intercity route miles, conimeg®2 countries; and

. approximately 125 markets having metropolitan fibetworks containing approximately 27,000 routeesiih the Unite:
States and Europe.

We believe that providing colocation services icilfaes directly connected to our network attractsnmunications intensive
customers by allowing us to offer those customedsiced bandwidth costs, rapid provisioning of add#l bandwidth,
interconnection with other third party networks amgproved network performance.

Additionally, our metropolitan networks allow usdompete for certain local communications traffitiich constitutes a
significant percentage of the communications mavketof December 31, 2009, we had secured appraglyné.9 million
square feet of space for our Gateway and transonigactilities and other technical space and hadpteted the build-out of
approximately 4.6 million square feet of this space

. Provide Low Cost Backbone Services Through An Upgakle Backbone NetworkMany portions of our originally constructed
intercity and metropolitan networks were desigregrovide high quality communications services kveer cost. As we
continue to take advantage of our acquired opersitiour network and business processes will seekdble us to cost
effectively deploy future generations of opticatldR networking components (both fiber and transiiselectronics and
optronics) and thereby expand capacity and rednitecosts. In addition, our strategy is to maximilze use of open, non-
proprietary interfaces in the design of our netwsskware and hardware. This approach is intendguidvide us with the abilit
to purchase the most cost effective network equigrfrem multiple vendors and allow us to deploy neshnology more
rapidly and effectively.

. Target Top Global Bandwidth Custome With respect to our top global bandwidth cust@neur primary distribution strate(
is to use a national, direct sales force. In additd large wholesale carriers, such as incuminesat exchange carriers,
international carriers also known as PTTs, majteriret service providers or ISPs, broadband calseision operators, wirele
providers, major interexchange carriers, voiceiserproviders and system integrators, these custaiso include the U.S.
government, very large enterprises and certairr ddhginesses that purchase communications seliviegesranner that is
consistent with traditional wholesale customersvRiing communications services to many of thesgrmsses is at the core of
our strategy.
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. Further Develop Existing Enterprise Customer BusieWith respect to our enterprise customers thatldvoat be considered
among the top global bandwidth customers, our prirdastribution strategy is to use a locally bag@ect sales force to target
business customers, state governments, and higheaton institutions with high demands for missawsitical communications
services. We also complement our locally basecttigales force with an inside or call center bas#es force as well as an
indirect sales channel of third party agent pagnBuring 2009, we launched an increased focussomgour existing
metropolitan assets to target these opportunitisaur direct sales force from a local presenne2009, we completed these
efforts in a total of 31 markets, which were gradipgo 15 general manager territories. We expecbtdinue expanding these
efforts during 2010.

. Develop Market Leading Content Distribution Serv@féerings. At December 31, 2009, we operated one of theefrinternet
Protocol backbones in the world. In other words,operate one of the largest networks over whicérh@t content is transport
from content sources to third party owned accessor&s connected directly to end users. We contiouselieve that one of the
largest sources of future incremental demand farroanications services will be derived from custasrtbat are seeking to
distribute their feature rich content or video ogli To meet the needs of customers driving thig/tirowe are focused on
refining our service offerings to provide a fullrffolio of services to support content distributiamcluding high speed IP
services, colocation, content delivery networkC@MN services and video acquisition. We believe Whatare the only service
provider that offers, owns and operates this pbaotfaf services on a broad scale, which providesigue opportunity to offer
customers flexible access, end to end solutionfamhdilding block services to meet their evolvimgeds.

. Expand Metropolitan Network Coveragae expect to selectively extend the current redaur existing metropolitan
networks by opportunistically adding new conneditm buildings and other traffic aggregation pointsn these networks.
These connections will enable us to reach additipogential customers and reduce our costs fotafmaination of our
customers' communications traffic on other carrieesworks.

. Pursue Acquisition Opportunitie In evaluating potential acquisition opportunitiamong other criteria, we evaluate
potential acquisition according to the transacti@fility to generate positive cash flow from haybdit quality customers. For
these opportunities, we generally look for compsmiéh recurring revenue that comes predominamdgnfservices we already
provide, in geographic areas that are already demwith customers that are consistent with ourtegscustomer base. It is this
group of acquisitions that generally also provigiggificant cost synergy opportunities.

As we seek to expand the addressable market fasesuices, we also evaluate opportunities that venpand the geographic
reach of our network and/or our service capabdlitieransactions that would be included in this gaite would expand the
geographic scope of our network or would provideatdlities for additional services or distributionannels. For these
opportunities, we generally consider whether thgeted company's distribution strategy is constsiéth our strategy and
whether management believes that the target'srdwarel/or future revenues can be significantlyeased and/or expenses can
be significantly reduced as a result of a combamatiith our operations. Generally these acquisitipportunities will not
provide the same level of cost synergy opportuttisit the category of acquisitions described inghagraph above provide to
us.

. Develop Advanced Operational Processes and BusBwgggort SystemsWe have developed and continue to develop
substantial and scalable operational processebusidess support systems specifically designeddble us to offer services
efficiently to our targeted customers. We
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believe that over time these systems will reduaeoperating costs, give our customers direct cootver some of the services
they buy from us and allow us to grow rapidly whiténimizing redesign of our business support system

. Attract and Motivate High Quality Employet We have developed programs designed to attractetain employees with tt
technical and business skills necessary for ouinbas. These programs include our long term ingergrograms.

Our Strengths
We believe that the following strengthslagsist us in implementing our strategy:

. Experienced Management Te¢ We have assembled a management team that weebiiwell suited for our busine
objectives and strategy. Our senior managemergutastantial experience in leading the developmmeatketing and sale of
communications services and in managing, desigaimconstructing metropolitan, intercity and intgronal networks.

. A Broad Range of Communications Servic We provide a broad range of communications sesvitesigned to meet the ne
of our customers over our network. Our communiceiservice offerings include:

. Internet Protocol and data services—including i¢fnet access and IP and Ethernet Virtual PriMatevorks and
(2) broadband transport services such as wavelgngink fiber and private line services (transoaedrackhaul,
intercity, metro and unprotected private line segs);

. content distribution services including caching doegvnloading, streaming as well as video broadeastices;
. colocation services; and
. Softswitch and voice servic—including wholesale VolP component services, emigepr business voice servic

wholesale voice origination and termination sersiaad managed modem for the dial-up access business
The availability of these services varies by lomati

For several years we have been developing serthie¢$ake advantage of the investment that we heage in our network and
that generally target large, existing markets fanmunications services. We have also expandedxistirey markets for
communications services through our acquisitioas ¢mabled us to offer services directly to enteepor business customers.
Through these efforts we have increased signifigantr addressable market by adding new targetstbmers as well as new
voice and data services that take advantage afe¢bgraphic coverage and cost advantages of ouonetw

. Significant metropolitan network platfort As of December 31, 2009, we have metropolitaerfitetworks in approximate
125 markets in North America and Europe, which amnapproximately 27,000 route miles. Our metrapalinetworks enable
us to connect directly to points of high trafficgaggation and customer locations and reduce ous émsthe termination of our
customers' communications traffic on other carrieesworks.

. End-to-End Network Platform.Our strategy has been and continues to be togegtwork infrastructure in major metropolitan
areas and to link these networks with significatericity and trans-oceanic networks in North Ame@and Europe. We believe
that the integration of our metropolitan and iniigraetworks with our colocation facilities will @and the scope and reach of
our on-net customer coverage, facilitate the umfdeployment of technological innovations as we aganour future upgrade
paths and allow us to grow or scale our service
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offerings rapidly. We believe that we are the dnlgrnational communications service provider with unique combination of:

. a substantial intercity network;
. large fiber count metropolitan networl
. substantial colocation facilities; a
. innovative content distribution technology and s=s.
. Advanced IP Backbon We operate one of the largest international fwoeks or backbones. Our IP services deliver adb

range of IP transit and network interconnectiouohs tailored to meet the varied needs of higidipadth users.

. Extensive Patent Portfolio.Our patent portfolio includes patents coverirghtelogies ranging from data and voice services, to
content distribution, to transmission and netwogkéguipment. We have used our patent portfolionmimber of ways. First,
developing or acquiring technologies and receivimglegal right to preclude others from using theay give us a competitive
advantage. Second, the breadth and depth of ocentpadrtfolio may deter others, particularly telecounications operators,
from bringing patent infringement claims againsfarsfear of counter-claim by us. We will continteefile new patent
applications as we enhance and develop productsemites, we will continue to seek opportuniteexpand our patent
portfolio through strategic acquisitions and lidegs and we will continue to appropriately enfome patents against
infringement by others.

. Softswitch based (-Carrier Network. Our experience in operating our Softswitch bai-carrier network is combined with
set of infrastructure and other management expeggrwhich include extensive local interconnectidgth local exchange
carriers, experience in scaling a Softswitch bagdatiorm, and an ability to provide seamless irdareection to the traditional
telephone network or PSTN. We believe that ourresite co-carrier network and Softswitch infrastawetprovides us with a
competitive advantage in providing various voicerolP or VolP services.

. A More Readily Upgradeable Network Infrastruct. With respect to a substantial portion of our re@tythe network wa
designed to take advantage of technological innowgat incorporating many of the features that atepmesent in older
communication networks, and provide us flexibitiytake advantage of future developments and iniansa We designed the
transmission network to optimize aspects of fibet eptronics simultaneously as a system to delox@runit cost to our
customers. As fiber and optical transmission tetdgyochanges, we expect to realize new unit coptavements by deploying
more cost efficient technologies in our network. Bédieve that our network design will enable utot@er costs and prices wh
enjoying higher margins than our competitors.

Our Communications Services
Service Offerings

We offer a broad range of communicationsises, which currently include the following seres. All of these services are available tc
of our customers, however their availability vardigslocation. The following is an overview descidpt of some of the services that we offer.
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. Network and Internet ServicesWe offer both wholesale oriented communicatiagrsises to enable large scale networks and
high speed access to the Internet as well as sigglzices designed for the enterprise marketplaoce Network and Internet
Services include the following.

. Transport Services.Transport services include wavelengths and pilines. These services are available across our
metropolitan and intercity fiber network. Wavelemgervices provide unprotected point-to-point catines of a fixed
amount of bandwidth with Ethernet or SONET inteefacWavelength services are available at a rangpesfds from 1
Gpbs to 40 Gbps. This service offering targetsausts that require significant amounts of bandwid#sire more dire
control and provide their own network managemeritafe line services are also point-to-point contimas of dedicated
bandwidth but include SONET or SDH protection toyide resiliency to fiber or equipment outagesvég line service
are available in a wide range of speeds, includiegtrical, optical and Ethernet interfaces.

Level 3 also provides transport services within wansatlantic cable system connecting North Angegicd Europe as
well as via leased bulk capacity on other transoicesystems. "International Backhaul” transporvses,
interconnecting cable landing stations and thestrial North American and European networks, & available.

. High Speed Internet Protocol (IP) Servii Level 3 offers wholesale and content providetamers with high spee
access to the Internet over one of the largestriat®nal Internet backbones. Built largely on own intercity and
metropolitan networks in North America and Europe,provide customers with high performance, relighband
scalability. Access to the Internet is enabledualfointerconnection among our customers acrosgaetwork as well as
interconnections with other Internet service previtpeers."

. Dedicated Internet Acces Dedicated Internet Access, or DIA, is Level 3itegprise focused Internet access prou
leveraging the same core Internet backbone as iglr $peed Internet Protocol Service. Level 3's Pegeid Internet
Access service offers a wide variety of access austland speeds. The service is available stan@-aloim conjunction
with managed services offerings, such as ManagedeRwhere we deploy and manage a router that the@oustomer
premise or our network-based Distributed Denigbeivice, or DDS, Mitigation, which protects our ingss customers
from Internet based DDS attacks.

. VPN Services Built on our optical transport network, we offerstomers the ability to create private p-to-point,
point-to-multipoint, and full-mesh networks basedIB VPN, Virtual Private LAN Service, or VPLS otHernet Virtual
Private Line, or EVPL, technologies. These servalksy service providers, enterprises and goverriragtities to
replace multiple networks with a single, cost-efifex solution that simplifies the transmission ofce, video, and data
over a single or converged network, while delivgrmgh quality of service and security. These s®viare used for
service provider and corporate data and voice misyalata center networking, disaster recoveryarnebf-region or
redundant customer connectivity for other servie®/jgers. VPN services are sold stand-alone opimjunction with our
managed services offerings.

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

8
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. Managed Modem.Managed Modem is an outsourced, turn-key infaastire solution for the management of dial up
access to the public Internet. ISPs comprise anibhajaf the customer base for Managed Modem angereided a fully
managed dial up network infrastructure. As pathis service, we arrange for the provision of lavatwork coverage,
dedicated local telephone numbers, racks and modem&ll as dedicated connectivity from the custtsriecation to
our Gateway facility.

. Colocation Service.We offer high quality, data center space whestauers can locate servers, content storage desncks
communications network equipment in a safe andregechnical operating environment. At our colomatites, we offer high-
speed, reliable connectivity to our network andtteer networks, including metro and intercity netks) the traditional
telephone network and the Internet.

. Media Services Our primary services that encompass our Medigi&es offerings for the capturing and distributmfrdigital
content include the following.

. Vyvx Services.We offer various services to provide audio ardewifeeds over fiber or satellite for broadcast and
production customers. These services vary in cappobvided, frequency of use (that is, may be jmes on an
occasional or dedicated basis) and price. Supel BoW® marked the 21st consecutive year that tHeLNised these
services, and the sixth year anniversary of tret five broadcast event ever carried using our digfinition (HD)
transport service offering. We also offer encodiegvices to translate the broadcast video feedsang for our
customers into formats for Internet distribution.

. CDN Services. Our content delivery network services combinel®unetwork, gateway facilities and patented
technology that directs a requestor or end ustradest location or server cluster in our networketrieve the request
content based on location and network conditions. CDN services provide customers with improvedqrenance,
economics, scalability, reliability and reach fheir web applications. Our caching and downloadises provide
efficient http delivery of large files such as videsoftware, security patches, audio and grapbicsass audiences. Our
streaming services can be used to deliver higltopegnce streams, either live or on-demand, to sedswising leading
proprietary protocols. Each service set providsstaf flexible features to enable customers tdrobtheir content
delivery to ensure quality end-user experienceyrity¢ freshness and targeting. We also offer gfersolutions enabling
customers to upload and store content to our n&tasipart of an optimized delivery platform. In &ibeh to our delivery
services, our patented Intelligent Traffic Managah®ervice enables customers to set rules to dyrsdiyniroute traffic tc
meet failover or dual vendor objectives.

. Media Delivery Services.We also offer media delivery services to cust@aseeking to manage, protect and monetize
content delivered over the Internet. Media DelivBgyrvices extend support for online distributiondels and operation
by providing customers with means to ingest andide@live video content and to manage the orgaiinaand
presentation of both live and on demand video tbuesers via a content management system. Additigrsalpport for
content monetization via paid and advertising sugggbmodels is provided. Media Delivery Serviceelage our
Content Delivery Network for the delivery of mandgmntent to end users.

. Voice Services.We offer a broad range of local and long distaraiee services targeted to both enterprise and
wholesale customers including VolP (Voice over in& Protocol) services and traditional circuit#slibased services.
Our Voice services include the following.
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VolP Enhanced Local.VolP Enhanced Local is a VolIP service that ermbleadband cable operators, IXCs,
voice over IP providers, and other companies operalheir own switching infrastructure to launchbBsed local
and long-distance voice services via any broadlcandection. The service is also used by enterpvigesself-
provide their own local voice features and calltimgi within premises-based IP PBX equipment. Theise
includes the essential building blocks requiredrésidential or business voice service such ad fgune
numbers, local number portability, local and longtahce calling, 911, operator assistance, dirgdtstings, and
directory assistance.

SIP Trunking ("SIPT") SIPT is a Voll-based local phone service offered to medium argklanterprises as
replacement for traditional fully featured entesprirDM voice services. SIPT allows customers withRaPBX tc
manage calls to and from the PSTN without havinguxchase traditional access lines dedicated twev@IPT
includes basic local phone service components asdbcal phone numbers, 911, operator assistaiteetaty
listings, local and long distance calling. In aduit customers select from a full set of featurekages that
provide core call control features such as calveoding, call waiting and call transfer, as wellaalvanced
features such as unified messaging, one-numbetitgland n-way calling.

Local Inbound. Local Inbound service terminates traditional plene network originated calls to Internet
Protocol termination points. Customers, such dscealters, conferencing providers, voice over IRise
providers and enterprises, can obtain telephonebetsrfrom us or port-in local telephone numbers ttha
customer already controls. These local calls aza ttonverted to IP and transported over our backim@
customer's IP voice application at a customer-saield® voice end point.

Primary Rate Interface ("PRI").Level 3 offers traditional enterprise TDM locdlgne services that can be
configured in multiple ways. Enterprise customgmdally use PRI services with traditional PBX guuient. PRI
services come with telephone numbers, operatorcssrvdirectory assistance and directory listiridl,, %s well as
routing features such as inbound redirect and remalt forwarding. Customers are able to utilize BRI
services to access long distance and toll freéngadls well.

Long Distance The Long Distance services portfolio consistiooél and long distance transport and termine
services offered to both enterprise and wholesadéomers. Our wholesale offerings include domestit
international voice termination services targetetXcCs, wireless providers, local phone compardable
companies, resellers and voice over IP provideedilvm and large enterprises also purchase ourdmtgnce
services for their corporate calling or outboundtect center needs. All Level 3 long distance sewiare offered
at the customer's option over circuit switch ortSeftch technologies,

Toll Free. The Toll Free services portfolio consists of wasale and enterprise services that terminateres
calls that are originated on the traditional telampd network. These toll free calls are carried @¥rer a circuit
switch or Softswitch network and delivered to castos in Internet Protocol or traditional TDM format
Customers for these services include call centersferencing providers, voice over IP providers anterprises.
Within this portfolio are Advanced Toll Free semdcthat provide contact center customers the wabilitlefine
and control call handling and advanced routing ketmthe Level 3 network and multiple customer atintanter
locations. Customers may also combine advancethgwuiith network-based Intelligent Voice
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Response, or IVR, services that drive call rouind handling based on the caller's interaction tighl VR.

For a discussion of certain geographicrimfation regarding our revenue from external custsraed long-lived assets, please see the
notes to our Consolidated Financial Statementsappgelsewhere in this Form 10-K. For a discussibour communications revenue, please
also see Management's Discussion and Analysisnain€ial Condition and Results of Operations appgdeter in this Form 10-K. Our
management continues to review our existing lifdsuginess and service offerings to determine Husé lines of business and service
offerings assist with our focus on the deliverycommunications services and meeting our finand@@daiives. This exercise takes place both
with respect to integration activities and in thidinary course of our business. To the extentdhetain lines of business or service offerings
not considered to be compatible with the delivdrgammunications services or with obtaining ougfiial objectives, we may exit those lines
of business or stop offering those services in gaih whole.

Distribution Strategy

To implement our communications serviceategly and reach our target customers, we use hioation of a direct sales force, an inside
or call center based sales force, and indirecssaiannels of third party agent partners. The fipesiements that we use depends upon the
nature of the customers that are being targeted.

We use a direct sales force to target ticoseomers with high bandwidth and/or voice requizats. These businesses include:

. domestic and international carriers;

. voice service providers, which include calling cacinpanies, conferencing providers, and contadecgthat use Voll
technology to better manage costs and enable addapplications;

. wireless providers;

. large enterprises that purchase communicationscesrin a manner similar to carrie
. broadband cable television operatc

. major ISPs;

. system integrators;

. video distribution companie

. mega portals;

. providers of online gaming;

. software service provider

. social networking provider:

. traditional media distribution companies includbrgadcasters, television networks and sports legagunel

the U.S. federal government and its agencies.

We also use a direct sales force to tatgete business customers and other customers #hkat communications purchasing decisions on
a local or regional basis. Smaller opportunitiesserviced by an inside or call center based $ates generally selling pre-defined bundles of
services. The customers that we target with thishination are generally those in the mid marketictvlve define
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as including medium enterprises that are geneaaitgide the Fortune® 300, small regional serviawiolers, educational institutions and some
state governments. We also complement our diretireide sales forces that targets these customittran indirect sales channel of third
party agent partners. During 2009, we launchedareased focus on using our existing metropolitaets to target these opportunities with
our direct sales force from a local presence. B92@ve completed these efforts in a total of 31kats; which were grouped into 15 general
manager territories. We expect to continue expanttiese efforts during 2010.

Our sales functions are supported by déelicamployees in sales and customer target magkdihrese sales functions are also supported
by centralized service or product management amdldement, general or corporate marketing, netvgerices, engineering, information
technology, and corporate functions including lefiabnce, strategy and human resources.

We have implemented policies and procediaresview the financial condition of potential asxisting customers. We apply these
procedures to determine whether collectabilityef/ges billed is probable prior to the time that kegin delivering services to a customer. If
the financial condition of an existing customereadligtrates to a point where payment for servicés doubt, we will not recognize revenue
attributable to that customer until we receive c&ssed on these policies and procedures, we leetiavexposure to collection risk within the
communications business and the possible effecuofinancial statements is limited. We may alspeagience the effects of the downturn in
the economy and specifically the telecommunicatiadsistry; however, we believe the concentratiooreflit risk with respect to receivable:
mitigated due to the dispersion of our customeelzsong geographic areas and remedies providestimg bf contracts and by law.

For the year ended December 31, 2009,auutein customers represented approximately 28%ofotal communications revenue.
Our communications network

Our network is an advanced, internatiofailities based communications network. Today priarily provide services over our own
facilities. At December 31, 2009, our network enpasses:

. approximately 67,000 intercity route miles in No&erica, which we expect to reduce to approxinyad@,000 intercity route
miles based upon our determinations on whethegttor or eliminate overlapping routes;

. an intercity network covering approximately 12,080es across Europ

. metropolitan fiber networks in approximately 125rkeds containing approximately 27,000 route mitethie United States and
Europe;

. approximately 145 markets in service in North Aroani and approximately 45 markets in service in gey

. approximately 6.9 million square feet of Gateway &ransmission facilities in North America and Buepand

. substantial transoceanic cable system capacitygpily across the Atlantic ocean.

Terrestrial Intercity Networks. Our approximately 67,000 mile fiber optic irtiéy network in North America, which we expect whk
reduced to approximately 42,000 miles, includeftiiewing characteristics.

. Multiple Conduits. In approximately 26,000 milesarfr intercity network, we have installed groupsmfitiple conduits. We
believe that the availability of spare conduitslailow us to deploy future technological innovatsan optical networking
components as well as providing us with the flditipto offer conduit to other entities.
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Initial installation of optical fiber strands des&p to accommodate dense wave division multiplekiamgsmission technology.
addition, we believe that the installation of newptical fibers will allow a combination of greateavelengths of light per
strand, higher transmission speeds and longer gdilygbacing between network electronics. We aléieveethat each new
generation of optical fiber will allow increasestire performance of these network design aspedtsvdihtherefore enable low
unit costs.

. High speed Intercity Dense Wave Division Multiplegi or DWDM, equipment providing high quality, e and cos
effective transmission across our fiber backbone.afé continually evaluating advancements in teldgyahat will enable us 1
scale, lower our cost and provide higher speedaEsover our intercity network. We believe tha tharket will continue to
move toward Ethernet based services and highedsptefaces. Through our technology evaluationdeleve that we have
positioned ourselves to be able to deliver thepaluitities for both our own IP network needs aslaslthose of our customers.

. A design that maximizes the use of open,-proprietary hardware and software interfaces mnaless costly upgrades
hardware and software technology improves.

Our intercity network covering approximately 12,0@0es across Europe incorporates a multiple cdretuicture in approximately 4,000 mi
and many of the same characteristics as descritmmdeavith respect to our North American intercigtwork in a multiple ring architecture.

Local Market Infrastructure. Our local facilities include fiber optic metmlgan networks connecting our intercity networldan
Gateways to buildings housing communications iritenend users, enterprise customers and trafficegggion points—including ILEC and
CLEC central offices, long distance carrier poiotgpresence or POPs, cable head-ends, wirelesgprevfacilities and Internet peering and
transit facilities. Our high fiber count metropalit networks allow us to extend our services diyectlour customers' locations at low costs,
because the availability of this network infrastiwe does not require extensive multiplexing equéptrio reach a customer location, which is
required in ordinary fiber constrained metropolitetworks.

We had secured approximately 6.9 millionzazg feet of space for our Gateway and transmidaitilities as of December 31, 2009, and
had completed the build out of approximately 4.8iomn square feet of this space. Our initial Gatguecilities were designed to house local
sales staff, operational staff, our transmissiash laternet Protocol routing and Softswitch facdiand technical space to accommodate
colocation services—that is, the colocation of pquent by high-volume Level 3 customers, in an eminentally controlled, secure site with
direct access to Level 3's network generally thhodigal, fault tolerant connections. As a resulbwf acquisitions, some of our facilities are
larger than our initial facilities and were desidrie include a smaller percentage of total squeee for our transmission and Internet Protocol
routing/Softswitch facilities and a larger percg@af total square feet to support the sale ofaailon services. Availability of these services
varies by location.

As of December 31, 2009, we had operatjdaallities based, local metropolitan networkd k6 U.S. markets and 9 European markets.

As of December 31, 2009, we also had apprately 145 markets in service in North America apgroximately 45 markets in service in
Europe.

Transoceanic Networks. Our European network is linked to our North Aioan intercity network by leased capacity andhy ltevel 3
transatlantic cable system, which was completedpdanced into service during 2000 and originally hadesign capacity of 1.28 Tbps. The
deployment of the system—which we refer to as te#ow system—was completed pursuant to a co-byjldement announced in February
2000, whereby Global Crossing Ltd. participatethia construction of, and obtained a 50% ownersitgrést, in the Yellow system. Under the
co-build agreement, Level 3 and Global
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Crossing Ltd. each now separately own two of the fiber pairs on the Yellow system. The Yellowtgys was recently upgraded and our two
fiber pairs have a current capacity of 900 Gbpd,\&a expect to further increase the capacity torb@s during the first half of 2010.

We acquired additional capacity on Atlariossing 1, to serve as redundant capacity fofiber pairs on the Yellow system. We also
own capacity in the TAT-14 cable system. In coniectvith our acquisition of WilTel Communicationd, C, or WilTel, we secured
additional capacity on Atlantic Crossing 1 and &ilT14. In 2006, we purchased 300 Gigabits of trdaséic capacity with the right to
purchase 300 Gigabits of additional optional caggebm Apollo Submarine Cable System Ltd. In Jagu2007 we purchased 150 Gigabits of
the additional optional capacity available from Ap&ubmarine Cable System Ltd, 150 Gigabits in 897 and an additional 100 Gigabits
in November 2007. We are also acquiring an additidnTerabit of capacity on the Apollo South catyetem, which will be drawn down over
a four year period. We are also an owner on therdgj$s, and China-US cable systems, an indefeasiieof use, or IRU, holder on Southern
Cross cable system as well as an owner on the AaseH cable and an IRU holder on the Arcos sysi&imalso own capacity on the Reliance-
Globacom transatlantic system Flag Atlantic-1 aaplacity on the Hibernia transatlantic cable systen2009, we also secured 30 Gigabits of
additional capacity on the Atlantic Crossing | eabystem.

Our Patent Portfolio

Through acquisitions and through our owseszch and development, we have approximately 8&mfs and patent applications in the
United States and around the world, as of Dece®bgeP009. Our patent portfolio includes patentsecimg technologies ranging from data i
voice services to content distribution to transimis&nd networking equipment.

In addition to the patents and patent apfithns we own, we have received licenses to patesit by others, including through a cross-
license agreement with IBM entered into in DecemB@67, giving us access to technology covered®iy's approximately (at that time)
42,000 patents covering many technologies reletgaatir business. While patents give us the riglprewvent others, particularly competitors,
from using our proprietary technologies, patergriges give us the freedom to operate our businéssut/the risk of interruption from the
holder of the patent that has been licensed to us.

We have used our patent portfolio in a nends ways. First, developing or acquiring techigids and receiving the legal right to preclude
others from using them may give us a competitiveaathge. Second, the breadth and depth of our tyadetfiolio may deter others, particula
telecommunications operators, from bringing patefiingement claims against us for fear of courdlaim by us. Most of the patent
infringement suits brought against us to date Hmean initiated by patetitelding companies who do not operate telecommuinitabusiness:
and who are less likely to be subject to a coudli@m of infringement by us. Finally, the extengiess of our patent portfolio gives us the
option to cross-license with others having simyldmtoad portfolios on terms acceptable to us, mitigy the risk that others will wish to assert
patent infringement claims against us.

We will continue to file new patent applioas as we enhance and develop products and ssrvie will continue to seek opportunities
expand our patent portfolio through strategic asitjons and licensing and we will continue to apgrately enforce our patents against
infringement by others.
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Our Content Acquisition and Delivery Networks

We believe that our Vyvx and Content Dafition Network, or CDN, assets combined with odneotnetwork infrastructure provide us
with a competitive advantage in the content actjaisiand distribution business. This belief is lther several factors.

. Network Scale Because we are a facilities based provider, bilityato increase capacity to meet the needs oteat
providers is greater than other CDN providers whadt have the flexibility to quickly increase thavailable network
capacity.

. Network Reacl We believe our customers' content reaches globainet destinations using an average numb

"hops" that are fewer than with most other CDN jmlevs, which enables our customers to easily réaeih audiences
and provide a better viewing experience. The fewenber of hops required to reach Internet destinatserves to
reduce latency and jitter.

. Low Cost Position. Because we own or control much of the underlyiatyvork infrastructure required to deliver our
CDN services, we believe that we are positioneaffer cost advantages to our customers. By movorgent at scale,
our customers can take advantage of lower unisdostbandwidth, colocation, servers and disk space

. Network Performance.Because we own or control much of the underlyiatyvork infrastructure, we believe that we
positioned to optimize end user performance asredhg operators of that infrastructure.

CDN Applications

There are an increasing number of appboatfor CDN, across many types of customers, pdatily Internet-centric businesses and
businesses that desire to accommodate increadarghyr file sizes for transmission over the Intériie media and entertainment industries
use CDN services to provide on-demand streamindiemdtreaming. Social Networking businesses negGDN to provide their customers
with fast reliable music and video downloads. Likssy through the use of CDN, software companieshle to provide software downloads
for their customers. Online retailers and adversisse CDN services to provide images and to doachémivertisements. Online gaming
companies provide game downloads, applicationstepdmd delivery of demos and trailers through CDN.

Content Acquisition and Distribution Services Atebture

CDN describes a system of computers netabtigether across the Internet to provide coritensers in the most efficient manner to
enable an optimal user experience. In a CDN, nodgsoups of computers are deployed in multipletmns closer to the end user, also kn
as the "edge of the network" and cooperate witlh @deer to satisfy requests for content by endsysensparently moving content behind the
scenes to optimize the delivery process. Requesthtent are directed intelligently through saibated software applications to nodes that
provide optimal performance for end users.

The Vyvx platform transmits audio and viggogramming for our customers over our fiber-opgtwork and via satellite. We use our
network to carry many live traditional broadcastl @able television events from the site of the étethe network control centers of the
broadcasters of the event. These events includesperting events of the major professional sgeegues. For live events where the locatic
not known in advance, such as breaking news storiesmote locations, we provide an integratedii@and fiberoptic network based servi
to transmit the content to our customers. Mostusfaustomers for these services contract for thaéeon an event-by-event basis; however,
we have some customers who have purchased a dstijpaint-to-point service, which enables thesearusts to transmit programming at any
time.
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The CDN platform directs network trafficrass our existing physical network and infrastroethe CDN platform is composed of the
edge server or computer that provides caching tadraing functions, and the global server that joiev load balancing—that is, a computer
that directs the traffic to the most efficient edgever to meet the end user's request. The edger smables the storage of popular content in a
location that is closer to the end user and theretiyces bandwidth requirements and improves regptimes for that stored content. The
global server or computer load balancing componefitise CDN directs end user requests to the costaurce that is best able to serve the
request of the particular end user, such as rotitige service node that is closest to the endars® the one with enough capacity to service
the request of the end user.

Business Support Systems

In order to pursue our business strategiediave developed and are continuing to develdgraplement a set of integrated software
applications designed to automate our operatiomalgsses. These development activities also reldtes integration of the systems that were
used by the companies that we have acquired. Thrthegdevelopment of our business support system$elieve that we have the
opportunity to develop a competitive advantagetingao traditional telecommunications compani@sadidition, we recognize that for the
success of certain of our services that some obasiness support systems will need to be easilgssible and usable directly by our
customers.

We are currently deploying a unified sesiofiplified processes and systems that have besigral to streamline and synchronize our
service, sales and operational functions. Theseggses and systems have been designed to proyideviea capability in service catalog
management, sales opportunity management, custoar@gement, quoting, order entry, order workflolygical and logical network
inventory management, service management, anddigamanagement. We completed the foundation sfghatform at the end of 2009, and
we are now focused on operational efficiency impraents and data integrity and migration.

Key design aspects of the business suggstém development program are:

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

. a scalable architecture that allows our customedstiaird party sales channel partners direct admessrtain functions th:
would otherwise have to be performed by our empsye

. phased completion of software releases designaliiow us to test functionality on an incrementasibg

. "wel-enabled" applications so that-line access to order entry, network operationsingiland customer care functions

available to all authorized users, including oustomers;

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

. use of pre-developed or commercial "off-the-shafiplications, where applicable, which will interéato our internally
developed applications.

Competition

The communications industry has been ahigisly competitive. In the late 1990s and theyea€00s, significant new capacity was
deployed by both existing and new entrants. Thexswpply led to a period of financial restructurangl industry consolidation. We believe
these occurrences have led to an improved indastngture. However, given the significant econonoiescale inherent in the communications
industry, we believe further consolidation may accu
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Our primary competitors are long distanagiers, incumbent local exchange carriers, cortipetiocal exchange carriers, PTTs, Content
Delivery Network companies, and other companiesghavide communications services. The followinfpimation identifies some key
competitors for each of our service offerings.

Our key competitors for our voice serviékenngs are other providers of wholesale commuines services including AT&T, Verizon,
Qwest, Global Crossing and competitive local exgeararriers. Our key competitors for managed mosemwices are other providers of dial
up Internet access including AT&T, Verizon and PAET Communications.

For our IP and Data services, we competie @@mpanies that include Verizon, AT&T, Global €smg and Cogent in North America, ¢
TeliaSonera, Global Crossing and Cogent in Europe.

For transport services, our key competitoithe United States are other facilities basedrmanications companies including AT&T,
Verizon, Qwest, tw telecom, Abovenet and XO. Indf&, our key competitors are other carriers sudPildss, Telia International, Colt, KPN,
Belgacom and Global Crossing.

Our key competitors for our colocation $eeg are other facilities based communications origs, and other colocation providers such
as web hosting companies and third party colocat@mnpanies. In the United States, these compamibisdie Equinix, Savvis, Switch & Data
and Internap. In Europe, competitors include EquiGilobal Switch, InterXion, Telecity and Teleholuserope.

In the enterprise market, our key compeditoclude incumbent local exchange carriers (ficAT&T, Verizon and Qwest) and
competitive local exchange carriers (such as tectah).

For content distribution network or CDNdees, our key competitors include Akamai Techn@s@nd Limelight Networks.

The communications industry is subjectapid and significant changes in technology. Fotainse, periodic technological advances
permit substantial increases in transmission cépatboth new and existing fiber, and the introtitue of new products or emergence of new
technologies may reduce the cost or increase thgysof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be matrants to the communications industry, which—kenthe traditional incumbent carriers
we also compete with—are not burdened by an irstdlase of outmoded or legacy equipment.

Regulation
Federal Regulation

The Federal Communications Commission eR8C has jurisdiction over interstate and intéomal communications services. The
FCC's regulation of common carriers without mag@ier, such as us, is less stringent than its agignl of dominant incumbent local
exchange carriers. We have obtained FCC approvahtbour transatlantic cable in the United Stafés.have obtained FCC authorization to
provide international services on a facilities- aesgiale-basis as well as various wireless licendeder the Telecommunications Act of 1996
(the "1996 Act"), any entity, including cable teilgen companies, electric and gas utilities, matgeany telecommunications market, subject
to reasonable state regulation of safety, quality @nsumer protection.

As of August 1, 2001, our tariffs for irdéate end user services were eliminated and affstéor international interexchange services
were eliminated on January 28, 2002. Our rates stilisbe just and reasonable and nondiscriminatOwyr state tariffs remain in place. We
have historically relied primarily on our salesderand marketing activities to provide informattorour customers regarding these matters and
expect to continue to do so. Further, in accordavittethe FCC's orders we
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maintain a schedule of our rates, terms and camditior our domestic and international private Beevices on our web site.

Special Access RegulationSpecial access services are "lit" loop or tpansfacilities that support the transmission ofadan a point-to-
point basis, and may often also be referred tesdte lines." Level 3 purchases a substantiallamhof special access services from ILECs
and other telecommunications carriers to reactooust premises and, less frequently, to supporntafftee transport requirements. In addition,
Level 3 provides special access services to endcuséomers and to other carriers via its own nektvemd/or through the resale of other
carriers' special access services.

In January 2005, the FCC commenced an exaion of the regulatory framework governing thiesaterms, and conditions under which
ILECs subject to "price cap" regulation providecirstate special access services. In this rulemaktieg=CC is reviewing both the price cap
regime by which ILEC special access rates arensetoist areas, as well as the "pricing flexibilitgyime under which ILECs have obtained the
ability to enter into more individualized relatidmgs with customers based upon certain threshald/stys of the presence of competitors in a
specific geographic and product market. We havaestgd as a measure of interim relief that the p@@ibit (or "freeze") any increases by
ILECs in the rates applicable to special accessces pending the gathering of data and adoptidinaf rules in this proceeding. Others have
advocated for additional relief, including a revioga altogether of ILEC pricing flexibility and/geduction of "price cap” ILEC interstate
special access rates. The FCC has not yet rulégwasl 3's request for interim relief or the othengding requests. The FCC is reviewing the
voluminous record in this proceeding, but we doardicipate that the FCC will issue a comprehenailiag in this rulemaking in 2010.

In addition, as a condition to approvatted merger between AT&T and BellSouth, the FCCtiahithe ability of the merged company to
increase prices for interstate special accesscemrvintil December 2010. Another merger-relatediitiom required AT&T to reduce its
interstate special access rates in areas for whitdd been granted pricing flexibility to the saleeel as those rates charged for services
subject to price cap regulation; this conditionieapas of July 2010. When these conditions exploeent a grant of interim relief such as the
pricing "freeze" requested by Level 3 in the FCSpiscial access proceeding, AT&T may be able teeme its prices for some of the interstate
special access services that we buy. We cannoicptad impact of the outcome of the special acpegseeding or the expiration of the met
conditions on the rates that we pay to ILECs fternstate special access services.

National Broadband Plan. As part of the American Recovery and Reinvestrdet of 2009, Congress mandated that the FCC, in
coordination with the National Telecommunicationsl &nformation Administration (NTIA), develop a Natal Broadband Plan (the "Plan”) to
ensure that all people of the United States havesscto broadband capability and to establish breadts for meeting that goal. The FCC is
required to analyze the most effective and efficrarchanisms for ensuring broadband access by @veryo provide a detailed strategy for
achieving affordability and maximizing utilizatiai broadband infrastructure and services by thdipub evaluate the status of development
of broadband services, and to plan to use broadiséredtructure and services for national purpo$és. FCC has announced that it will pre:
its Plan to Congress on March 17, 2010.

As part of that effort, the FCC opened @cpeding in April 2009 and sought public input emrerous issues related to the developme
its Plan. In thirty (30) Public Notices, and numegublic workshops and field hearings, the Comimissought public input on a range of
policy, technical, economic and social issues eelad nationwide broadband deployment. Among aigeres, the FCC is considering what
changes should be made to the Commission's poliétagespect to middle mile transport, intercargempensation, the universal service
fund, pole attachments and rights-of-way, spectallotation, and broadband adoption to further toen@®ission's goal of fostering nationwide
broadband access.
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We anticipate that the Plan will containltiple recommendations for future actions that@wmnmission and Congress should take to
further nationwide broadband access. Followingstifemission of the FCC's Plan to Congress, we aatieithat the FCC will propose rule
changes consistent with the Plan and will seektiaahdil comments before any final rules stemmingnfiits effort are adopted. The
development of the FCC's National Broadband Play leed to multiple changes in the legal and regmaénvironment in which the Compe
operates. We cannot predict the nature and exteheampact that the outcome of this proceedinly) eive on the Company and its operatic

Network Neutrality. In 2005, the FCC adopted itgernet Policy Statemesteking to safeguard and promote unimpeded aczdiss t
Internet by announcing the following four genergklnet policy principles that, subject to reasdmaletwork management, would guide the
FCC's interpretation of its statutory responsileifitto encourage broadband deployment and preaad/promote the open and interconnected
nature of the public Internet. Specifically, consumare entitled to:

. access the lawful Internet content of their cha

. run applications and use services of their chaabject to the needs of law enforcement;

. connect their choice of legal devices that do retrhthe network; and

. competition among network providers, applicatiod aarvice providers, and content providi

In 2008, the FCC issued an order findireg thomcast violated thaternet Policy Statemeand engaged in "unreasonable network
management practices” by blocking BitTorrent ariteopeer-to-peer Internet traffic. The FCC requiteuincast to disclose details of its
network management practices, commit to a plar&se such practices, and provide details of a mediscriminatory network management
practice. Comcast appealed the FCC's decisiorettlttited States Court of Appeals for the Distric€olumbia Circuit arguing, among other
things, that the FCC did not have legal authootjssue the ruling. The Court has not yet rule@dmcast's appeal. We cannot predict the
nature and extent of the impact that the outconthisfproceeding will have on the Company and jitsrations

In October 2009, the FCC initiated a sefgamalemaking proceeding to address interconnectiondiscrimination and openness, the value
of open networks (specifically the effect on inwvesnt, innovation and entrepreneurship, content,canapetition) and affordability of
broadband, among other things. The FCC also praptosadopt two additional principles on nondiscriation and transparency. The proposed
nondiscrimination principle would require providefsbroadband Internet access service to treaullavantent, applications, and services in a
nondiscriminatory manner. The proposed transparpriogiple would require providers of broadbandmet access services to disclose such
information concerning network management and gthactices as is reasonably required for usercantent, application, and service
providers to enjoy the FCC's codified protectiofise FCC is considering the thousands of initial ownts on its net neutrality proposal and
we do not anticipate the release of any rules gulegions until the third quarter of 2010 at thelieat. The development of net neutrality rules
may create new rights and obligations and/or otfeentead to change in the legal and regulatoryrenment in which the Company operates.
We cannot predict the nature and extent of the aniieat the outcome of the net neutrality procegdiill have on Company and its operatic

Intercarrier compensation. Telecommunications carriers compensate onénanétr traffic carried on each other's networks.
Interexchange carriers pay access charges toteleahone companies for long distance calls thgtrate and terminate on local networks.
Local telephone companies typically charge onetardbr local and Internet-bound traffic termingtion each other's networks. The entire
methodology by which carriers compensate one anfthexchanged traffic, whether it be for localtrastate or interstate traffic, is under
review at the FCC.
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Apart from this comprehensive review oentiarrier compensation, individual compensationdsshave been the subject of FCC and state
commission rulings. Since 1997 the issue of comgi@msto be paid for calls dialed to Internet seevproviders or ISPs has been heavily
litigated. Since 2004, the issue of compensatidretpaid in connection with the exchange of Voieerdnternet Protocol or VoIP calls has
also been the subject of much debate.

In its decision on Nov. 5, 2008, the FC€pended to a mandamus order from the United SGiteait Court of Appeals for the District of
Columbia concerning its 2001 ISP Remand Ordeh#t Mandamus Order, the FCC clarified that it hatsgiction over ISP bound traffic
pursuant to the reciprocal compensation provisafrthe Telecommunications Act of 1996 regardleswloéther the traffic was local or long
distance. The FCC then decided to maintain theiagisompensation regime it had established forb8End traffic with a rate of $0.0007 per
minute of use. The Court of Appeals for the Uni&dtes in the District of Columbia upheld the FG&ter in January 2010.

Level 3 maintains approximately 233 intemoection agreements with other telecommunicatiangers. These agreements set out the
terms and conditions under which the parties witlleange traffic. The largest agreements are wit&A&@nd Verizon. Level 3's agreement
with AT&T expires on January 11, 2011. Level 3'sesgnent with Verizon expired on March 31, 2009. kpapiration of the agreement,
Level 3 and Verizon will continue to provide semscuntil a successor agreement has been reached.

As interconnection agreements expire, weaghtinue to negotiate new agreements but attiimie cannot predict what the final terms
be, including compensation for ISP-bound traffid/aiP traffic. In the event we initiate arbitratibvefore a state commission to establish the
terms of the interconnection agreement, we canreatigt what the final terms will be, including coensation for ISP-bound traffic or VolP
traffic

Given the general uncertainty surroundheyeffect of the FCC and state decisions and app&almay have to change (1) how we treat
the compensation we receive for terminating cadlsrial for ISPs if the agreements under which comgtensis paid provided for the
incorporation of changes in FCC rules and reguhati¢2) the manner in which we account for the censation and costs of intercarrier
compensation for VOIP.

There is also uncertainty in respect tericdrrier compensation for VolP traffic. As in 18P intercarrier compensation situation, the FCC
has issued a number of rulings asserting its jitigsh over such traffic, but to date it has natisd any rulings on the scope and rate of
intercarrier compensation to be paid by carrieharging VolP traffic. While carriers that servelN@roviders such as Level 3 have typically
asserted that VolP traffic is local in nature ameréby subject to local compensation rates, the &B&nd other incumbents have taken the
position that some or all of this traffic should saehject to higher intrastate or interstate radasumber of carriers have filed petitions with the
FCC seeking a declaratory ruling on the treatméMotP traffic. These petitions have either beethdirawn or rejected based on procedural
grounds. In those cases, the FCC did not resob/glestion of the appropriate intercarrier compioza

Until such time as the FCC acts in suchag as to either clarify its rulings on ISP compeiosa VolP compensation or rules on
intercarrier compensation in its entirety, and sudis are final and non-appealable, the scopetefdarrier compensation obligations between
carriers exchanging ISP or VolIP traffic is uncertai

Universal Service. Level 3 is subject to federal and state reguiatthat implement universal service support faress to
communications services in rural, high-cost and-logome markets at reasonable rates; and acceslvémced communications services by
schools, libraries and rural health care provid€he FCC assesses Level 3 a percentage of ingeesidtinternational revenue it receives from
retail customers as its contribution to the Federalersal Service Fund. The FCC is
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considering changing the method by which our cbotions are assessed to a flat-fee charge, sualpasline or per-number charge. Any
change in the assessment methodology may affe I3&vrevenues but at this time, it is not possiblpredict the extent we would be
affected, if at all.

State Regulation

The 1996 Act is intended to increase coitipatin the telecommunications industry, espegiallthe local exchange market. With respect
to local services, ILECs are required to allow iotanection to their networks and to provide unbeddccess to network facilities, as well as
a number of other pro-competitive measures. Bectugsimplementation of the 1996 Act is subject tionerous state rulemaking proceedings
on these issues, it is difficult to predict howally full competition for local services will beakzed.

State regulatory agencies have jurisdictitnen our facilities and services are used to pi®imtrastate telecommunications services. A
portion of our traffic may be classified as integsttelecommunications and therefore subject te stgulation. We expect that we will offer
more intrastate telecommunications services (iriolydhtrastate switched services) as our businedgpeoduct lines expand. We are author
to provide telecommunications services in all fétates and the District of Columbia. In additiae, will be required to obtain and maintain
interconnection agreements with ILECs where we wasprovide service. We expect that we should be tbnegotiate or otherwise obtain
renewals or successor agreements through adogtimthers' contracts or arbitration proceeding$@lgh the rates, terms, and conditions
applicable to interconnection and the exchangeaffi¢ with certain ILECs could change significanth certain cases. The degree to which the
rates, terms, and conditions may change will depenidnly upon the negotiation and arbitration psxand availability of other
interconnection agreements, but will also depergignificant part upon state commission proceedihgseither uphold or modify the current
regimes governing interconnection and the exchangertain kinds of traffic between carriers.

States also often require prior approvalsatifications for certain transfers of assetstomers or ownership of certificated carriers and
for issuances by certified carriers of equity obtde

Local Regulation

Our networks are subject to numerous loegiilations such as building codes and licensingh3egulations vary on a city-by-city,
county-by-county and state-by-state basis. To linstat own fiber optic transmission facilities, weed to obtain rights-of-way over privately
and publicly owned land. Rights-of-way that are alotady secured, or which may expire and not bewed, may not be available to us on
economically reasonable or advantageous terms.

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

Due to the growing acceptance and deploymieYiolP services, the FCC and state public ytitibmmissions are conducting regulatory
proceedings that could affect the regulatory dwias rights of entities such as us or our affibateat provide IP-based voice applications.
There is regulatory uncertainty as to the impositdbaccess charges and other taxes, fees andasgeshon VolIP services that use the public
switched telephone network. There is regulatoryedtainty as to the imposition of traditional retgbdmmon carrier regulation on VolP
products and services.

The rules respecting the payments madebyecs for the exchange of VolIP traffic have beehject to much debate. The FCC has not
clarified whether VoIP traffic is to be subjectedthe access charges regime that is applicabtaddibnal telecom service, or whether VolP
traffic is to be treated as an "information serVige"enhanced" and not subject to access chaligese are a number of
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petitions and proceedings pending before the FC&evthis issue could be resolved. At this timés difficult to predict the outcome of any of
these proceedings or the timing for their eventeablution. As a result, we cannot predict theaffeat any such rulings could have on our
provision of VolIP services.

The FCC has classified VoIP services aefgtate” services subject to FCC regulations,hesdstated that states have limited authority to
regulate the offering of VoIP services. On Septem@2e 2003, Vonage Holdings Corporation ("Vonad#éd a petition with the FCC
requesting a declaration that its offerings, whaciginate on a broadband network in IP format amthinate on the PSTN, are interstate
information services not subject to state regutatinder the 1996 Act and existing FCC rules. Onéyolver 10, 2004, the FCC adopted an
order (which was subsequently upheld on appeahgthat Vonage's service was an interstate senotsubject to state regulation.

On June 3, 2005, the FCC issued an ordeicfwwvas subsequently upheld on appeal) requitingtarconnected VolP providers to deli
enhanced 911 capabilities to their subscriberscolater than November 28, 2005. We have modifiadseuwvice offerings to VoIP providers in
order to assist them in complying with the FCC netad

In 2007, the FCC imposed some regulatogyirements on VolP providers that had previouskrbapplicable only to traditional
telecommunications providers. The FCC (a) impodadijations on VolP providers to contribute to tleeléral universal service fund, and
(b) required VolP carriers to comply with regulatsorelating to local number portability (includingntributing to the costs of managing
number portability requirements). In addition, amer of state public utility commissions are cortthgcregulatory proceedings that could
impact our rights and obligations with respectReblased voice applications. Specifically, someestative taken the position that the "local”
component of VoIP service is subject to traditioregulations applicable to local telecommunicatisesvices, such as the obligation to pay
intrastate universal service fees.

We cannot predict the outcome of any oféhgetitions and regulatory proceedings or anylairpetitions and regulatory proceedings
pending before the FCC or state public utility colssions. Moreover, we cannot predict how their ootes may affect our operations or
whether the FCC or state public utility commissiank impose additional requirements, regulatiomslbarges upon our provision of services
related to IP communications.

European Regulatio

Unlike the United States which has a feldstate regulatory scheme, the European Union Hdaptad a more systematic approach to the
convergence of networks and the regulation of tefeaunications services. The European Commissiorsees the implementation by its
Member States of various directives developedgalege electronic communications in a technology platform neutral manner. In February
2003, the European Union adopted a new regulatargdwork for electronic communications that is gesd to address in a technologically
neutral manner the convergence of communicatiorssadelecommunications, computer and broadcasghgorks. The directives address:
() framework (2) interconnection and access, (B)arization and licensing, (4) universal serviod &) privacy. These directives and an
additional decision on radio spectrum replace tistiag 20 directives on electronic communicatioRgrsuant to that framework, the licensing
regime was replaced with a general authorizatiam. éisting licenses were canceled and replacdd avijeneral authorization.

Notwithstanding a synchronized approactetplation in Europe, the implementation of thediives has not been uniform across the
Member States of the European Union and it isdiffito predict when they will be implemented & trational level. Even with harmonizati
the national regulatory agencies will continue ¢orésponsible for issuing general authorizatiorsspecific licenses.

22




Table of Contents
Canadian Regulation

Pursuant to thEelecommunication&ct ("Act"), the Canadian Radio-television and Tea@mmunications Commission ("CRTC"), has
jurisdiction to regulate telecommunications comneations and their service offerings in Canada ¢tafemunications is a Federal jurisdictic
Regulatory developments over the past several yeas terminated the historic monopolies of the@sEbringing significant competition to
this industry for both domestic and internatiomadd distance services. On December 14, 2006, ther@or in Council (Federal Cabinet) for
the first time exercised its statutory power taess binding Policy Direction requiring the CRT@ régulating the telecommunications
industry, to rely on market forces to the maximuxteat possible, regulating only to the extent neagsand then in an efficient and a
proportionate way. The provision of Canadian domesid international transmission facilities basedvices remains restricted to "Canadian
carriers”. These carriers must have majority owmprand control in fact by Canadians. There arsuah Canadian ownership and control
requirements for companies that resell the sendoesfacilities of a Canadian carrier. Level 3 @pes as a reseller in Canada. If the ownership
restrictions are repealed, we anticipate that webeiable to expand our operations and servicerioifis in Canada. The liberalization of
Canadian carrier ownership and control is contrei@éand there are no immediate prospects for audfange.

While competition is permitted in all oth@anadian telecommunications market segments, Wievbehat the ILECs continue to retain a
substantial majority of the local and calling cardrkets. Beginning in May 1997 and furthered byedd¥al Government policy direction, the
CRTC has released a number of decisions openiognpetition the Canadian local telecommunicati@rgises market. As a result, networks
operated by CLECs may now be interconnected wigmétworks of the ILECs. Transmission facilitiesd&@d CLECs are subject to the same
majority Canadian ownership "Canadian carrier" neguents as transmission facilities based longadist carriers. CLECs have the same
status as ILECs, but without universal serviceustemer tariff filing obligations. All bundled anshbundled local services (including
residential lines and other bulk services) may hewesold, but ILECs need not provide these ses\ticeesellers at wholesale prices. The
CRTC has ruled that resellers cannot be classigee@LECS, and thus are not entitled to CLEC intemeation terms and conditions.

With respect to VolP services, the CRT@duh Decision 2005-28 that it should forbear fn@gulating circuit switched VolP services.
As a result, ILECs are not required to file tariifs the provision of long distance VolP servicé#th respect to local VolP services, the
Governor in Council varied the CRTC decision t@trgolP services as other local exchange servigesdking an exception for access
independent VolIP services that do not include &CO4provided loop. Furthermore, the ILEC, Bell Caaalias received approval of its
application to be relieved of the requirement ttaobpre-approval for price changes for its local® services. Bell has been permitted to
notify the CRTC two business days in advance ofigka as long as the price is within an authorizede.

In a March 3, 2008 decision, the CRTC digthbd the regulatory framework for wholesale telamunications services with rules for the
regulation and pricing provided by ILECs to comfped service providers such as alternative locdllang distance carriers, resellers and I
The CRTC decision revised its definition of an &gl service", established a six-category frantéviior the CRTC's regulation of wholesale
telecommunications services, categorized varioafahle wholesale services within these identifiategories, and established the regulatory
conditions associated with each service categanghty mandated access and pricing principles,elkas the process for the phase-out of
regulation for certain services found to be noreesal. In its 1997 local competition decision, tBRTC had tied essential facilities to those
provided on a monopoly basis. In the 2008 decision-monopoly facilities will have to be providezldompetitors if the CRTC makes a
determination that withdrawal of mandatory accessld likely result in a substantial lessening or
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prevention of competition. The CRTC classified vasalle services that are currently regulated ite&tegories: essential, conditional
essential, conditional mandated non-essentialj@gbbd, interconnection, and non-essential suligephase-out of regulation. Very few
services were classified as essential. In the oayenf "conditional essential” wholesale servidbg, CRTC included wholesale services used
for local telephony (primarily unbundled local I&)plow-speed competitor digital network accessises, DS-0 and DS-1 access facilities and
ADSL access services used to provide high-speednat access services to residences and busingébgegessential conditional category
classification will continue until it is demonstedtthat wholesale alternatives functionally equewélare sufficiently present such that
withdrawing mandated access would not likely result substantial lessening or prevention of coitipatin the local exchange services
market. Regarding network interconnection servicastomer access facilities, and support structereices, the CRTC considers that these
arrangements are technologically and competitinelytral to the greatest extent possible, enablgetition from new technologies, and do
artificially favor Canadian carriers or resellers.

The CRTC has conditionally forborne frorgutating the retail Internet services, but notwi®lesale Internet services, of Canadian
carriers preserving its regulatory powers relatmgnjust discrimination and undue preference eaathge. The CRTC has ruled (Telecom
Decision 2008-108) that Bell Canada's applicatibitsatraffic shaping measures to its wholesale ARScess service known as Gateway
Access Service (GAS) were not in violation of thet. An Public Notice 2008-19, the CRTC noted thatiion 2008-108 dealt only with Bell
Canada's practice of throttling P2P traffic at@ertimes of the day in relation to its GAS beinrgyided to wholesale customers. In the Public
Notice, the CRTC announced it would explore theentrand potential Internet traffic management fices of all ISPs operating in Cana
examining both retail and wholesale services. [to@er 21, 2009, the CRTC released a policy framkwerling with Internet Traffic
Management Practices for Internet Service Providere policy requires ISPs to disclose their nelwoanagement practices, to implement
those practices in a manner that addresses onbffgreding conduct; and must be competitively neluffhe CRTC said that it would
implement its policy on a case-by-case review.hid time, the Company cannot predict the impast plolicy might have on its operations.

Our Other Business

Our company was incorporated as Peter KiBams', Inc. in Delaware in 1941 to continue astarttion business founded in Omabha,
Nebraska in 1884. In subsequent years, we invesfegtion of the cash flow generated by our cowmsitva activities in a variety of othu
businesses. We entered the coal mining businek®4ig, the telecommunications business in 1988 nfleemation services business in 1990
and the alternative energy business in 1991. We ho made investments in several developmerg stagures.

In December 1997, our stockholders ratifleel decision of the Board to effect the splits#parating our historical construction business
from the remainder of our operations. As a restthe split-off, which was completed on March 3298, we no longer own any interest in the
prior construction business. In conjunction witk #plit-off, we changed our name to "Level 3 Comitaitions, Inc.," and the entity that held
the prior construction business changed its naniBeter Kiewit Sons', Inc."
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On November 30, 2005, we completed the afadeir (i )Structure, LLC subsidiary to Infocrossing, IncidPto the sale, {)Structure
provided computer operations outsourcing to custerueated primarily in the United States. On Setiter 7, 2006, we completed the sale of
100% of the capital stock of our indirect, whollwmed subsidiary, Software Spectrum, Inc. ("Softw&pectrum®), to Insight Enterprises, Inc.
Prior to the sale, Software Spectrum was a leadiiregt marketer of software and provider of sofvbcensing services to corporations. With
the completion of the sale of Software Spectrumewited the information services business.

Coal Mining

We are engaged in coal mining through otisiliary, KCP, Inc. or KCP. KCP has a 50% inteiie$tvo mines, which are operated by a
subsidiary of Peter Kiewit Sons', Inc. or PKS. Dackoal Company or Decker is a joint venture witestérn Minerals, Inc., which is a
subsidiary of Cloud Peak Energy Inc. Black Buttel3G@ompany or Black Butte is a joint venture witit@& Creek Coal Company, a subsidi
of Anadarko Petroleum Corporation. The Decker nignecated in southeastern Montana and the BladteBuine is in southwestern
Wyoming. The coal mines use the surface mining pteth

The coal produced from the KCP mines igl goimarily to electric utilities, which burn cotd produce steam to generate electricity.
Essentially all of the sales were made under lengtcontracts to a limited number of customerduting Pacificorp (Black Butte), Idaho
Power (Black Butte), Sierra Pacific (Black Butt€he Detroit Edison Company (Decker), Virginia Poweecker), Wolf Mountain (Decker)
and Minnesota Power (Decker). The mines have comemits to deliver approximately 18.6 million tonscofl through 2015 under contracts
with Pacificorp, ldaho Power and Sierra PacificeThines also have other sales commitments, indutliose with The Detroit Edison
Company, Wolf Mountain and Virginia Power that pide/for the delivery of approximately 2.5 millioorts through 2011. Under a mine
management agreement, KCP pays a subsidiary ofdPk#Binual fee equal to 30% of KCP's adjusted opgratcome. There was no fee for
2009 as KCP had an adjusted operating loss.

The coal industry is highly competitive. R€Gompetes not only with other domestic and foreigal suppliers, some of whom are larger
and have greater capital resources than KCP, baotveth alternative methods of generating eledyriand alternative energy sources. In 2008,
the most recent year for which information is aatalié, KCP's production represented less than 1&dtaifU.S. coal production. Demand for
KCP's coal is affected by economic, political aadulatory factors. For example, recent "cleanlaiw's may stimulate demand for low sulfur
coal. KCP's western coal reserves generally hdoe gulfur content (less than one percent) andcareently useful principally as fuel for coal-
fired, steam-electric generating units.

KCP's sales of its coal, like sales by pthestern coal producers, typically provide foridely to customers at the mine. A significant
portion of the customer's delivered cost of coatisbutable to transportation costs. The Decketr Black Butte mines are each served by a
single railroad. Many of their western coal comjgesi are served by two railroads and such compstitastomers often benefit from lower
transportation costs because of competition betwaitnoads for coal hauling business. Other westead producers, particularly those in the
Powder River Basin of Wyoming, have lower strippragjos (that is, the amount of overburden thattrbesremoved in proportion to the
amount of minable coal) than the Black Butte andk2e mines, often resulting in lower comparativetsf production. As a result, KCP's
production costs per ton of coal at the Black Battd Decker mines can be as much as four andifiestgreater than production costs of
certain competitors. Because of these cost disadgas, there is no assurance that KCP will be taldater into additional long-term coal
purchase contracts for Black Butte and Decker prtidn. In addition, these cost disadvantages magaely affect KCP's ability to compete
for sales in the future.
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We are required to comply with various fedestate and local laws and regulations concgrpiotection of the environment. KCP's share
of land reclamation expenses for the year ende@mber 31, 2009 was approximately $5 million. KCGiPiare of accrued estimated
reclamation costs was $103 million at Decembe28D9. We were not required to make significant zhgixpenditures for environmental
compliance with respect to the coal business ir92We believe our compliance with environmentalt@cton and land restoration laws will
not affect our competitive position since our cofitpes in the mining industry are similarly affedtby such laws. However, failure to comply
with environmental protection and land restoratems, or actual reclamation costs in excess ofaguaruals, could have an adverse effect on
our business, results of operations, and finarciadition.

Glossary of Terms

access
access charge
backbone

ATM (asynchronous transfer mode)

CAP

caching

capacity
carrier
CDN

central office

Telecommunications services that permit longaglise carriers to use local exchange facilities to
originate and/or terminate long distance sen

The fees paid by long distance carriers to LEC®faginating and terminating long distance calls
the LECs' local network:

A high-speed network that interconnects smaller, indepgnuetworks. It is the throu-portion of a
transmission network, as opposed to spurs whichdbraff the throug-portions.

An information transfer standard that is one gkaeral class of packet technologies that rekffidr
by way of an address contained within the firse fbytes of a standard fifty-three byte long paciet
cell. The ATM format can be used by many differifibrmation systems, including LANSs, to deli
traffic at varying rates, permitting a mix of davajce and videc

Competitive Access Provider. A company that prosiile customers with an alternative to the lc
exchange company for local transport of private lmd special access telecommunications sen
A process by which a Web storage device or cacloe#ed between Web servers (or origin ser

and a user, and watches requests for HTML pageslgiedts such as images, audio, and video, then

saves a copy for itself. If there is another regfmsthe same object, the cache will use its copy,
instead of asking the origin server for it ag:

The information carrying ability of a telecommurtioas facility.

A provider of communications transmission serviogdiber, wire or radio

Content Distribution Network or CDN describes ategs of computers networked together acros
Internet that cooperate transparently to deliveious types of content to end users. The delivery
process is optimized generally for either perforogaar cost. When optimizing for performance,
locations that can serve content quickly to the ase chosen. When optimizing for cost, locations
that are less expensive to serve from may be chastrad

Telephone company facility where subscribers' liaesjoined to switching equipment for connec
other subscribers to each other, locally and Idatadce.
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CLEC
cc-carrier
common carrie
conduit

DS-3

dark fiber

dedicated line
dialing parity

equal acces

facilities based carriel
fiber optics

Gbps
ILEC
Interconnectior

InterLATA
Internet

IntraLATA

Competitive Local Exchange Carrier. A companyt ttanpetes with LECs in the local services
market.

A relationship between a CLEC and an ILEC thatra$ceach company the same access to and
on the other's network and provides access anétesron an equal bas

A government defined group of private companiesrirfy telecommunications services or facilil
to the general public on a r-discriminatory basis

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

A data communications circuit capable of transmgttilata at 45 Mbp:

Fiber optic strands that are not connected to mnéson equipmen

Telecommunications lines reserved for use by padrccustomers

The ability of a competing local or toll serviceopider to provide telecommunications service
such a manner that customers have the abilityuterautomatically, without the use of any access
code, their telecommunications to the service glewof the customers' designati

The basis upon which customers of interexchangiéecsiare able to obtain access to their Prin
Interexchange Carriers' (PIC) long distance telephwetwork by dialing "1", thus eliminating the
need to dial additional digits and an authorizattode to obtain such acce

Carriers that own and operate their own networkegquipment

A technology in which light is used to transpiafbrmation from one point to another. Fiber optic
cables are thin filaments of glass through whightlbeams are transmitted over long distances
carrying enormous amounts of data. Modulating lmyhthin strands of glass produces major ben
including high bandwidth, relatively low cost, Ig@@wer consumption, small space needs and total
insensitivity to electromagnetic interferen

Gigabits per second. A transmission rate. One diggjials 1.024 billion bits of informatio
Incumbent Local Exchange Carrier. A company hisadly providing local telephone service. Often
refers to one of the Regional Bell Operating Conga(RBOCSs). Often referred to as "LEC" (Local
Exchange Carrier

Interconnection of facilities between or amongtleéwvorks of carriers, including potential physi
colocation of one carrier's equipment in the otd®erier's premises to facilitate such interconmec
Telecommunications services originating in a LAT#dderminating outside of that LAT/

A global collection of interconnected computer natks which use a specific communicatic
protocol.

Telecommunications services originating and tertimigain the same LATA
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ISDN
ISPs
IXC

Kbps
LATA

leased line
LEC
local exchang:

local loop
long distance carriel

Mbps
MPLS

multiplexing

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

Integrated Services Digital Network. An infornmatitransfer standard for transmitting digital voice
and data over telephone lines at speeds up to bp8.

Internet Service Providers. Companies formed teigemaccess to the Internet to consumers
business customers via local netwol

Interexchange Carrier. A telecommunications comghay provides telecommunications servi
between local exchanges on an interstate or iateabasis

Kilobits per second. A transmission rate. One kilelquals 1,024 bits of informatio

Local Access and Transport Area. A geographic eogaposed of contiguous local exchang
usually but not always within a single state. Theme approximately 200 LATAs in the United Ste
An amount of telecommunications capacity deditébea particular customer along predetermined
routes.

Local Exchange Carrier. A telecommunications canypthat provides telecommunications services
in a geographic area. LECs include both ILECs abBGCs.

A geographic area determined by the appropriate stgulatory authority in which calls genere

are transmitted without toll charges to the callmgalled party

A circuit that connects an end user to the LECregiofffice within a LATA.

Long distance carriers provide services betweeal lexchanges on an interstate or intrastate ba:
long distance carrier may offer services over s @r another carrier's facilitie

Megabits per second. A transmission rate. One nieggbals 1.024 million bits of informatio
MultiProtocol Label Switching. A standards appedvtechnology for speeding up network traffic
flow and making it easier to manage. MPLS involsetiing up a specific path for a given sequence
of packets, identified by a label put in each padkeis saving the time needed for a router orctwit
to look up the address to the next node to fontlaedacket ta

An electronic or optical process that combinéarge number of lower speed transmission lines into
one high speed line by splitting the total avagabandwidth into narrower bands (frequency
division), or by allotting a common channel to sevelifferent transmitting devices, one at a time i
sequence (time division

Network Access Point. A location at which ISPs exaie traffic with each othe

A data communications circuit capable of transmgttilata at 155 Mbp

A data communications circuit capable of transmittilata at 622 Mbp

A data communications circuit capable of transmgttilata at approximately 2.45 Gb
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PBX

peering

POP

private line
PSTN

Public Safety Answering Poil

RBOCs

reciprocal compensatic

resale
router

selective router

Private Branch eXchange. A PBX, sometimes knosva phone switch or phone switching device, is
a device that connects office telephones in a legsiwith the PSTN. The functions of a PBX include
routing incoming calls to the appropriate extensioan office, sharing phone lines between
extensions, automated greetings for callers usingrded messages, dialing menus, connections to
voicemail, automatic call distribution and telecengincing.

The commercial practice under which ISPs excharafa with each other. Although ISPs are f

to make a private commercial arrangement, thergemerally two types of peering. With a
settlement free peering arrangement the ISPs doesat to pay each other for the exchange of tr
With paid peering, the larger ISP receives paynfremh the smaller ISP to carry the traffic of that
smaller ISP. Peering occurs at both public andapeiexchange point

Point of Presence. Telecommunications facility vereecommunications provider locates netw
equipment used to connect customers to its netvackbone

A dedicated telecommunications connection betweenuser locations

Public Switched Telephone Network. That portiormddcal exchange company's network avail

to all users generally on a shared basis (i.e.dedicated to a particular user). Traffic along the
public switched network is generally switched & ibcal exchange company's central offic

An answering location for 911 calls originatingamiven area. PSAPs are typically a comr

bureau used to answer emergency calls and dispafety agencies such as police, fire, emergency
medical, etc

Regional Bell Operating Companies. Originally, se¥en local telephone companies establishec
result of the AT&T Divestiture

The compensation of a CLEC for termination of alazall by the ILEC on the CLEC's netwo

which is the same as the compensation that the Qidy& the ILEC for termination of local calls on
the ILEC's network

Resale by a provider of telecommunications servisash as a LEC) of such services to o
providers or carriers on a wholesale or a retai$

Equipment placed between networks that relaystdataose networks based upon a destine
address contained in the data packets being rc

Telephone switch or functional equivalent, coltebby the relevant local exchange carrier (LEC),
which determines the PSAP to which a 911 call sthoel delivered based on the location of the 911
caller.
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SONET

special access servic

streaming

switch

Tbps
T-1
TDM

unbundlec
unbundled acces

VolP
VPC

web site
wireless
world wide web or web

xDSL

Synchronous Optical Network. An electronics aptivork architecture for variable bandwidth
products which enables transmission of voice, dathvideo (multimedia) at very high speeds.
SONET ring architecture provides for virtually iastaneous restoration of service in the event of a
fiber cut or equipment failure by automaticallyoeting traffic in the opposite direction around the
ring.

The lease of private, dedicated telecommunicatioes or “circuits" along the network of a lot
exchange company or a CAP, which lines or cirauitsto or from the long distance carrier POPs.
Examples of special access services are teleconsations lines running between POPs of a single
long distance carrier, from one long distance eafPiOP to the POP of another long distance carrier
or from an end user to a long distance carrier F

Streaming is the delivery of media, such as moareslive presentations, over a network in real

A computer (a streaming server) sends the mediadther computer (a client computer), which
plays the media as it is delivere

A device that selects the paths or circuits to $eduor transmission of information and establish
connection. Switching is the process of intercotingcircuits to form a transmission path between
users and it also captures information for billjmwgposes

Terabits per second. A transmission rate. One itezgbals 1.024 trillion bits of informatio

A data communications circuit capable of transmgttilata at 1.544 Mbp

Time Division Multiplexing. A technology that tramsts multiple signals simultaneously ove

single transmission pat

Services, programs, software and training soldrseglg from the hardwart

Access to unbundled elements of a telecommunicasernvices provider's network includi

network facilities, equipment, features, functiamsl capabilities, at any technically feasible point
within such network

Voice over Internet Protoc

VoIP Positioning Center. An entity that maintaamsend user location database and manages the
technology including query keys and routing numaols used to deliver 911 calls to the correct
PSAP for emergency handlin

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

A communications system that operates without wiggslular service is an examp

A collection of computer systems supporting a gamications protocol that permits multimedia
presentation of information over the Interr

A term referring to a variety of newer Digital Saliber Line technologies. Some of these ne
varieties are asymmetric with different data ratethe downstream and upstream directions. Others
are symmetric. Downstream speeds range from 384 Kdop'SDSL") to 1.5 to 8 Mbps ("ADSL"
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Directors and Executive Officers

Set forth below is information as of Febyu26, 2010, about our directors and our execudffieers. Our executive officers have been
determined in accordance with the rules of the SEC.

Name Age Position

Walter Scott, Jr. 78 Chairman of the Boar

James Q. Crow 60 Chief Executive Officer and Direct

Jeff K. Storey 49 President and Chief Operating Offic

Charles C. Miller, llI Vice Chairman, Executive Vice President :
57 Director

Sunit S. Patel Executive Vice President and Chief Financial
48 Officer

Thomas C. Stortz Executive Vice President, Chief Legal Officer
58 and Secretar

Eric J. Mortensel 51 Senior Vice President and Control

R. Douglas Bradbur 59 Director(1)

Douglas C. Eb 50 Director(1)

Admiral James O. Ellis, Ji 62 Director(3)

Richard R. Jaro 58 Director(2)

Robert E. Julial 70 Director(1)

Michael J. Mahone 59 Director(2)

Rahul N. Merchan 53 Director(1)

Arun Netravali 63 Director(2)

John T. Ree! 66 Director(1)(3)

Michael B. Yanney 76 Director(3)

Dr. Albert C. Yates 68 Director(2)

1) Member of Audit Committee
2) Member of Compensation Committee
(3)  Member of Nominating and Governance Committee

Other Management

Set forth below is information as of Febyua6, 2010, about the following members of seni@nagement of Level 3
Communications, LLC.

Name Age Position
Sureel A. Choks 37 Chief Marketing Officel
Andrew Crouct 38 President Wholesale Markets Grc
James Hear 47 President European Markets Grc
Jeffrey Tenct 37 President Business Markets Grc
President Operations, Chief Technology
John F. Waters, Ji 44 Officer
Mark Martinet 43 Chief Information Officel
Peter D. Neill 41 Senior Vice President Content Markets Gr

Walter Scott, Jr. has been the ChairmaheBoard of the Company since September 1979aatikctor of the Company since April
1964. Mr. Scott has been Chairman Emeritus of Ré@ewit Sons', Inc. ("PKS") since the split-off i998. Mr. Scott is also a director of PKS,
Berkshire Hathaway Inc., MidAmerican Energy Holdirgompany ("MidAmerican"), and Valmont Industries;. Mr. Scott was also
previously a director of Burlington Resources If@ommonwealth Telephone Enterprises, Inc. ("Comneatih") and RCN Corporation
("RCN").
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James Q. Crowe has been the Chief ExecQtifieer of the Company since August 1997, andraator of the Company since June 1993.
Mr. Crowe was also President of the Company untjt 2000. Mr. Crowe was President and Chief Exeeu®fficer of MFS Communications
Company, Inc. ("MFS") from June 1993 to June 1987.Crowe also served as Chairman of the Board ofldCom from January 1997 until
July 1997, and as Chairman of the Board of MFS fi@®2 through 1996. Mr. Crowe was also previousiiractor of Commonwealth and
RCN.

Jeff K. Storey has been the President dndf@perating Officer of the Company since Decenit8. From December 2005 until May
2008, Mr. Storey, was President—Leucadia Teleconications Group of Leucadia National Corporationewhhe directed and managed
Leucadia's investments in telecommunications comegaPrior to that, beginning in October 2002 Mor8y was President and Chief
Executive Officer of WilTel Communications Groug,C until its sale to the Company in December 20®%or to this position, Mr. Storey
was Senior Vice President—Chief Operations Offidétwork for Williams Communications, Inc., where had responsibility for all areas of
operations for the company's communications netwiaodtuding planning, engineering, field operatipservice delivery and network
management.

Charles C. Miller, Il has been Vice Chainmand Executive Vice President of the Companyesirebruary 2001. Mr. Miller has also be
a director of the Company since February 2009.N#liter was previously a director from February 200til May 2004. Prior to joining the
Company, Mr. Miller was President of Bellsouth mmi@tional, a subsidiary of Bellsouth Corporatioonfr 1995 until December 2000. Prior to
that, Mr. Miller held various senior level officand management position at BellSouth from 1987 w885.

Sunit S. Patel has been Chief Financiaic®ffand an Executive Vice President of the Comsange March 2008. Prior to that, Mr. Patel
was Chief Financial Officer from May 2003 and a @yd/ice President of the Company from March 200B1svch 2008. Prior to that,
Mr. Patel was Chief Financial Officer of Lookingask Networks, Inc., a provider of metropolitan fibptic networks, from April 2000 until
March 2003. Mr. Patel was Treasurer of WorldCom arad MCIWorldcom Inc., each long distance teleghsarvices providers from 1997 to
March 2000. From 1994 to 1997, Mr. Patel was Tresrsaf MFS.

Thomas C. Stortz has been Executive ViesiBent, Chief Legal Officer and Secretary sinder&iary 2004. Prior to that, Mr. Stortz was
Group Vice President, General Counsel and Secrefahe Company from February 2000 to February 280#r to that, Mr. Stortz served as
Senior Vice President, General Counsel and Segrefahe Company from September 1998 to Februa®p2Prior to that, he served as Vice
President and General Counsel of Peter Kiewit $Stms'and Kiewit Construction Group, Inc. from Alr991 to September 1998. He has
served as a director of Peter Kiewit Sons’, Inc.

Eric J. Mortensen has been Senior Viceiéeas and Controller of the Company since 200300 that, Mr. Mortensen was Vice
President and Controller of the Company from 19992003 and was the Controller of the Company fr@®71to 1999. Prior to that,
Mr. Mortensen was Controller and Assistant Congrodif Kiewit Diversified Group for more than fivegrs.

R. Douglas Bradbury has been a directeh@fCompany since February 2009. Mr. Bradburyps\aate investor. Mr. Bradbury served as
Vice Chairman of the Company from 2000 to 2003 asdxecutive Vice President and Chief Financiald®ffof the Company from 1997 to
2000. Mr. Bradbury was previously a member of tlenpany's Board from 1997 to 2003. Prior to joiniryel 3, Mr. Bradbury was Executi
Vice President and Chief Financial Officer of MR&ilits purchase by WorldCom, Inc. in 1996. Hereutly serves on the board of directors
of LodgeNet Interactive Corporation, a leading padey of media and connectivity solutions desigrnedtet the needs of hospitality, health
and other guest-based businesses. Mr. Bradburgnisnaber of the Audit Committee.
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Douglas C. Eby has been a director of tom@any since August 2007. Mr. Eby has been a grivetestor since December 2009. Mr. |
was previously chairman and CEO of TimePartners laiCinvestment advisory firm from 2004 until Ded®n2009. Prior to that, from April
1997 until September 2007, Mr. Eby was Presideftoofay LLC, a registered investment advisory fitraying joined Torray LLC in 1992.

Mr. Eby is also a member of the Board of Direciir8/arkel Corporation, a specialty insurance conypamd chairman of the board of
directors of Realty Finance Corporation, a comnatreal estate specialty finance company. Mr. Bbgiso a past member of the Board of
Trustees and past Chairman of the Boys and Gidb<bf Greater Washington, DC and a past trust&ubfirban Hospital Healthcare System,
a member of The Johns Hopkins Health System CatiparaVir. Eby is a member of the Audit Committee.

Admiral James O. Ellis, Jr. U.S. Navy (réas been a director of the Company since Mar€5 2Bffective May 2005, Admiral Ellis
became the president and chief executive officegnefinstitute of Nuclear Power Operations or INR@onprofit corporation established by
the nuclear utility industry in 1979 to promote thighest levels of safety and reliability in theeogition of nuclear electric generating plants.
Admiral Ellis most recently served as CommandeS§. &trategic Command in Omaha, Nebraska, befarengein July 2004 after 35 years of
service in the U.S. Navy, as Commander of the &ratCommand. In his Naval career, he held numectoosmands. A graduate of the U.S.
Naval Academy, he also holds M.S. degrees in AerasjEngineering from the Georgia Institute of Tedbgy and in Aeronautical Syster
from the University of West Florida. He served dsaval aviator and was a graduate of the U.S. Naeat Pilot School. Admiral Ellis is alsc
member of the Board of Directors of Lockheed Ma@irporation, a global security company and InmaP&&, an owner and operator of
geostationary satellites from which a wide rangeaie and high-speed data services are providdohival Ellis is the Chairman of the
Nominating and Governance committ

Richard R. Jaros has been a director o€tmapany since June 1993 and served as Presiddrg Gompany from 1996 to 1997. Mr. Je
has been a private investor for more than thefpasyears. Mr. Jaros served as Executive ViceiBeas of the Company from 1993 to 1996
and Chief Financial Officer of the Company from %38 1996. He also served as President and Chiefdfipg Officer of CalEnergy from
1992 to 1993. Mr. Jaros was previously a direci@@@ammonwealth, MidAmerican and RCN. Mr. Jaroshis Chairman of the Compensation
Committee.

Robert E. Julian has been a director ofdbmpany since March 1998. Mr. Julian has beernvaterinvestor for more than the past five
years. From 1992 to 1995 Mr. Julian served as Brexlice President and Chief Financial Officertoé Company. Mr. Julian is a membel
the Audit Committee.

Michael J. Mahoney has been a directohef@Gompany since August 2007. Mr. Mahoney has bg@ivate investor since March 2007.
From 2000 until March 2007, Mr. Mahoney was thesfafent and chief executive officer of Commonweahtior to that, from 1997 until 200
Mr. Mahoney was president and chief operating effiof RCN. Mr. Mahoney also served as presidentcinef operating officer of C-TEC
Corporation from 1993 until 1997. Mr. Mahoney imamber of the Board of Trustees of Wilkes Univgrdilr. Mahoney is a member of the
Compensation Committee.

Rahul N. Merchant has been a director efGompany since September 2009. Mr. Merchant has &@artner at Exigen Capital, a priv
equity firm based in New York City since 2008. Fr@006 until 2008, Mr. Merchant was Executive Vigedtdent, Chief Information Officer
and Member of the Executive Committee at Fannie.Mathis role, he led and transformed Technology @perations groups. Prior to joini
Fannie Mae, Mr. Merchant was Senior Vice Presidenlt Chief Technology Officer at Merrill Lynch & Cn this role, Mr. Merchant manag
the global technology organization from 2000 ua@iD6. Mr. Merchant has also held senior leadergbgitions at Cooper Neff and Associates,
Lehman Brothers, Sanwa Financial Products and DegdBlank. Mr. Merchant serves as a
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member of the Board of Director at Fair Isaac Coafion (FICO), Collabera, Inc. and Netuitive, Iite also serves on the board of advisors to
the American India Foundation. Mr. Merchant wasvpesly a director of Sun Microsystems, Inc. Mr. fidleant is a member of the Audit
Committee.

Arun Netravali has been a director of ttwmPany since April 2003. Mr. Netravali is currenthe managing partner of OmniCapital
Group LLC, a venture capital firm since Novembe®20Mr. Netravali was a private investor from A@003 until November 2004. Prior to
that, Mr. Netravali was Chief Scientist for Lucdmchnologies, working with academic and investnoamtmunities to identify and implement
important new networking technologies from Jan092 to April 2003. Prior to that position, Mr. Ketali was President of Bell Labs as v
as Lucent's Chief Technology Officer and Chief NatvArchitect from June 1999 to January 2002. Bals serves as the research and
development organization for Lucent Technologies. Netravali is a director of LS| Corporation, adng provider of innovative silicon,
systems and software technologies. Mr. Netravalinsember of the Compensation Committee.

John T. Reed has been a director of thegaomsince March 2003. Mr. Reed has been a primagsstor since February 2005. Mr. Ree
also a Director of First National Nebraska, Inad aDirector of Investors Real Estate Trust, a estdte investment trust. Mr. Reed is also
Chairman-Elect of Boys Town, located in Boys Towepraska. Mr. Reed was Chairman of HMG Propertiesreal estate investment
banking joint venture of McCarthy Group, Inc. fr&@00 until February 2005. Prior to that, he wasifhan of McCarthy & Co., the
investment banking affiliate of McCarthy Group.d?rio joining McCarthy Group in 1997, Mr. Reed sp8& years with Arthur Andersen LL
Mr. Reed was also previously a director of Bridgegestment Fund, Inc., a mutual fund. Mr. Reedhés €hairman of the Audit Committee and
a member of the Nominating and Governance Committee

Michael B. Yanney has been a director ef@ompany since March 1998. He has served as Céraiofithe Board of The Burlington
Capital Group, LLC (formerly known as America Fi&bmpanies L.L.C.) for more than the last five gedr. Yanney also served as Presit
and Chief Executive Officer of The Burlington CapiGroup, LLC. Mr. Yanney was previously a direatdBurlington Northern Santa Fe
Corporation and RCN. Mr. Yanney is a member ofNleeninating and Governance Committee.

Dr. Albert C. Yates has been a directathef Company since March 2005. Dr. Yates retireerdf8 years as president of Colorado State
University in Fort Collins, Colorado in June 2068 was also chancellor of the Colorado State UsitieBystem until October 2003, and is a
former member of the board of the Federal Resepard@of Kansas City-Denver Branch and the boadirettors of First Interstate Bank and
Molson Coors Brewing Company. He currently sengea director of Guaranty Bancorp, a bank holdinggany that operates 34 branches in
Colorado through a single bank, Guaranty Bank angfflCompany, and StarTek, Inc., a leading providdrigh value business process
outsourcing services to the communications indufry Yates is a member of the Compensation Coremitt

Sureel A. Choksi has been Chief Marketirific@r since January 2008, responsible for prodaahagement and marketing. Prior to that,
Mr. Choksi was President Wholesale Markets GroamfAugust 2006 to January 2008. Prior to that, &4roksi was Executive Vice President
of Switched Services from January 2006 to Augu®62®rior to this role, Mr. Choksi was Executive¥iPresident of Services from
November 2004 to January 2006, responsible forldpireg and managing Level 3's communications sesri€rior to that, Mr. Choksi wi
Executive Vice President Softswitch Services franuary 2004 and Group Vice President Transport@nastructure from May 2003 until
January 2004. Mr. Choksi was a Group Vice PresidadtChief Financial Officer of the Company frontyJ2000 to May 2003. Prior to that,
Mr. Choksi was Group Vice President Corporate Dewelent and Treasurer of the Company from Febru@®® 2intil August 2000. Prior to
that, Mr. Choksi served as Vice President and Treaof the Company from January 1999 to Febru@602Prior to that, Mr. Choksi was a
Director of Finance at the Company from 1997 to8],%h
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Associate at TeleSoft Management, LLC in 1997 andaalyst at Gleacher & Company from 1995 to 1997.

Andrew Crouch has been the President of\thelesale Markets Group since January 2008, aftefing as Group Vice President of Sales
for the Wholesale Markets Group beginning in ARAD6. Prior to that, Mr. Crouch served as the Seviice President of the Carrier Channel
from January 2005 to April 2006, and Senior Viceditent of the Enterprise Voice Services from Jan@@04 to January 2005. Mr. Crouch
began his career at Level 3 in November 2001 aSéméor Vice President of Sales for the Cable &RIChannel and held this position until
December 2003. Before joining Level 3, Mr. Crouelved as the Deputy General Manager within the @aitp Clients Division at British
Telecom. He also served as the Vice President ofr@ercial Operations for Concert Communicationiat jventure between British Telecc
and AT&T from January 2000 to October 2001.

Jeffrey Tench has been the President oBtl#iness Markets Group since November 2008, aéieiing as Group Vice President for
Product Management beginning earlier in 2008. Rddhat, Mr. Tench served as the Senior Vice Beggiof Product Management for
Enterprise Products from March 2007 to January 2B08Tench began his career at Level 3 in 1994, leas held a range of product
management positions across the entire Level 3gbiortincluding two years as Senior Vice PresideihProduct for Level 3's European
Markets Group. Before joining the Company, Mr. Treserved in a range of sales and product managegositions at US WEST
Communications.

James Heard has been the President ofutep&an Markets Group since April 2008. Prior t@ttiMr. Heard was Managing Director for
the European Markets Group from March 2007 to AR0i08. From 1996 until 2007, Mr. Heard worked faitiBh Telecommunications, in a
number of senior management roles, including sgrasmthe General Manager, Financial Services Gnotljin BT Global services. He also
served as the Vice President of Commercial OpersitiGlobal accounts for Concert Communicationsjra yenture between British Telecom
and AT&T from January 2000 to June 2002. Prior tiigh Telecommunications, Mr. Heard served as Begji Sales Manager for Olivetti UK
from March 1990 until June 1996.

John F. Waters, Jr. has been Presidentafipes, Chief Technology Officer since January 20®@&r to that, Mr. Waters was Executive
Vice President, Chief Technology Officer from Jaryu2004 to January 2008. Prior to that, Mr. Wateas Group Vice President and Chief
Technology Officer of the Company from February @90 January 2004. Prior to that, Mr. Waters wase\Rresident, Engineering of the
Company from November 1997 until February 200000 that, Mr. Waters was an executive staff menab&1Cl Communications from
1994 to November 1997.

Mark Martinet has been Chief InformatiorfiCdr since December 2009. Prior to that, Mr. Magtiwas Chief Information Officer and
Chief Technology Officer for BT Business, a parBdf Group plc. from September 2007 until Decemi@9 In this role, Mr. Martinet was
responsible for improving cycle time, productivétgd quality of information technology deliveriesidP to that, Mr. Martinet was a director of
Strategy and Transformation for BT Group from 2004l September 2007. Prior to joining BT Group,. Mtartinet held various information
technology positions with Qwest Communications @oagion from 2000 until 2004.

Peter D. Neill has been Senior Vice Pragi@ntent Markets Group since April 2009. Priottat, from September 2006 to April 2009,
Mr. Neill was Senior Vice President Wholesale Mask@ffer Management for the Company. Prior to jognihe Company, Mr. Neill was
Senior Vice President, Wireless Initiatives at GaysTelecorp, a telecom company, from January 200b6September 2006. From January
2005 until March 2006, Mr. Neill was also the foenénd President of PT Wireless, Inc., an earlgestompany that was established to be a
neutral host distributed antenna system networkatpeto design, build, and operate RF propagailatforms for traditional wireless mobility
providers and wireless ISPs using WiFi and WiMahtelogies. Prior
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to these positions, Mr. Neill held various engiegrand operations positions with AT&T Wireless Bees, Inc. from 1994 until January 20

At our 2010 Annual Meeting of Stockholdete term of office of all of our directors will pixe. At each annual meeting of stockholders,
successors to the directors whose term expirdsmtihnual meeting will be elected for a one-yeant Our officers are elected annually to
serve until each successor is elected and quabfieohtil his or her death, resignation or removal.

We believe that the members of the Auditn@uttee are independent within the meaning of isteny standards of The NASDAQ Stock
Market, LLC. The Board has determined that Mr. J@hReed, Chairman of the Audit Committee, quadifés a "financial expert" as defined
by the Securities and Exchange Commission. ThedBoamsidered Mr. Reed's credentials and finan@ekground and found that he was
qualified to serve as the "financial expert."

Our website
Our website isww.level3.com We caution you that any information that is irttdd in our website is not part of this Form 10-K.
Code of Ethics

We have adopted a code of ethics that cesplith the standards mandated by the Sarbanesy@xt of 2002. The complete code of
ethics is available on our websitevatiw.level3.com At any time that the code of ethics is not avddzon our website, we will provide a copy
upon written request made to Investor RelationgelL.8 Communications, Inc., 1025 Eldorado Blvd.o@&nfield, Colorado 80021. We caution
you that any information that is included in ourbsie is not part of this Form -K. If we amend the code of ethics, or grant anjvesafrom a
provision of the code of ethics that applies to exgcutive officers or directors, we will publiajsclose such amendment or waiver as reqt
by applicable law, including by posting such ameadtor waiver on our website &tvw.level3.conor by filing a Form 8K with the Securitie
and Exchange Commission or SEC.

SEC Filings

Our Form 10-K, along with all other repoatsd amendments filed with or furnished to the SEECpublicly available free of charge on the
investor relations section of our website as saoreasonably practicable after we file such madgewiéth, or furnish them to, the SEC. We
caution you that the information on our websitads part of this or any other report we file withn,furnish to, the SEC.

Section 16(a)—Beneficial Ownership Reporting Compdince

To our knowledge, no person that was actbre executive officer or beneficial owner of mdhan 10% of the outstanding shares of our
common stock failed to timely file all reports rémpal under Section 16(a) of the Securities Exchakgeof 1934.

Employees

As of December 31, 2009, we had approxim&g00 total employees. We believe that our sssakepends in large part on our ability to
attract and retain substantial numbers of qualiéiegbloyees.
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ITEM 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time meetimay make or may have made certain forward-lgpkiatements, either orally or in writing,
including without limitation statements made ob®made in this Form 10-K, our Quarterly Reportd-orm 10-Q, information contained in
other filings with the SEC, press releases andrgibblic documents or statements. In addition,representatives, from time to time,
participate in speeches and calls with market atslgonferences with investors or potential inmessin our securities and other meetings and
conferences. Some of the information presenteldesiet speeches, calls, meetings and conferencemahage forward-looking statements. We
use words like "plans,” "estimates," "expects,ti@pates"” or "believes" to identify forward-loolgrstatements.

We wish to ensure that all forward-lookstgtements are accompanied by meaningful cautistatgments, so as to ensure to the fullest
extent possible the protections of the safe hagbtablished in the Private Securities LitigatiofidRm Act of 1995. Accordingly, all forward-
looking statements are qualified in their entireyyreference to, and are accompanied by, the fatigwiscussion of certain important factors
that could cause actual results to differ matsristhm those projected in these forwdeoaking statements. We caution the reader thatigtisf
important factors may not be exhaustive. We opéenagerapidly changing business, and new risk factmerge from time to time.

We cannot predict every risk factor, non @& assess the effect, if any, of all such risitdis on our business or the extent to which any
factor, or combination of factors, may cause aateslits to differ materially from those projectadany forward-looking statements.
Accordingly, forward-looking statements should hetrelied upon as a prediction of actual resultstHer, we undertake no obligation to
update forward-looking statements after the datg #re made to conform the statements to actualtses changes in our expectations.

For more information about our results péxations and financial condition, you should $eediscussion included unddianagement's
Discussion and Analysis of Financial Condition d@esults of Operatior, appearing later in this Form 10-K.

Risks Related to our Business
Continued uncertainty in the global financial markets and the global economy may negatively affect our financial results.

Continued uncertainty in the global finatenarkets and economy may negatively affect marfcial results. A prolonged period of
economic decline could have a material adversetefie our results of operations and financial cbadiand exacerbate some of the other risk
factors we have described below. Our customersdaésr or forego purchases of our services in respaomtighter credit and negative
financial news or reduce their demand for our @i Our customers may also not be able to obtlEguate access to credit, which could
affect their ability to make timely payments toaraultimately cause the customer to file for prditat from creditors under applicable
insolvency or bankruptcy laws. If our customersraseable to make timely payments to us, our actorgteivable could increase.

In addition, our operating results and fiicial condition could be negatively affected ifeagesult of economic conditions:

. customers defer or forgo purchases of our serv
. customers are unable to make timely payments to us;
. the demand for, and prices of, our services anecedlas a result of actions by our competitorstoeravise;
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. key suppliers upon which we rely are unwilling orable to provide us with the materials we needftornetwork on a timely
basis or on terms that we find acceptable; or

. our financial counterparties, insurance providerstber contractual counterparties are unablertdpaot meet, their contract
commitments to us.

Recent disruptionsin the financial markets could affect our ability to obtain debt or equity financing or to refinance our existing
indebtedness on reasonable terms (or at all), and have other adverse effects on us.

Widely documented commercial credit madistuptions have resulted in a tightening of creuirkets worldwide. Liquidity in the global
credit markets have been severely contracted pethrarket disruptions, making it costly to obtagmvriines of credit or to refinance existing
debt, when debt financing is available at all. Effects of these disruptions are widespread, aisdrtpossible to predict whether the
improvement in the global credit markets that beigathe latter part of 2009 will continue or whée tcredit contraction will stop. As a resul
the ongoing credit market turmoil, we may not bkedb obtain debt or equity financing or to reficarour existing indebtedness on favorable
terms (or at all), which could affect our strategperations and our financial performance and fanodifications to our operations.

Communications Group

We need to not only increase but also maintain the network traffic and resulting revenue from the services that we offer to realize our targets
for anticipated revenue growth, cash flow and operating performance.

We must increase and maintain the netwaffi¢ and resulting revenue from our data, vomatent and infrastructure services at
acceptable margins in order to realize our tarfpgtanticipated revenue growth, cash flow and ofieggoerformance. If:

. we do not maintain or improve our current relatiips with existing key customet
. we do not develop new large volume and enterprséomers; o
. our customers determine to obtain these servioas &ither their own network or from one of our catiors;

we may not be able to increase or maintain ourmeeet acceptable margins, which would adverségctbur ability to become and/or rem
profitable.

Our financial condition and growth depends upon the continued successful integration of our acquired businesses. We may not be able
to efficiently and effectively integrate acquired operations, and thus may not fully realize the anticipated benefits from such acquisitions.

Achieving the anticipated benefits of tlugaisitions that we have completed starting in Dawer 2005 will depend in part upon whether
we can integrate our businesses in an efficientedfedtive manner.

Since December 2005, we have acquiredhiionological order, WilTel Communications Group,&Progress Telecom, LLC, ICG
Communications, Inc., TelCove, Inc., Looking Glaktworks Holding Co., Inc., Broadwing Corporatitime CDN services business of
SAVVIS, and Servecast Limited. In the future we naaguire additional businesses in accordance witlbosiness strategy. The integratior
our acquired businesses and any future busindssew¢ may acquire involves a number of risks uditlg, but not limited to:

. demands on management related to the significanéd@se in size after the acquisiti

. the disruption of ongoing business and the divarsiomanagement's attention from the managemeataibf operations ti
management of integration activities;
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. failure to fully achieve expected synergies andxeavings;

. unanticipated impediments in the integration ofat&pents, systems, including accounting systerabntdogies, books ar
records and procedures, as well as in maintainmifgpium standards, controls, including internal cohbver financial reporting
required by the Sarbanes-Oxley Act of 2002, prooesiand policies;

. loss of customers or the failure of customers tlenincremental services that we expect them terg

. failure to provision services that are ordered ligteamers during the integration period;

. higher integration costs than anticipated; and

. gifficultiej in the assimilation and retention afhly qualified, experienced employees, many of mhoay be geographical
ispersed.

Successful integration of these acquiresirtmsses or operations will depend on our abilittnenage these operations, realize
opportunities for revenue growth presented by gteened service offerings and expanded geographikehcoverage, obtain better terms
from our vendors due to increased buying power,dimiinate redundant and excess costs to fullyzeahe expected synergies. Because of
difficulties in combining geographically distanterptions and systems which may not be fully conbpstive may not be able to achieve the
financial strength and growth we anticipate from #tquisitions.

We cannot be certain that we will realize anticipated benefits from our acquisitions,hattwe will be able to efficiently and effectively
integrate the acquired operations as planned. failéo integrate the acquired businesses andabipeis efficiently and effectively or fail to
realize the benefits we anticipate, we would beljiko experience material adverse effects on aaimess, financial condition, results of
operations and future prospects.

Our business requires the continued development of effective business support systems to implement customer orders and to provide
and bill for services.

Our business depends on our ability toiooetto develop effective business support systémsertain cases, the development of these
business support systems is required to realizamticipated benefits from our acquisitions. Tkisticomplicated undertaking requiring
significant resources and expertise and suppam fiord-party vendors. Following the developmenthaf business support systems, the data
migration regarding network and circuit inventoryshbe completed for the full benefit of the syste@mbe realized. Business support systems
are needed for:

. quoting, accepting and inputting customer orderséovices
. provisioning, installing and delivering these seed; anc
. billing for these services.

Because our business provides for contimapil growth in the number of customers that weesand the volume of services offered as
well as the continued integration of acquired conigsl business support systems, there is a nemshtmue to develop our business support
systems on a schedule sufficient to meet proposkedtone dates. The failure to continue to develfipctive unified business support systems
or complete the data migration regarding netwoik @rcuit inventory into these systems could matgriadversely affect our ability to
implement our business plans, realize anticipaggefits from our acquisitions and meet our finahg@als and objectives.
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Intellectual property and proprietary rights of others could prevent us from using necessary technology to provide our services or
subject usto expensive intellectual property litigation.

If technology that is necessary for usrvjile our services was determined by a courtfrinige a patent held by another entity that is
unwilling to grant us a license on terms acceptables, we could be precluded by a court order fusing that technology and we would liki
be required to pay a significant monetary damagesato the patent-holder. The successful enforo¢miethese patents, or our inability to
negotiate a license for these patents on acceptainhes, could force us to cease using the releleghhology and offering services
incorporating the technology. In the event thalséne of infringement was brought against us basethe use of our technology or against our
customers based on their use of our services farthake are obligated to indemnify, we could be sabjo litigation to determine whether si
use or sale is, in fact, infringing. This litigati@ould be expensive and distracting, regardlesiseobutcome of the suit.

While our own patent portfolio may detelnert operating companies from bringing such actipagent infringement claims are
increasingly being asserted by patent holding caongsawhich do not use technology and whose sambss is to enforce patents against
operators, such as us, for monetary gain. Becawdeatent holding companies, commonly referresstpatent "trolls,” do not provide
services or use technology, the assertion of our patents by way of counter-claim would be large8ffective. We have already been the
subject of time-consuming and expensive pategglitbn brought by certain patent holding compaaies we can reasonably expect that we
will face further claims in the future, particuhaif legislation now discussed in Congress is maated in a way that will decrease the number
and frequency of claims by patent trolls.

Our consolidated revenueis concentrated in a limited number of communications customers.

A significant portion of our consolidateslsenue is concentrated among a limited number mhtoenications customers. For the year
ended December 31, 2009, our top ten communicatiost®mers represented approximately 28% of oat tansolidated revenue. If we lost
one or more of our top five communications cust@ner, if one or more of these major customersifsagmtly decreased orders for our
services, our business would be materially and rsaye affected.

We may lose customers if we experience system failures that significantly disrupt the availability and quality of the services that we
provide. System failures may also cause interruptionsto service delivery and the completion of other corporate functions.

Our operations depend on our ability tatiamd mitigate interruptions or degradation invee for customers. Interruptions in service or
performance problems, for whatever reason, coutitmine confidence in our services and cause losécustomers or make it more diffic
to attract new ones. In addition, because manyipgervices are critical to the businesses of ndmur customers, any significant interrupt
or degradation in service could result in lost fisodr other losses to customers. Although we galyelimit our liability for service failures in
our service agreements to limited service credignérally in the form of free service for a shatipd of time) and generally exclude any
liability for "consequential" damages such as fosffits, a court might not enforce these limitagam liability, which could expose us to
financial loss. In addition, we often provide ouistomers with committed service levels. If we anahle to meet these service level
commitments, we may be obligated to provide sergieglits or other compensation to our customers;iwtould negatively affect our
operating results.

The failure of any equipment or facility oar network, including our network operations cohtenters and network data storage
locations, could result in the interruption of @mer service and other corporate functions untikessary repairs are effected or replacement
equipment is installed. In addition, our businesstinuity plans may not be adequate to addressteylar failure that we
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experience. Delays, errors, network equipment owaik facility failures, including with respect tur network operations control centers and
network data storage locations, could also resothfnatural disasters (including natural disaseat may increase in frequency as a result of
the effects of climate change), disease, accidam®rist acts, power losses, security breachesdalism or other illegal acts, computer viru
or other causes. Our business could be signifigdmiit from these delays, errors, failures or fairtluding as a result of:

. service interruptions

. exposure to customer liability;

. the inability to install new service;

. the unavailability of employees necessary to prewervices

. the delay in the completion of other corporate fioms such as issuing bills and the preparatidinahcial statements;
. the need for expensive modifications to our systantsinfrastructure.

Failure to develop and introduce new services could affect our ability to compete in the industry.

We continuously develop, test and introdoe® communications services that are delivered ouecommunications network. These r
services are intended to allow us to address ngmeets of the communications marketplace and tgetenfor additional customers. In
certain instances, the introduction of new servieggiires the successful development of new tecigyolTo the extent that upgrades of
existing technology are required for the introdostof new services, the success of these upgradgdendependent on reaching mutually-
acceptable terms with vendors and on vendors ngetteir obligations in a timely manner. In additioew service offerings may not be wid
accepted by our customers. If our new service ioffisrare not widely accepted by our customers, &g t@rminate those service offerings and
we may be required to impair any assets or teclgyalsed to develop or offer those services. If veeret able to successfully complete the
development and introduction of new services iimeely manner, our business could be materially esblg affected.

Thereis no guarantee that we will be successful in increasing sales of our content distribution service offering.

As we believe that one of the largest sesiaf future incremental demand for our communicetiservices will be derived from custom
that are seeking to distribute their video, featizk content or applications over the Internet,puechased our content distribution network or
CDN assets in 2007. Although we have sold high dpeternet access, transport and colocation ses\dzee the late 1990's, we have only
been selling our CDN services since January 2087 fesult, there are many difficulties that we raagounter, including customer
acceptance, customer support system developmemesissitellectual property matters, technologisalies, developmental constraints and
problems that we may not anticipate. There is revantee that we will be successful in generatiggiicant revenues from our CDN service
offering.

Rapid technological changes can lead to further competition.

The communications industry is subjectapid and significant changes in technology. In tadldj the introduction of new services or
technologies, as well as the further developmemeiadting services and technologies may reducedkeor increase the supply of certain
services similar to those that we provide. As altesur most significant competitors in the futunay be new entrants to the communications
industry. These new entrants may not be burdenexhbgstalled base of outdated equipment or obstéehnology. Our future success
depends, in part, on our ability to anticipate and
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adapt in a timely manner to technological changesure to do so could have a material adverseceffie our business.

During our communications business operating history we have generated substantial net operating losses, and we expect to continue
to generate net operating losses.

Our expenditures combined with non-cashprmsation expense as well as depreciation and &atayh expense could result in
substantial net losses for the near future. Fofisital years ended December 31, 2009 and Dece®ih@008, we incurred net losses of
approximately $618 million and $318 million, restieely. We expect to continue to experience neséss and we may not be able to achie
sustain profitability in the future. Continued thetses could limit our ability to obtain the cagteded to expand our network, make interest anc
principal payments on our debt, or fund other bestmneeds.

We will need to continue to expand and adap network in order to remain competitive, whioly require significant additional fundil
Additional expansion and adaptations of our commations network's electronic and software companetit be necessary in order to
respond to:

. growing number of customers;

. the development and launching of new services;

. increased demands by customers to transmit largeuats of data
. changes in customers' service requireme

. technological advances by competitors; and

. governmental regulation

Future expansion or adaptation of our netwdll require substantial additional financiaperational and managerial resources, which
may not be available at the time. If we are unablexpand or adapt our network to respond to tdeselopments on a timely basis and at a
commercially reasonable cost, our business withiagerially adversely affected.

The market prices for certain of our communications services have decreased in the past and may decrease in the future, resulting in
lower revenue than we anticipate.

Over the past few years, the market priocesertain of our communications services haveegEsed. These decreases resulted from
downward market pressure and other factors incdin

. technological changes and network expansions whiaefe resulted in increased transmission capacéitadle for sale by us al
by our competitors;

. some of our customer agreements contain vo-based pricing or other contractually agi-upon decreases in prices during
term of the respective agreements; and

. some of our competitors have been willing to acsepaller operating margins in the short term imtitempt to increase lo-
term revenues.

In order to retain customers and revenweoften must reduce prices in response to marketittons and trends. As our prices for some
of our communications services decrease, our dpgregsults may suffer unless we are able to eitb@uce our operating expenses or increase
traffic volume from which we can derive additiomalenue.

We also expect revenue from our managedemagkrvices to continue to decline primarily assult of end users migrating to broadband
services.
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The need to obtain additional capacity for our network from other providersincreases our costs.

We use network resources owned by othepeamias for portions of our network. We obtain tightto use such network portions,
including both telecommunications capacity andtdgb use dark fiber, through operating leaseslBubdagreements. In several of those
agreements, the counter party is responsible fovork maintenance and repair. If a counter partg tease or IRU suffers financial distress or
bankruptcy, we may not be able to enforce our sightuse these network assets or, even if we @mrtinue to use these network assets, we
could incur material expenses related to maintemand repair. We could also incur material expeiises were required to locate alternative
network assets. We may not be successful in obigiasonable alternative network assets if nedesghlire to obtain usage of alternative
network assets, if necessary, could have a matatiadrse effect on our ability to carry on busimgssrations. In addition, some of our
agreements with other providers require the payrokamounts for services whether or not those sesvare used.

In the normal course of business, we neeaghter into interconnection agreements with maymaestic and foreign local telephone
companies, but we are not always able to do s@aworéble terms. Costs of obtaining local servioenfother carriers comprise a significant
proportion of the operating expenses of long distagarriers. Similarly, a large proportion of thests of providing international service
consists of payments to other carriers. Changesgulation, particularly the regulation of localdainternational telecommunication carriers,
could indirectly, but significantly, affect our cqtitive position. These changes could increaskeorease the costs of providing our services.

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

We believe that our future success willefgpin large part on our ability to attract anaiethighly skilled, knowledgeable, sophisticated
and qualified managerial, professional and tecthmieesonnel. We have experienced significant coitipetin attracting and retaining
personnel who possess the skills that we are sgekia result of this significant competition, way experience a shortage of qualified
personnel.

Our businesses are managed by a small nusfikey executive officers, including James Q.\WepChief Executive Officer. The loss of
any of these key executive officers could have tened adverse effect on our business.

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

If we are unable, on acceptable terms and timely basis, to obtain and maintain the frased permits and rights-of-way needed to
expand and operate our network, our business dmuldaterially adversely affected. In addition, ¢thecellation or non-renewal of the
franchises, permits or rights-of-way that are aigdicould materially adversely affect our busin€@s. communications operating subsidiaries
are defendants in several lawsuits that, among titiegs, challenge the subsidiaries' use of rigitway. The plaintiffs have sought to have
these lawsuits certified as class actions. It ssjje that additional suits challenging use of rigints-of-way will be filed and that those
plaintiffs also may seek class certification. Thecome of such litigation may increase our costsaawversely affect our operating results.

Termination of relationshipswith key suppliers could cause delay and additional costs.

Our business is dependent on third-pamppbers for fiber, computers, software, optronicansmission electronics and related
components as well as providers of network colocatacilities that are integrated into our netwaréime of which are critical to the operation
of our business. If any of these critical relatioips is terminated, a supplier either exits orailstits business as a result of
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the current economic conditions, a supplier failpitovide critical services or equipment, or thpgier is forced to stop providing services due
to legal constraints, such as patent infringermamd, we are unable to reach suitable alternatiangements quickly, we may experience
significant additional costs or we may not be dblprovide certain services to customers. If tledgens, our business could be materially
adversely affected.

AT&T and Verizon may not provide us local access services at pricesthat allow usto effectively compete.

We acquire a significant portion of ourdbaccess services, the connection between ourdnetevork and the customer premises, from
incumbent local exchange carriers or ILECs. Wit thcent acquisitions by AT&T and Verizon, the ILEE@w compete directly with our
business and may have a tendency to favor thenssaha:their affiliates to our detriment. Networkegs represents a very large portion of our
total costs and if we face less favorable pricind provisioning, we may be at a competitive disadzge to the ILECs.

We may be liable for the information that content owners or distributors distribute over our network.

The law relating to the liability of privahetwork operators for information carried on issdminated through their networks is still
unsettled. While we disclaim any liability for tHiparty content in our services agreements, welmeapme subject to legal claims relating to
the content disseminated on our network, even thaugh content is owned or distributed by our austs or a customer of our customers.
example, lawsuits may be brought against us clajrtfiat material distributed using our network waacicurate, offensive, or violated the law
or the rights of others. Claims could also invatvatters such as defamation, invasion of privacyapyright infringement. In addition, the
law remains unclear over whether content may hteilbiged from one jurisdiction, where the contenleigal, into another jurisdiction, where it
is not. Companies operating private networks haenisued in the past, sometimes successfully, lmastte nature of material distributed,
even if the content is not owned by the networkrafme and the network operator has no knowledgbetontent or its legality. It is not
practical for us to monitor all of the content whis distributed using our network. If we needaket costly measures to reduce our exposure tc
these risks, or are required to defend ourselvemagsuch claims, our financial results could bgatively affected.

We are subject to significant regulation that could change in an adverse manner.

Communications services are subject toifiogimt regulation at the federal, state, local artdrnational levels. These regulations affec
business and our existing and potential competifdetays in receiving required regulatory approvaisluding approvals relating to
acquisitions or financing activities), completimgarconnection agreements with other carriersh@enhactment of new and adverse regulations
or regulatory requirements may have a material @@veffect on our business. In addition, futurésiegjve, judicial and regulatory agency
actions could have a material adverse effect orbosiness.

Federal legislation provides for a sigrafit deregulation of the U.S. telecommunicationsigig, including the local exchange, long
distance and cable television industries. Thisslagipn remains subject to judicial review and &iddal Federal Communications Commission,
or FCC, rulemaking. As a result, we cannot prettiietlegislation's effect on our future operatidviany regulatory actions are under way or
being contemplated by federal and state authoriéigarding important issues. These actions could hamaterial adverse effect on our
business.
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Changesin regulations affecting commercial power providers may increase our costs.

In the normal course of business, we neeaghter into agreements with many providers of cenaoial power for our office, network and
Gateway facilities. Costs of obtaining commerciaver can comprise a significant component of owaraping expenses. Changes in
regulations that affect commercial power provideesticularly regulations related to the controboéenhouse gas emissions or other climate
change related matters, could affect the costewingercial power, which may increase the costs @fiding our services and may adversely
affect our operating results.

Thelawsin certain countries currently do not permit usto offer servicesdirectly in those countries.

Ownership of telecommunications facilitibat originate or terminate traffic in certain ctrigs, such as Canada and China, is currently
limited to nationals of those countries. This riesitn hinders our entry into those markets.

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

The FCC has, to date, treated Interneticeproviders as enhanced service providers. litiaddCongress has, to date, not sought to
heavily regulate the provision of IP-based servi@h Congress and the FCC are considering prégpdsat involve greater regulation of IP-
based service providers. Depending on the contehteope of any regulations, the imposition of ssgjulations could have a material adv:
effect on our business and the profitability of earvices.

The communicationsindustry is highly competitive with participants that have greater resources and a greater number of existing
customers.

The communications industry is highly coitpee. Many of our existing and potential compet# have financial, personnel, marketing
and other resources significantly greater than.ddesy of these competitors have the added conngetidvantage of a larger existing
customer base. In addition, significant new contigeticould arise as a result of:

. the consolidation in the industr

. allowing foreign carriers to more extensively cotgp@ the U.S. market;
. further technological advances; ¢

. further deregulation and other regulatory initiat\

If we are unable to compete successfully,business could be significantly affected.

We may be unable to successfully identify, manage and assimilate future acquisitions, investments and strategic alliances, which could
adversely affect our results of operations.

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

. the difficulty of identifying appropriate investmesn strategic allies or opportunities on terms ptagele to us;

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

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

. the loss or reduction in value of the capital irireant;
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. our inability to capitalize on the opportunitiegepented by these arrangements; and

. the possibility of insolvency of a strategic al

There can be no assurance that we woulkkesstully overcome these risks or any other problentountered with these investments,
strategic alliances or similar arrangements.

Other Operations
Environmental liabilities from our historical operations could be material.

There could be environmental liabilitiessenrg from historical operations of our predecesstor which we may be liable. Our operations
and properties are subject to a wide variety oflawd regulations relating to environmental prad@cthuman health and safety. These laws
and regulations include those concerning the uderaanagement of hazardous and non-hazardous scéstand wastes. We have made and
will continue to make significant expenditures tiglg to our environmental compliance obligationgspite our best efforts, we may not at all
times be in compliance with all of these requiretaen

In connection with certain historical op@as, we have responded to or been notified ofmtidl environmental liability at approximately
150 properties as of February 15, 2010. We aregatye addressing or have liquidated environmeiahilities at 74 of those properties. Of
these: (a) we have formal commitments or othermitkfuture costs at 15 sites; (b) there are fd@ssivith minimal future costs; (c) there are 14
sites with unknown future costs and (d) there &sites with no likely future costs. The remainprgperties have been dormant for several
years. We could be held liable, jointly or severadind without regard to fault, for such investigatand remediation. The discovery
additional environmental liabilities related tothigcal operations or changes in existing environtakrequirements could have a material
adverse effect on our business.

Potential liabilities and claims arising from coal operations could be significant.

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

I ncreased regulation of greenhouse gas (" GHG" ) emissions may adver sely affect demand for coal.

Present and proposed regulation of GHG sioris on the state, regional, national, and inteynal level has typically included
requirements applicable to the utility sector aodldired power plants. Therefore, such regulation dadversely affect the demand for cog
coming years, particularly from our utility custoreeThis could have an adverse effect on our operatsults.

General

If we are unable to comply with the restrictions and covenantsin our debt agreements, there would be a default under the terms of these
agreements, and this could result in an acceleration of payment of funds that have been borrowed.

If we were unable to comply with the regidns and covenants in any of our debt agreemth@ss would be a default under the terms of
those agreements. As a result, borrowings under oth
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debt instruments that contain cross-acceleratiarass-default provisions may also be acceleratedbacome due and payable. If any of these
events occur, there can be no assurance that wiel wewable to make necessary payments to the Igmdéhat we would be able to find
alternative financing. Even if we were able to ab&lternative financing, there can be no assurémaeit would be on terms that are
acceptable.

We have substantial debt, which may hinder our growth and put us at a competitive disadvantage.
Our substantial debt may have importansegnences, including the following:

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

. a substantial portion of our cash flows will be dise make principal and interest payments on ouditey debt, reducing the
funds that would otherwise be available for operaiand future business opportunities;

. a substantial decrease in cash flows from operaiitigities or an increase in expenses could matidficult to meet debt
service requirements and force modifications toraipens;

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

. substantial debt may make us more vulnerable maantlrn in business or the economy gener:

We had substantial deficiencies of earniogsover fixed charges of approximately $617 wiilfor the fiscal year ended December 31,
2009, $264 million for the fiscal year ended Decenil, 2008, $1.1 billion for the fiscal year endEtember 31, 2007, $742 million for the
fiscal year ended December 31, 2006, and $647omiftir the fiscal year ended December 31, 2005.

We may not be ableto repay our existing debt; failure to do so or refinance the debt could prevent us from implementing our strategy
and realizing anticipated profits.

If we were unable to refinance our debtooraise additional capital on acceptable termsatility to operate our business would be
impaired. As of December 31, 2009, aggregate funaturities of our long-term debt, capital leased aur commercial mortgage (after taking
into account the issuance of the Level 3 Finandimg, 10% Senior Notes due 2018 issued in Januat®,2he retirement of the Level 3
Financing, Inc. 12.25% Senior Notes due 2013 awtluding debt discounts, premiums and fair valuaistijients) approximated $6.659 billi
Of this long-term debt, approximately $154 millisrdue to mature in 2010, approximately $377 milli® due to mature in 2011 and
approximately $298 million is due to mature in 20it?each case excluding debt discounts, premiurddair value adjustments.

Our ability to make interest and principalyments on our debt and borrow additional fundéagarable terms depends on the future
performance of the business. If we do not have gin@ash flow in the future to make interest or gipal payments on our debt, we may be
required to refinance all or a part of our debtooraise additional capital. We cannot be surewreawill be able to refinance our debt or raise
additional capital on acceptable terms.
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Restrictions and covenantsin our debt agreements limit our ability to conduct our business and could prevent us from obtaining needed
fundsin the future.

Our debt and financing arrangements corgainomber of significant limitations that restretr ability to, among other things:

. borrow additional money or issue guarantt

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

. create liens on asse

. sell assets

. enter into sale-leaseback transactions;

. enter into transactions with affiliates; and

. engage in mergers or consolidatic

The unpredictability of our quarterly results may adversely affect the trading price of our common stock.

Our revenue and operating results will vagnificantly from quarter to quarter due to a tn@amof factors, many of which are outside of
our control and any of which may cause the priceusfcommon stock to fluctuate. The primary factaraong other things, that may affect
quarterly results include the following:

. the timing of costs associated with the operatibour business and our integration activities wehpect to our recent
completed acquisitions;

. demand for communications services;

. loss of customers or the ability to attract newtaoners;

. changes in pricing policies or the pricing police#ur competitors

. costs related to acquisitions of technology or hesses;

. changes in regulatory rulings; and

. general economic conditions as well as those dpaoithe communications and related industi

A delay in generating revenue or the timafigecognizing revenue and expenses could cagaéisant variations in our operating results
from quarter to quarter. It is possible that in sdioture quarters our results may be below analsiisinvestors expectations. In these
circumstances, the price of our common stock Wil decrease.

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

As of December 31, 2009, we had net opmgdtiss carry forwards of approximately $5.2 billior federal income tax purposes. If cer
transactions occur with respect to our capitallstbat result in a cumulative ownership change ofaerthan 50 percentage points by 5-percent
stockholders over a three-year period as determindér rules prescribed by the U.S. Internal Regedode of 1986, as amended (the "Code")
and applicable regulations, annual limitations widu imposed with respect to our ability to utile net operating loss carry forwards and
certain current deductions against any taxablenmecwe achieve in future periods.
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We have entered into transactions oveafipicable three year period that, when combingt ather changes in ownership that are
outside of our control, have resulted in cumulatiianges in the ownership of our capital stock.ifithl transactions that we enter into, as
well as transactions by existing 5% stockholdestaansactions by holders that become new 5% stdd&ls that we do not participate in,
could cause us to incur a 50 percentage point ahiechange by 5% stockholders and, if we triggerabove-noted Code imposed
limitations, such transactions would prevent usnffolly utilizing net operating loss carry forwardad certain current deductions to reduce
income taxes.

I ncreased scrutiny of financial disclosure, particularly in the telecommunications industry in which we operate, could adversely affect
investor confidence, and any restatement of earnings could increase litigation risks and limit our ability to access the capital markets.

Congress, the SEC, other regulatory auiksrand the media are intensely scrutinizing almemof financial reporting issues and
practices. If we were required to restate our fui@statements as a result of a determinationviledhad incorrectly applied generally accepted
accounting principles or as a result of other fectir errors, that restatement could adverselyctéfer ability to access the capital markets or
the trading price of our securities. The recentiticy regarding financial reporting has also remiiin an increase in litigation. There can be no
assurance that any such litigation against us wootdnaterially adversely affect our business erttading price of our securities.

Terrorist attacks and other acts of violence or war may adversely affect the financial markets and our business.

There can be no assurance that there wiilba future terrorist attacks against the UnitedeS or U.S. businesses. These attacks or armel
conflicts may directly affect our physical faciéis or those of our customers. These events coukkaamnsumer confidence and spending to
decrease or result in increased volatility in th& Lhnd world financial markets and economy. Antheke occurrences could materially
adversely affect our business.

Our international operations and investments expose us to risks that could materially adversely affect the business.

We have operations and investments outditlee United States, as well as rights to undecaéte capacity extending to other countries,
that expose us to risks inherent in internatiompedrations. These include:

. general economic, social and political conditions;

. the difficulty of enforcing agreements and collagtreceivables through certain foreign legal system

. tax rates in some foreign countries may exceecktiothe U.S.

. foreign currency exchange rates may fluctuate, wb@uld adversely affect our results of operatiang the value of ot

international assets and investments;
. foreign earnings may be subject to withholding regaents or the imposition of tariffs, exchangetcols or other restriction:

. difficulties and costs of compliance with foreigmwls and regulations that impose restrictions onruestments and operatiot
with penalties for noncompliance, including losdicénses and monetary fines;

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

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

49




Table of Contents
Additional issuances of equity securities by uswould dilute the ownership of our existing stockholders.

We may issue equity in the future in corimgcwith acquisitions or strategic transactiomsatljust our ratio of debt to equity, including
through repayment of outstanding debt, to fund ezjmn of our operations or for other purposes.hkoextent we issue additional equity
securities, the percentage ownership of our exjsttnckholders would be reduced.

Anti-takeover provisionsin our charter and by-laws could limit the share price and delay a change of management.

Our restated certificate of incorporatioml dy-laws contain provisions that could make irendifficult or even prevent a third party from
acquiring us without the approval of our incumbleaard of directors. These provisions, among othiegs:

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

limit the right of stockholders to call special tiegs of stockholders
. limit the right of stockholders to present propssal nominate directors for election at annual imgetof stockholders; ar

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

In addition, the terms of most of our Idegn debt require that upon a "change in contas,tefined in the agreements that contain the
terms and conditions of the long term debt, we nakeffer to purchase the outstanding long ternt debither 100% or 101% of the aggre!
principal amount of that long term debt.

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

If alarge number of shares of our common stock is sold in the public market, the sales could reduce the trading price of our common
stock and impede our ability to raise future capital.

We cannot predict what effect, if any, fietissuances by us of our common stock will havéhemmarket price of our common stock. In
addition, shares of our common stock that we igswennection with an acquisition may not be subfecesale restrictions. The market price
of our common stock could drop significantly if tn large holders of our common stock, or recifserf our common stock in connection
with an acquisition, sell all or a significant gort of their shares of common stock or are peraehwethe market as intending to sell these
shares other than in an orderly manner. In additlogse sales could impair our ability to raiseitehhrough the sale of additional common
stock in the capital markets.

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

The market price of our common stock hantmubject to volatility and, in the future, therke price of our common stock may fluctuate
substantially due to a variety of factors, inclglin

. the depth and liquidity of the trading market far common stock
. quarterly variations in actual or anticipated opiagaresults:
. changes in estimated earnings by securities asalyst
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. market conditions in the communications and infdrareservices industries;
. announcement and performance by competi

. regulatory actions; and

. general economic conditions.

In addition, in recent months the stock keagenerally has experienced significant price\asidme fluctuations. Those market
fluctuations could have a material adverse effedhe market price or liquidity of our common stock

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our headquarters are located on 46 acrégmiimterlocken Advanced Technology Environmenhimithe City and County of Broomfield,
Colorado. The campus facility, which is owned by eholly owned subsidiary HQ Realty, Inc., encomgeagsapproximately 850,000 square
feet of office space.

Additionally, we lease approximately 12@a@juare feet of office and technical space iniliog located at 180 Peachtree Street, NW in
Atlanta, Georgia. We also lease approximately 143 fqjuare feet of office and technical space irbthileling known as One Technology
Center located at 100 South Cincinnati Avenue ilsd@uOklahoma. We also use approximately 8,900rsdfeat of office space that we own in
the building located at 200 Technology Drive, Bittgh, Pennsylvania. We also lease approximateBy0D® square feet of office space in a
building located at 1122 South Capital of Texashwigy in Austin, Texas. In Europe, we have approxétya?11,000 square feet of office
space in the United Kingdom and approximately 5 8f@are feet of office space in France.

Properties relating to our network operadion the communications business are describeerditEM 1. BUSINESS—Our
Communications Network" above.

Our Gateway facilities are designed to ledosal sales staff, operational staff, our trarssioin and IP routing/switching facilities and
technical space to accommodate colocation of eqeripioy high-volume Level 3 customers. We ended 20i@1® approximately 6.9 million
square feet of space for our Gateway and transoniacilities and have completed construction gorapimately 4.6 million square feet of t
space. Our Gateway space is either owned by wsh®@ld pursuant to long-term lease agreements.

We have entered into various agreementrdagy our unused office and technical space ierotal reduce our ongoing operating
expenses regarding such space.

Properties relating to our coal mining segtrare described under "ITEM 1. BUSINESS—Our OBusinesses" above. In connection
with certain existing and historical operations, ave subject to environmental risks.

ITEM 3. LEGAL PROCEEDINGS

Level 3 Communications, Inc. and certait®tubsidiaries (the "companies™) are parties tmmber of purported class action lawsuits
involving the companies' right to install fiber @ptable network in railroad right-of-ways adjacemplaintiffs' land. The only lawsuit in which
a class has been certified against the compana@sred inKoyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class
action filed in the U.S. District Court for the Brist of Idaho. In November of 2005, the court geghclass certification only for the state of
Idaho. The companies have defeated motions fos cegification in a number of these actions bytteet that plaintiffs in the pending
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lawsuits will continue to seek certification of tet&ide or multi-state classes. In general, the @nigs obtained the rights to construct their
networks from railroads, utilities, and others, &ade installed their networks along the rightsvafy so granted. Plaintiffs in the purported
class actions assert that they are the ownersidélaver which the companies' fiber optic cablevoeits pass, and that the railroads, utilities,
and others who granted the companies the rightrtstouct and maintain their networks did not hdaeelegal authority to do so. The compla
seek damages on theories of trespass, unjust ereithand slander of title and property, as wepasitive damages. The companies have also
received, and may in the future receive, claimsdemands related to rights-of-way issues simildh#issues in these cases that may be base
on similar or different legal theories.

The companies negotiated a series of skttements affecting all persons who own or owlaed next to or near railroad rights of way
which the companies have their fiber optic cablsvoek. The United States District Court for the Bt of Massachusetts iKingsborough v.
Sprint Communications Co. L.Branted preliminary approval of the proposed seitlet, however, on September 10, 2009, the couieden
motion for final approval of the settlement on basis that the court lacked subject matter jurtgzticand dismissed the case.

It is still too early for the Company taddh a conclusion as to the ultimate outcome ofetlaetions. However, management believes that
the companies have substantial defenses to the<ksserted in all of these actions (and any simlitgms which may be named in the future),
and intends to defend them vigorously if a satisfigcsettlement is not ultimately negotiated andraped. Additionally, management believes
that any resulting liabilities for these actionsybnd amounts reserved, will not materially aftbet Company's financial condition or future
results of operations, but could affect future cieWs.

In February 2009, Level 3 Communicatioms, | certain of its current officers and a form#icer were named as defendants in purported
class action lawsuits filed in the United Statestiit Court for the District of Colorado, whichveabeen consolidated asre Level 3
Communications, Inc. Securities Litigation (Civih$2 No. 09-cv-00200-PAB-CBSJhe Plaintiffs in each complaint allege, in gethethat
throughout the purported class period specifiethéncomplaint that the defendants failed to disclositerial adverse facts about the Comp:
integration activities, business and operationg ddémplaints seek damages based on purportedisitdatf Section 10(b) of the Securities
Exchange Act of 1934, Securities and Exchange Casion Rule 10b-5 promulgated thereunder and Se20¢e) of the Securities Exchange
Act of 1934. On May 4, 2009, the Court appointddaal plaintiff in the case, and on June 29, 2008 Jead plaintiff filed a Consolidated Class
Action Complaint (the "Complaint"). On July 29, Z)@he Company and the other defendants namee iG@dmplaint filed a motion to dismiss
the Complaint with prejudice which is pending beftie court.

It remains too early for the Company tactea conclusion as to the ultimate outcome of tlaesiens. However, management believes that
the Company has substantial defenses to the ckssested in all of these actions (and any simi&ns which may be named in the future)
and intends to defend these actions vigorously.

During March 2009, Level 3 Communicatiolms,., as a nominal defendant, certain of its doexctnd its current officers, and a former
officer, were named as defendants in purporteckbtdder derivative actions in the District CourtoBmfield County, Colorado, which have
been consolidated &s re Level 3 Communications, Inc. Derivative Latign (Lead Case No. 2009CV59pn December 11, 2009, Level 3
Communications, Inc., as a nominal defendant, icedfits directors and current officers, and arer officer, were named as defendants in
purported stockholder derivative action in the ¥diGtates District Court for the District of Coldeein Iron Workers District Council Of
Tennessee Valley & Vicinity Pension Plan v. Lev€bBmunications, Inc., et. allhe Plaintiffs allege that
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during the period specified in the complaints thened defendants failed to disclose material adviarte about the Company's integration
activities, business and operations. The complaieék damages on behalf of the Company based ponen breaches of fiduciary duties for
disseminating false and misleading statements aifidg to maintain internal controls; unjust enrobnt; abuse of control; gross
mismanagement; waste of corporate assets; andresiffect to certain defendants, breach of fiduddaties in connection with the resignation
of Kevin O'Hara, our former President and Chief @giag Officer. The parties have agreed to a teruyostay of all activities in these actions
pending the outcome of the motion to dismiss oeptblevant time periods in the securities litigatdescribed above.

It remains too early for the Company tactea conclusion as to the ultimate outcome of tldesivative actions. However, management
believes that the complaints have numerous defi@srincluding that each plaintiff failed to makdemand on the Company's Board of
Directors before filing the suit.

In March 2009, late April 2009 and early w009, Level 3 Communications, Inc., the Level@r@nunications, Inc. 401(k) Plan
Committee and certain current and former officerd directors of Level 3 Communications, Inc. weaged as defendants in purported class
action lawsuits filed in the U.S. District Courtrfine District of Colorado iWalter v. Level 3 Communications, Inc., et &agres v. Level 3
Communications, Inc., et. @ndFragale v. Level 3 Communications, Inc., et.Tdde complaints allege breaches of fiduciary an@iothuties
under the Employee Retirement Income Security AER(SA") with respect to investments in the Compammpmmon stock held in individual
participant accounts in the Level 3 Communicatidns, 401(k) Plan. The complaints claim that thisseestments were imprudent for reasons
that are similar to those alleged in the securdies derivative actions described above. A motioconsolidate the three actions and specify
lead counsel is pending before the court.

It remains too early for the Company toctea conclusion as to the ultimate outcome of tB#3ESA actions. However, management
believes that the Company has substantial deféogbe claims asserted in all of these actions @amdsimilar claims which may be named in
the future) and intends to defend these actionsroigsly.

The Company and its subsidiaries are gattienany other legal proceedings. Managementiadithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, willragerially affect the Company's financial comatitior future results of operations, but
could affect future cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during the foguhrter of the fiscal year covered by this repmi vote of security holders, through the
solicitation of proxies or otherwise.
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Part I

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information. Our common stock is traded on the NASDAQ Gldbelect Market of The NASDAQ Stock Market LLC undee
symbol "LVLT." As of February 24, 2010, there wesgproximately 7,800 holders of record of our comratmtk, par value $.01 per share.
table below sets forth, for the calendar quartedicated, the high and low per share sales pritesroacommon stock as reported by the
NASDAQ Global Select Market of The NASDAQ Stock Mar LLC.

Year Ended December 31, 200 High Low

First Quartel $ 1658 $ 0.6C
Second Quarte 1.77 0.87
Third Quartel 1.72 1.11
Fourth Quarte 1.5¢ 1.1€
Year Ended December 31, 200 High Low

First Quarte! $ 35 $ 1.6¢
Second Quarte 4.4¢ 1.9¢
Third Quartel 3.9C 2.44
Fourth Quarte 2.7¢ 0.57

Equity Compensation Plan Information.

We have only one equity compensation plahe-T995 Stock Plan, as amended—under which we ssag ishares of our common stock
to employees, officers, directors and consultaritss plan has been approved by our stockholders fallowing table provides information
about the shares of our common stock that mayduedsupon exercise of awards under the 1995 Stacka® of December 31, 2009.

Number of securities to Weighted-average Number of securities
be issued upon exercise exercise price of remaining available for
of outstanding options, outstanding options, future issuance under
Plan Category warrants and rights warrants and rights equity compensation plans
Equity compensation plat
approved by stockholde 38,254,121 $ 2.95t% 68,645,76
Equity compensation plans r
approved by stockholde 0% 0.0C 0
T Includes awards of outperform stock options or etfrm stock appreciate units ("OSOs"). For purgasfehis table,

these securities are considered to use a singte shaur common stock from the total number ofrehaeserved for
issuance under the 1995 Stock Plan.

¥ Includes weighte@dverage exercise price of outstanding OSOs atateeaf grant. The exercise price of an OSO is st
to change based upon the performance of our consteak relative to the performance of the S&P 508@ek from the
time of the grant of the award until the award been exerciset

OSOs are currently designed to providepients of the awards with the incentive to maxingeckholder value and to reward recipient
employees only when the price of our common statgkerforms the S&P 500® Index between the datearfittand the date that the OSO is
exercised or settled. For the OSOs granted begiriniApril 2007, OSOs have a three-year life anst \u®0% on the third anniversary of the
date of the award and will fully settle on thataddh other words,
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recipients of these OSOs will not be able to vauiht exercise the OSOs as they will settle autérally with value on the third anniversary of
the date of the award or expire without value @t thate. This type of instrument is sometimes reteto as a "European style option." For
OSOs granted prior to April 2007, the OSOs gengtalve a four-year life and vest 50% at the enttheffirst year after grant, with the
remaining 50% vesting in four equal quarterly ifistants so that the OSOs are fully vested by theadfrthe second year after grant.

OSOs have an initial strike price thatgsi@ to the closing market price of our common Istmg the trading day immediately prior to the
date of grant. This initial strike price is refedr® as the "Initial Price." On the settlement datéhe date that an employee elects to exercise ar
OSO0, the Initial Price is adjusted—as of that dalg-a percentage that is equal to the aggregatemage increase or decrease in the
S&P 500® Index over the period beginning on theddtgrant and ending on the trading day immedigietceding the settlement or exercise
date. The Initial Price, however, cannot be adplis&low the closing price of our common stock andhay that the OSO was granted.

The value of all OSOs will increase asgihee of our common stock increases relative topirdormance of the S&P® 500 Index over
time. This increase in value is attributable intparthe use of a "success multiplier."

The mechanism for determining the valuaroindividual OSO award is described below: Th&dhPrice is adjusted over time (the
"Adjusted Strike Price") until the settlement oeecise date. The adjustment is an amount equbktpdrcentage appreciation or depreciatis
the value of the S&P 500® Index from the date @ingito the settlement date. The value of the OS@éases for increasing levels of
outperformance. OSOs have a multiplier range freno zo four depending upon the performance of ounraon stock relative to the
S&P 500® Index as shown in the following table.

Then the Pre-multiplier Gain Is Multiplied by

If Level 3 Stock Outperforms the S&P 50® Index by: a Success Multiplier of:

0% or Less 0.00

More than 0% but Less than 11% Outperformance percentage multiplied4iy1
11% or More 4.00

The pre-multiplier gain is our common stg@elce minus the Adjusted Strike Price on the satént or exercise date.

Dividend Policy. Our current dividend policy, in effect sincerfd, 1998, is to retain future earnings for us@ur business. As a resi
our directors and management do not anticipatengaamy cash dividends on shares of our common stattie foreseeable future. In addition,
under certain of our debt covenants we may beicesdrfrom paying cash dividends on shares of oanmroon stock.
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Performance Graph.

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

The graph compares the cumulative totalrnedf our common stock for the five year perioahfir2005 through 2009 with the S&P® 500
Index and the Nasdaq Telecommunications Index.graph assumes that the value of the investmen®&@8 on December 31, 2004, and !
all dividends and other distributions were reinedst

Comparison of Five Year Cumulative Total Return
Among Our Common Stock, the S&P® 500 Index
and the Nasdag Telecommunications Index
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Level 3 Common Stoc 100.0( 84.6€ 165.1¢ 89.6¢ 20.6t 45.1:
S&P 50(® Index 100.0C 104.9. 121.4¢ 128.1¢ 80.7¢ 102.1:
NASDAQ Telecommunication 100.0( 91.6¢€ 119.67 1325 77.0¢ 107.1%
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Camimations, Inc. and its subsidiaries appear below.

Fiscal Year Ended(1),(2)
2009 2008 2007 2006 2005
(dollars in millions, except per share amounts

Results of Operation:

Revenue $ 3,76z $ 4301 $ 4,26¢ $ 3,37¢ $ 1,71¢

Loss from continuing operations( (61¢) (31¢) (1,14¢) (812) (720)

Income from discontinued operations — — — 46 69

Net loss (618) (31¢) (2,14¢) (76€) (657)
Per Common Shar

Loss from continuing operations( (0.3¢) (0.20 (0.76) (0.87) (2.09)

Income (loss) from discontinued operatio

4) — — — 0.0t 0.1c

Net loss (0.3¢) (0.20) (0.76) (0.7¢) (0.99)

Dividends(5) — — — — —
Financial Position

Total asset 9,06 9,63¢ 10,24¢ 9,981 8,27

Current portion of lon-term debt(6’ 70& 18¢€ 32 5 —

Long-term debt, less current portion| 5,75¢ 6,24¢ 6,631 7,122 5,87:

Stockholders' equity (deficit)(: 491 1,021 1,26¢ 602 (331)
@ The financial information for the periods of 200&lgprior have been adjusted for the retrospeciisication of

@

Accounting for Convertible Debt Instruments ThatyMge Settled in Cash upon Conversion (IncludingiBla€ash
Settlement) which has been codified into the guidamrelating to Debt with Conversion and Other Opgio

The operating results of Software Spectrum, InBoftware Spectrum”), which was sold in 2006, anySgructure, LLC
("('i)Structure"), which was sold in 2005, are includétediscontinued operations for all periods presefiee which
Level 3 owned each business.

The Company purchased WilTel Communications Graug; ("WilTel") on December 23, 2005, and recorded
approximately $38 million of revenue attributaldethis business in 2005.

The Company purchased Progress Telecom, LLC ("BssgFelecom”) on March 20, 2006; ICG Communicatitms
("ICG Communications") on May 31, 2006; TelCove;.Ifi'TelCove") on July 24, 2006 and Looking Glasstworks
Holding Co., Inc. ("Looking Glass") on August 2,08 The WilTel, Progress Telecom, ICG CommunicatjdrelCove
and Looking Glass results of operations and firermbsition are included in the consolidated finahstatements from
the respective dates of their acquisition. Durifg&, the Company recorded revenue attributabledgress Telecom of
$49 million, ICG Communications of $46 million, TEve of $166 million and Looking Glass of $33 naiili

The Company purchased Broadwing Corporation ("Bnoag") on January 3, 2007; the Content Deliverywak
services business of SAVVIS, Inc. (the "CDN Busgig®n January 23, 2007 and Servecast Limited onlly 2007.
During 2007, the Company recorded revenue attrideted Broadwing of $946 million, the CDN Businegsb17 million
and Servecast of $3 million.

On June 5, 2008, Level 3 completed the sale dfyis< advertising distribution business to DG Fast@hel, Inc. and
received gross proceeds at closing of approxim&&R9 million in cash. Net proceeds from the salgraximated
$121 million after deducting transaction-relatedtsoRevenue attributable to the Vyvx advertisiiggrithution business
totaled $15 million in 2008 through the date oks&36 million in 2007 and $35 million in 2006. THgvx businesses
were acquired by the Company at the end of 20@barWilTel acquisition
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3)

(4)

®)

(6)

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

In 2006, the Company recognized approximately $if8om of impairment and restructuring charges, anldss on early
extinguishment of debt of $83 million as a restithe amendment and restatement of its senior esdatredit facility and
certain debt exchanges and redemptions.

In 2007, the Company recognized approximately $illiom of impairment and restructuring charges, andss on the
early extinguishment of debt of $427 million asault of the refinancing of its senior secured itragreement and
certain debt exchanges, redemptions and repurchEseompany also recognized a gain of $37 miliorthe sale of
marketable equity securities and a tax benefit2® #illion related to certain state tax matters.

In 2008, the Company recognized approximately $2om of impairment and restructuring charges, $8iflion of
induced debt conversion expenses, net, attributalitee exchange of certain of the Company's cditverdebt securitie:
a gain on the early extinguishment of debt of $&#fon as a result of certain debt repurchased,af99 million gain ¢
the sale of the Company's Vyvx advertising distiitru business and the sale of certain of its smédleg distance voice
customers. The Company also revised its estimdtibe @mounts and timing of its original estimateiodiscounted cash
flows related to certain future asset retiremeitigations in the fourth quarter of 2008. As a r¢sille Company reduced
its asset retirement obligations liability by $1®8lion with an offsetting reduction to propertylapt and equipment of
$21 million, selling, general and administrativeperses of $86 million, depreciation and amortizatd$11 million and
an increase to goodwill of $15 million.

In 2009, the Company recognized a gain of approtém&14 million as a result of debt repurchases exchanges of
certain of the Company's debt securities and $Bomibf restructuring charges.

In 2005, the Company sold jStructure and recognized a gain on the sale oildiftan. (i )Structure revenue
approximated costs in 2005.

In 2006, the Company sold Software Spectrum anogrized a gain on the sale of $33 million. The medrom the
operations of Software Spectrum was $13 million $2d million for 2006 and 2005, respectively.

The Company's current dividend policy, in effecical April 1998, is to retain future earnings foe iis the Company's
business. As a result, management does not anégiaging cash dividends on shares of common siottie foreseeabl
future. In addition, the Company is restricted untkrtain debtelated covenants from paying cash dividends oreshat
its common stock.

In 2005, the Company received net proceeds of $&lion from the issuance of $880 million of 10% @ertible Senior
Notes due 2011. Also in 2005, a wholly owned subsydof the Company received net proceeds of $a86omifrom the
completion of a refinancing of the mortgage ofcibsporate headquarters. The subsidiary enterediinew mortgage loi
of $70 million at an initial fixed rate of 6.86%rtugh 2010.

In 2006, the Company received net proceeds of §iilidn from the issuance by its wholly owned sutiaty of

$150 million of Floating Rate Senior Notes due 201et proceeds of $538 million from the issuanc®580 million of
12.25% Senior Notes due 2013, net proceeds of 88H6n from its issuance of $335 million of 3.5%00vertible Senia
Notes due 2012 and net proceeds of $1.239 bilkanl@ding prepaid interest) from the issuance dwitolly owned
subsidiary of $1.250 billion of 9.25% Senior Notkse 2014. Also in 2006, the Company exchanged topaof its
outstanding 9.125% Senior Notes due 2008, 11% &alutes due 2008 and 10.5% Senior Discount Notes2@08 for
$46 million of cash and $692 million aggregate pipal of new 11.5% Senior Notes due 2010. In addjtthe Company
redeemed the remaining outstanding 9.125% SenitesNdue 2008 totaling $398 million, 10.5% Senicsddunt Notes
due 200¢
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(7)

totaling $62 million and repurchased 99.3% of itsolly owned subsidiary's 10.75% Senior Notes dukl26taling
$497 million.

In 2007, the Company received net proceeds of $38®n from the issuance by its wholly owned sutiary of 8.75%
Senior Notes due 2017 and Floating Rate Seniord\thie 2015 and net proceeds of $1.382 billionHemrefinancing of
its senior secured credit agreement. In connegtitimthe refinancing of the senior secured credieament the borrower
repaid its $730 million Senior Secured Term Loar @d011. In 2007, the Company redeemed $488 midlfats
outstanding 12.875% Senior Notes due 2010, $9gomitf outstanding 11.25% Senior Notes due 2010$4r38 million
(€104 million) of outstanding 11.25% Senior Eurct&odue 2010. Also in 2007, the Company's whollypedvsubsidiary
repurchased $144 million of its outstanding FloguiRate Senior Notes due 2011, the Company repuedtEg9 million

of its outstanding 11% Senior Notes due 2008, $8illfon of its outstanding 11.5% Senior Notes d@4@ and

$61 million (€46 million) of its outstanding 10.75%enior Euro Notes due 2008. The Company also aewpthe
exchange of $605 million of its 10% Convertible BeMNotes due 2011 for a total of 197 million steoé common stock
during 2007. The Company also converted or repseh&180 million of Broadwing's outstanding 3.126%mvertible
Senior Debentures due 2026 through the issuant@ ofillion shares of common stock and the paymé#st.66 million

in cash in 2007.

In 2008, the Company received proceeds of $400amifrom the issuance of its 15% Convertible Seiotes due 201!
In connection with the issuance of the 15% ConbkkrtSenior Notes due 2013, the Company completetkteoffers and
repurchased $163 million of its 2.875% ConvertiBénior Notes due 2010, $173 million of its 6% Catilbaée
Subordinated Notes due 2010 and $124 million o8%sConvertible Subordinated Notes due 2009. Ir82€@: Compar
completed exchanges with holders of various issfiés convertible debt in which the Company issapgroximately
48 million shares of the Company's common stodakxichange for $18 million of its 6% Convertible Stdinated Notes
due 2009, $47 million of its 10% Convertible Serfitmtes due 2011, $19 million of its 2.875% Con#etiSenior Notes
due 2010, $15 million of its 5.25% Convertible Serilotes due 2011 and $9 million of its 3.5% Cotibér Senior
Notes due 2012. Also in 2008, the Company repuezh&89 million aggregate principal amount of its 6¥nvertible
Subordinated Notes due 2009 and $32 million aggesgancipal amount of its 6% Convertible SubordétaNotes due
2010. The Company also repaid at maturity the reimgi$20 million of its outstanding 11% Senior Notiue 2008 and
approximately $6 million (€4 million) of its outstding 10.75% Senior Euro Notes due 2008.

In 2009, the Company received net proceeds of $2llibn as a result of amending and restating ¥isting senior
secured credit facility to increase the borrowittgeugh the creation of a $280 million Tranche Briid.oan. The
Company exchanged $142 million of its 6% ConveetiBubordinated Notes due 2010 and $140 milliorsa?.875%
Convertible Senior Notes due 2010 for $200 millidry% Convertible Senior Notes due 2015 and $78anibf cash. In
2009, the Company received net proceeds of $27bmiftom the issuance of its 7% Convertible SeMotes due 2015,
Series B. Also in 2009, the Company repurchase® #iiion aggregate principal amount of its 6% Certible
Subordinated Notes due 2009, $55 million aggrepeteipal amount of its 6% Convertible Subordinakéates due
2010, $13 million aggregate principal amount oRif875% Convertible Senior Notes due 2010, $13lianiaggregate
principal amount of its 5.25% Convertible Seniot&odue 2011, $56 million aggregate principal anhofiits 10%
Convertible Senior Notes due 2011, and $31 miléiggregate principal amount of its 3.5% Convertiidamior Notes due
2012. The Company also redeemed the remaining $li8mof its 11.5% Senior Notes due 2010, repussththe
remaining $6 million aggregate principal amounitefrloating Rate Notes due 2011 and repaid at mityathe remaining
$55 million of its outstanding 6% Convertible Suthioated Notes due 2009.

In 2005, the Company issued 115 million sharesairoon stock, valued at approximately $313 millias the stock
portion of the purchase price paid to acquire Wil
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In 2006, the Company issued approximately 125 amlihares of common stock in a public offeringuedl al
approximately $543 million.

In 2006, the Company issued 20 million shares afroon stock, valued at approximately $66 millionttas stock
portion of the purchase price paid to acquire R¥sgTelecom; 26 million shares of common stockyedkat
approximately $131 million, as the stock portiortted purchase price paid to acquire ICG Commurtoati 150 million
shares of common stock, valued at approximately8$6i#lion, as the stock portion of the purchaseg@mpaid to acquire
TelCove; and 21 million shares of common stockugdlat approximately $84 million, as the stockiporbf the
purchase price paid to acquire Looking Glass.

In 2007, the Company issued 197 million sharesoafrmon stock in exchange for $605 million of its 1@anvertible
Senior Notes due 2011. The Company also issuednllt8n shares of common stock, valued at approxéiya

$688 million, as the stock portion of the purchpsee to acquire Broadwing Corporation. Also in Zpthe Company
issued 17 million shares of common stock in corinaatith the conversion of $179 million of Broadwjis outstanding
3.125% Convertible Senior Debentures due 2026.

In 2008, the Company issued approximately 48 nmlbbares of common stock in exchange for $108anikiggregate
principal amount of various issues of its convéetitbebt.
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking eta¢nts and information that are based on the balfaihanagement as well as assumptions
made by and information currently available to Ue&€ommunications, Inc. and its subsidiaries (‘&le¥" or the "Company"). When used in
this document, the words "anticipate”, "believedlah”, "estimate" and "expect" and similar expressj as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksedamties and assumptions. Should one or morkeesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatesults may vary materially from those descrilvethis document.

The following discussion should be readdonjunction with the Company's consolidated finahstatements (including the notes thereto),
included elsewhere herein.

Level 3 Communications, Inc., through ipemating subsidiaries, is primarily engaged indgbemunications business, with additional
operations in coal mining.

Communications Business

The Company is a facilities based provifest broad range of communications services. Rexémucommunications services is
recognized on a monthly basis as these servicggraveded. For contracts involving private line,wetengths and dark fiber services, Level 3
may receive up-front payments for services to bizeled for a period of generally up to 20 yearstHese situations, Level 3 defers the
revenue and amortizes it on a straight-line basearnings over the term of the contract. At Decen34, 2009, for contracts where up-front
payments were received for services to be deliveréle future, the Company's weighted average imngcontract period was approximat
12 years.

Communications revenue consists of:

1) Core Communications Services, which includes CaramMirk Services and Wholesale Voice Services:

. Core Network Services includes revenue from trartspdrastructure, data and local and enterprisieeszcommunicatio
services.
. Wholesale Voice Services includes revenue from ldistance voice services, including domestic vééecaination,

international voice termination and toll free sees.

2) Other Communications Services includes revenue franaged modem and its related reciprocal compenssgrvices an
SBC Contract Services, which includes revenue fiteenSBC Master Services Agreement, which was obthin the acquisition
of WilTel.

The two categories of Communications reeeswe in different phases of the service life cy@eguiring different levels of investment and
focus, and providing different contributions to Bempany’'s Communications Adjusted EBITDA. Managetod Level 3 believes that grow
in revenue from its Core Communications Servicesital to the long-term success of its commutigses business. The Company also
believes it must continue to effectively managepbsitive cash flows from its Other Communicati@esvices. Core Communications Serv
includes revenue from Core Network Services and ld#ade Voice Services. Core Network Services regeapresents higher margin services
and Wholesale Voice Services represents lower maggivices. The Company believes that trends itoitsmunications business are best
gauged by looking at revenue trends in Core Netvaices. The Company manages Wholesale Voicécgsrperformance based on gross
margin contribution rather than revenue growth.eddetwork Services includes revenue from
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transport, infrastructure, data and local and @nis voice communication services. Wholesale V&eevices includes revenue from long
distance voice services, including domestic voizentnation, international voice termination and fde services. Other Communications
Services includes revenue from managed modem smnel@ted reciprocal compensation services and S&@ract Services, which includes
revenue from the "SBC Master Services Agreemertiicivwas obtained in the December 2005 acquisafonilTel.

Core Communications Services

The Company's transport and infrastrucser@ices include metropolitan and intercity wavegtés, private line, ethernet private line, dark
fiber, colocation services, professional serviaed taiansoceanic services. Growth in transport afrdstructure revenue is largely depender
increased demand for bandwidth services and aVaitapital of companies requiring communicationsacaty for their own use or in
providing capacity as a service provider to thestomers. These expenditures may be in the formawithly payments or up-front payments
for private line, wavelength or dark fiber servicEhe Company is focused on providing end-to-eaddport services to its customers to
directly connect customer locations with a privagéwork. Pricing for end-to-end services has bealbls. For metropolitan transport services,
prices have been relatively stable. For interaci@ynsport services, the Company continues to expegipricing pressure for point-to-point
locations, particularly in locations where a largember of carriers co-locate their facilities. Awciease in demand may be partially offset by
declines in unit pricing.

Data services primarily include the Compargh speed Internet access service, dedicaterhét access ("DIA") service, ATM and
frame relay services, IP and ethernet virtual pevaetwork ("VPN") services, content delivery netlw@'CDN") services, and Vyvx broadcast
services. Level 3's Internet access service igla dpiiality and high-speed Internet access senffeeeal in a variety of capacities. The
Company's VPN services permit businesses of amytsireplace multiple networks with a single, ceffective solution that greatly simplifies
the converged transmission of voice, video, and.dElis convergence to a single platform can bainet without sacrificing the quality of
service or security levels of traditional ATM andre relay offerings. VPN services also permit@omgrs to prioritize network application
traffic so that high priority applications, suchwasce and video, are not compromised in performaamcthe flow of low priority applications
such as email.

The Company believes that one of the ldrg@grces of future incremental demand for the Camgjs Core Communications Services will
be from customers that are seeking to distribuee feature rich content or video over the InteriRetvenue growth in this area is dependent on
the continued increase in usage by both enterpaisé consumers and the pricing environment. Areiee in the reliability and security of
information transmitted over the Internet and desdiin the cost to transmit data have resulteddreased utilization of e-commerce or web
based services by businesses. Although the prioindata services is currently stable, the IP migikkgenerally characterized by price
compression and high unit growth rates dependirm e type of service. The Company continued freegnce price compression in the
high-speed IP market in 2009 and expects thatngrifor its high-speed IP services will continualezline in 2010.

The Company, through its Level 3 Vyvx biesis, provides transport services for the audiovadeb programming of its customers over
the Company's fiber-optic network and via satelliteises the Company's fiber-optic network to géixre traditional broadcast and cable
television events from the site of the event tortevork control centers of the broadcasters oktrent.

For live events where the location is nodn in advance, such as breaking news storiesniote locations, the Company provides an
integrated satellite and fiber-optic network-based/ice to transmit the content to its customerssi\df Level 3 Vyvx's customers for these
services contract for
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the service on an event-by-event basis; howeverethre some customers who have purchased a dstjuzint-to-point service which enables
these customers to transmit programming at any.time

On June 5, 2008, Level 3 completed the chis Vyvx advertising distribution business t@&FastChannel, Inc. and received gross
proceeds at closing of approximately $129 milliorcash. Level 3 has retained ownership of Vyvxte twoadcast business, including the
Vyvx Services Broadcast Business' content distigimucapabilities.

The financial results of the Vyvx advertigidistribution business are included in the Comgfsaconsolidated results of operations through
the date of sale on June 5, 2008.

Level 3 recognized a gain on the sale efMtiivx advertising distribution business of $96lioil in 2008. The gain is presented in the
consolidated statements of operations as "Gairalena business groups, net.”

The Company has developed content distdbigervices through the acquisition of the Conf2elivery Network services business
("CDN Business") of SAVVIS, which it purchased mnliary 2007, and the acquisition of Dublin, Ireld®aded Servecast Ltd. in July 2007.
The Company believes that the addition of the CDUSiBess with its strong, broad portfolio of patemii help the Company secure its
commercial efforts in the heavily patented CDN nedrkn which a number of competitors have significpatented intellectual property.
Level 3 believes that one of the largest sourcdatafe incremental demand for communications ses/iwill be derived from customers that
are seeking to distribute their feature rich contarvideo over the Internet.

The Company's Core Network Services incddudeal and enterprise voice services. Local veawices are primarily components that
enable other service providers to deliver busimesonsumer ready voice products to their end oosts. Enterprise voice services are
business grade voice services that the Compars/diedictly to its business customers.

The Company offers Wholesale Voice Servibes target large and existing markets. The reggmaiential for Wholesale Voice Services
is large; however, the pricing and margins are etgekto continue to decline over time as a rediuth® new low-cost IP and optical-based
technologies. In addition, the market for Wholedabéce Services is being targeted by many compstiweveral of which are larger and have
more financial resources than the Company.

Core Communications Services Market Groups

In order to serve the changing needs dcooers in growing markets and to drive growth asithe Communications organization, sales
efforts for Core Communications Services are alsagfiregated into four customer-facing market gscagpfollows:

. The Wholesale Markets Group targets customersrbhtde the largest national and global servicesigiers, including carriers,
cable companies, wireless companies, voice sepriméders, systems integrators and the federal movent. These customers
typically integrate Level 3 services into their opoducts and services to offer to their end usstaners.

. The Business Markets Group targets enterprise gustand regional carriers who value a local, mifnal sales force.
Specific customer markets include medium and laggnesses, local and regional carriers, statdosadl government entities,
and higher education institutions and consortia.

. The Content Markets Group targets media and costanpanies with large and growing bandwidth ne€dstomers in this
market include video distribution companies, previdof gaming, mega-portals, software service piergi, social networking
providers, as well as more traditional media disttion companies such as broadcasters, satellipanies, television networks
and sports leagues.
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. The European Markets Group targets large Europeasueners of bandwidth, including the largest Euampend international
carriers, large system integrators, voice serviogigers, cable operators, Internet service pragideontent providers, and
government and education sectors.

The Company believes that the alignmer@afe Communications Services around customer magiieiwed it to drive growth while
enabling it to better focus on the needs of itsamers. Each of these groups is supported by dedieanployees in sales and marketing. Each
of these groups is also supported by non-dedicatdralized service or product management andolewent, corporate marketing, global
network services, engineering, information techggland corporate functions including legal, finenstrategy and human resources.

Core Communications Services revenue frostamers targeted by each customer-facing markefpgwas as follows:

Year Ended December 31,

(dollars in millions) 2009 2008 2007
Wholesale Markets Grot $ 1987 $ 2,177 $ 2,04¢
Business Markets Grot 85¢ 95¢ 941
Content Markets Grou 33¢€ 39¢ 38C
European Markets Grot 32k 32¢€ 25€
Total Core Communications
Services $ 3,50 $ 3,86( $ 3,627

The classification of customers within eaastomer-facing market group can change based sgdes team assignments, merger and
acquisition activity by customers and other factdtsere were no material re-classification changesvenue by market group during the three
years ended December 31, 20

Beginning in the first quarter of 2010, ke¢® has announced that it will modify its revemligclosure. Instead of using the custorfaaing
market groups, Level 3 will discuss its Core NetwBervices revenue in terms of wholesale, largerprise and federal, mid-market, and
European customers.

. Wholesale will include revenue from internationatialomestic carriers, cable companies, wirelesgaaiBs, voice servic
providers and the vast majority of former conteafrket group customers.

. Large enterprise and Federal will include Fortu@@ 8nd other large enterprises that purchase coimations services in a
manner similar to carriers, including financialhdees, healthcare and systems integrators, FeGerarnment agencies and
academic consortia, plus certain large former Gurtarkets Group customers.

. Mid-market will include medium enterprises gensralutside the Fortune 300, regional service pragideertain academic
institutions and some state and local governments.

. European is unchanged from the 2009 presentatio® EDropean revenue includes the largest Europeesumers o

bandwidth, including the largest European and ir#tgonal carriers, large system integrators, vegnwice providers, cable
operators, Internet service providers, contentiperg, and government and education sectors.

Other Communications Services

The Company's Other Communications Senacesnature services that are not critical areasvgthasis for the Company. Other
Communications Services includes revenue from meshagodem
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and its related reciprocal compensation servicdsSBIC Contract Services, which includes revenuie@munder the SBC Master Services
Agreement that was obtained in the WilTel acquisitiThe Company and its customers continue to egueners migrate from narrow band
dial-up services to higher speed broadband serdisdise narrow band market matures. The Compargcexpngoing declines in Other
Communications revenue similar to what has beeerxpced over the past several years.

The Company receives compensation fromrataeiers when it terminates traffic originating those carriers' networks. This reciprocal
compensation is based on interconnection agreemattitshe respective carriers or rates mandateth®y-CC. The Company has
interconnection agreements in place for the majafitraffic subject to reciprocal compensationabtdition, a majority of the Company's
existing reciprocal compensation revenue is astmtiaith agreements that are in effect through 2808yond. The Company continues to
negotiate new interconnection agreements or amemdn@its existing interconnection agreements wital carriers as needed. The Comp
earns the majority of its reciprocal compensat®renue from providing managed modem services, wdnietdeclining. The Company also
receives reciprocal compensation from its voiceises, which is reported within Core Network Seedgevenue.

Communications Business Strategy and Objectives

The Company's management continues towealleexisting lines of business and service offgsi to determine how those lines of
business and service offerings enhance the Congpfotyls on delivery of communications services meet its financial objectives. To the
extent that certain lines of business, businesgpggror service offerings are not considered todmepatible with the delivery of the Company's
services or meet its financial objectives, Leveht®y exit those lines of business or stop offerhmgse services.

The Company is focusing its attention amfiilowing operational and financial objectives:

. increasing sales improving the customer experiémagcrease customer retention and reducing customen;

. growing Core Network Services revenue;

. achieving sustainable generation of positive ctshid from operations in excess of capital expemegu

. reducing network costs and operating exper

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

. continuing to implement its "go local" metro netkatrategy; including leveraging its existing netiwassets to expand its

addressable market;

. localizing certain decision making and interactwath its mic-market enterprise custome
. completing the integration of acquired businesses;

. managing Wholesale Voice Services revenue for margitribution;

. growing its content delivery network services; i

. refinancing its future debt maturities.

The Company's management believes thedatton of new services or technologies, as wethadurther development of existing
technologies, may reduce the cost or increaseuiyelys of certain services similar to those provityd_evel 3. The ability of the Company to
anticipate, adapt and invest in these technologygés in a timely manner may affect the Companjtsd success.
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The Company strategically expanded itsgaes in metropolitan markets and expanded itsinfjesf services to enterprise customers
through its Business Markets Group. This stratdpad the Company to terminate traffic over itsrmal facilities rather than paying third
parties to terminate the traffic. The expansion imtw metro markets also provided additional opputies to sell services to bandwidth
intensive businesses on the Company's nationainéechational networks. In order to expedite thpamsion of its metro business, Level 3
acquired Progress Telecom, ICG Communications, de@nd Looking Glass in 2006 and Broadwing infits¢ quarter of 2007. Level 3 also
strategically expanded its content delivery netwsmkvices with the acquisitions of the CDN Businedhe first quarter of 2007 and Servecast
in the third quarter of 2007.

Level 3 will continue to evaluate acquitiopportunities and could make additional acqgoisét in the future.

The successful integration of acquired hesses into Level 3 is important to the succesewél 3. The Company must continue to
identify synergies and integrate acquired netwarks support organizations, while maintaining theise quality levels expected by custorr
to realize the anticipated benefits of these adipiis. Successful integration of these acquiresifmsses continues to depend on the
Company's ability to manage these operations,zealpportunities for revenue growth presented tBngthened service offerings and
expanded geographic market coverage, and to eliemiredundant and excess costs to fully realizeXpected synergies. If the Company is
able to efficiently and effectively continue toegrate the acquired businesses or operations,dhm&hy may experience material negative
consequences to its business, financial condittaesults of operations.

The Company has taken steps to improvexitting processes and systems to reduce servizatian times and improve its service
management. The Company continues to realize ingonewts in its service management and believes itmplemented sufficient
improvements in service activation capabilitiesrtatch installation capacity to customer demandéovices.

The Company has ongoing process and syd¢ewlopment work that is being implemented as gfatte integration efforts that have and
are expected to further improve the full spectrdrthe customer experience, including service atitiva service management and customer
billing as well as various operational efficienaygrovements. The Company completed the foundafiits processes and systems
development objectives in 2008 and remains focoseauditing and migrating network inventory datanirlegacy applications to its central
applications.

Recent changes in the economic environmedtuncertainty in the global financial marketséneaquired the Company to continue to
manage its cost structure and operating expensefitha and to concentrate its capital expendituweshose technologies and assets that e
the Company to further develop its Core CommunicetiServices and replace the decline in revenueamings from Other Communications
Services. In addition, the Company's operatingltesund financial condition could be negativelyegtid, if as a result of economic conditions:

. customers defer or forgo purchases of serv

. customers are unable to make timely payments;

. the demand for, and prices of, the Company's ses\ace reduced as a result of actions by its catopeor otherwise;

. key suppliers upon which the Company relies ardlgni® provide the materials needed for its netwmrla timely basis; ¢

. the Company's financial counterparties, insuramogigers or other contractual counterparties a@ieto, or do not meet, the

contractual commitments.
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For example, the Company's revenue andatipgrresults were negatively affected in 2008 2009 as a result of the recent
macroeconomic environment.

In addition to the operational objectivesntioned above, the Company has also been focusedpooving its liquidity, financial
condition, and extending the maturity dates ofaiartiebt.

In the fourth quarter of 2009, Level 3 Coumitations, Inc. issued $275 million aggregate @pal amount of 7% Convertible Senior
Notes due 2015, Series B, for net proceeds of $2llibn. In addition, during the fourth quarter 2009, the Company repurchas
approximately $73 million aggregate principal amiopiimarily consisting of convertible notes matuyiim 2010, 2011 and 2012.

In the third quarter of 2009, $55 milliohautstanding aggregate principal of the Compaé¥sConvertible Subordinated Notes due 2009
matured and was repaid. In addition, during thedthuarter of 2009, the Company repurchased apmiately $39 million aggregate principal
amount of various issues of its convertible debi Third quarter 2009 debt repurchases consist&édbmillion in 2010 maturities and
$28 million in 2011 maturities.

During the second quarter of 2009, LevElr&ancing, Inc. ("Level 3 Financing"), a wholly oaehsubsidiary of the Company, amended
and restated its existing senior secured crediitiato increase the borrowings through the creatdf a $280 million Tranche B Term Loan
that matures on March 13, 2014 with a current @gerate of LIBOR plus 8.50% per annum, with LIB&& at a minimum of 3.00%.

During the second quarter of 2009, the Camypexchanged approximately $142 million aggregatecipal amount of its 6% Convertible
Subordinated Notes due 2010 and approximately $iilion aggregate principal amount of its 2.875%n@ertible Senior Notes due 2010 for
$200 million aggregate principal amount of the Camys 7% Convertible Senior Notes due 2015 and§ifl®n in cash, plus accrued and
unpaid interest.

During the second quarter of 2009, the Camyprepurchased approximately $301 million aggeegaincipal amount of various issues of
its convertible debt. The second quarter 2009 dghirchases consisted of $121 million in 2009 niigésr $50 million in 2010 maturities,
$106 million in 2011 maturities and $24 million2012 maturities.

In addition, during the second quarter @2, the Company redeemed at par $13 million aggeggrincipal amount in 2010 maturities.

The Company will continue to look for oppanities to improve its financial position and fedts resources on growing revenue and
managing costs for the communications business.

Coal Mining

Level 3, through its two consolidated 50%ned joint-venture surface mines, one each in Munend Wyoming, sells coal primarily
through long-term contracts with public utilitiehe long-term contracts for the delivery of codhbtish the price, volume, and quality
requirements of the coal to be delivered. Revemaieuthese and other contracts is generally rezegnvhen coal is shipped to the customer.

Critical Accounting Policies and Estimates

The Company's discussion and analysisdiriincial condition and results of operationskased upon the Company's consolidated
financial statements, which have been prepareddordance with accounting principles generally ateg in the United States. The
preparation of these financial statements requiresompany to make estimates and judgments tfeat difie reported amounts of assets,
liabilities, equity, revenue, expenses and reldisdlosures. The Company bases its estimates toribéd experience and on various other
assumptions that are believed to be reasonable timele
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circumstances, the results of which form the bfsisnaking judgments about the carrying valuesssiss and liabilities that are not readily
apparent from other sources. The Company evaltiasge estimates on an ongoing basis. Actual resaysdiffer from these estimates under
different assumptions or conditions.

While the Company has other accountinggedi that involve estimates such as the allowaoicddubtful accounts, accruals for estimated
tax and legal liabilities, cost of revenue valuata@lowance for deferred tax assets, and unfaveraedmtracts recognized in purchase
accounting, management has identified the polio&sw, which require the most significant judgmeantsl estimates to be made in the
preparation of the consolidated financial stateisiead critical to its business operations and titeetstanding of its results of operations.

Revenue

Revenue for communications services, inalgidransport, infrastructure, data, voice and ngadamodem, is recognized monthly as the
services are provided. Communications servicepranaded either on a usage basis, which can vaipgéo period, or at a contractually
committed amount.

Reciprocal compensation revenue is recagivzhen an interconnection agreement is in platie aviother carrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a rgreeanment is negotiated and executed; or
at rates mandated by the FCC. Periodically, the [i2om will receive payment for reciprocal comper@aservices in excess of FCC rates and
before an agreement is in place. These amountadugled in other current liabilities on the corndated balance sheets until a final agreement
has been reached and the necessary regulatoryajgphave been received at which time the reciprmmapensation revenue is recognized.
These amounts were insignificant to the Compar80®9, 2008 and 2007.

Revenue attributable to leases of darkrfifpgsuant to indefeasible rights-of-use agreem@HedJs") that qualified for sales-type lease
accounting and were entered into prior to Junel809, were recognized at the time of delivery acmkptance of the fiber by the customer.
Certain sale and long-term IRU agreements of dass fand capacity entered into after June 30, 1889required to be accounted for in the
same manner as sales of real estate with propepsoivements or integral equipment. This accourttiegtment results in the deferral of
revenue for the cash that has been received andd¢bgnition of revenue ratably over the term af éigreement (generally up to 20 years).

Termination revenue is recognized whenstaruer disconnects service prior to the end ottmract period and for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination reveésa¢so recognized when customers
make termination penalty payments to Level 3 tlesebntractually committed purchase amounts thattustomer no longer expects to me
when a customer and Level 3 renegotiate a contragr which Level 3 is no longer obligated to pdevproduct or services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is regpamtthe same manner as the original
product or service provided.

Accounting practice and guidance with respe the accounting treatment of revenue contitoe&volve. Any changes in the accounting
treatment could affect the manner in which the Canypaccounts for revenue within its communicatiang coal businesses.

Revenue Reserv

The Company establishes appropriate revezgexves at the time services are rendered basad analysis of historical credit activity to
address, where significant, situations in whicHemtion is not reasonably assured as a resulteafitcrisk, potential billing disputes or other
reasons. The Company's significant estimates a®dban assumptions and other considerations, imgjyshyment history, credit ratings,
customer financial performance, history of billidigputes, industry financial performance and aginglysis.
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Cost of Revenue Disputes for Communications Service

The Company disputes incorrect billingsiribs suppliers of network services. The most plenaypes of disputes include disputes for
circuits that are not disconnected by its suppier timely basis and usage bills with incorrednadequate information. Depending on the
type and complexity of the issues involved, it naag often does take several quarters to resolvdispeites. The Company establishes
appropriate cost of revenue reserves for disputpgl®r billings based on an analysis of its histrexperience in resolving disputes with its
suppliers.

Nor-Cash Compensation

The Company recognizes stock-based compensxpense for all share-based payment awardsdardance with fair value recognition
provisions. Under the fair value recognition pramis, the Company recognizes stock-based compensatpense net of an estimated
forfeiture rate, recognizing compensation costoioly those awards expected to vest over the rdqugsivice period of the awards.
Determining the appropriate fair value model anldudating the fair value of share-based paymentrdsieequire subjective assumptions,
including the expected life of the share-based gayrawards and stock price volatility. The Compastmates the stock price volatility using
a combination of historical and implied volatiliag Level 3 believes it is consistent with the apptomost marketplace participants would
consider using all available information to estiemakpected volatility. The Company has determihed ¢xpected volatility is more reflective
of market conditions and provides a more accuratiation of volatility than using solely historlosolatility. In reaching this conclusion, the
Company has considered many factors including ttenéto which its future expectations of volagildver the respective term is likely to
differ from historical measures, the absence dfalst traded options and the Company's abilityet@iew volatility of its publicly traded
convertible debt with similar terms and pricestte bptions the Company is valuing. The Companyesswtperform stock options in which
value received is based on a formula involving dtiplier related to the level by which the Compangbmmon stock outperforms the
S&P 500® Index. The Company utilizes a modifiedd&kscholes model due to the additional variablesired to calculate the effect of the
success multiplier for its outperform stock optigimeluding estimating the expected volatility b&tS&P 500® Index. As a result of the
Company's stock price performance, the aggregaiagit value of outstanding outperform stock opsiavas $5 million as of December 31,
2009.

The assumptions used in calculating theviaiue of share-based payment awards represerggearent's best estimates, but these
estimates involve inherent uncertainties and tiptiegtion of management judgment. As a resultadtérs change and the Company uses
different assumptions, stock-based compensatioaresgpcould be materially different in the futureatidition, the Company is required to
estimate the expected forfeiture rate and recogaipense only for those shares expected to vesttdfil forfeiture rates are materially
different from the Company's estimate, stock-basedpensation expense could be significantly difiefeom what the Company has recorded
in the current period.

Valuation of Long-Lived Assets

The Company performs an assessment afritglived assets, including finite-lived acquisiticelated intangible assets, for impairment
when events or changes in circumstances indicatdtib carrying value of assets or asset groupiraysnot be recoverable. This review
requires the identification of the lowest levelidéntifiable cash flows for purposes of groupingeds subject to review. The estimate of
undiscounted cash flows includes long-term forecattevenue growth, gross margins and operatipgreses. All of these items require
significant judgment and assumptions. The impaitna@alysis of long-lived assets also requires tbm@any to make certain subjective
assumptions and estimates regarding the expedigr fuse of certain additional conduits and theeetg future use of certain empty condi
An impairment loss may exist when the estimated
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undiscounted cash flows attributable to the asmetéess than their carrying amount. If an assaééémed to be impaired, the amount of the
impairment loss recognized represents the excetse dbng-lived asset's carrying value as comptrés estimated fair value, based on
management's assumptions and projections.

The Company conducted a long-lived assptimment analysis in the fourth quarter of 2009 eocluded that its long-lived assets,
including finite-lived acquisition-related intand¢ghbassets, were not impaired. To the extent thatduchanges in assumptions and estimates
cause a change in estimates of future cash floatdrilicate the carrying amount of the Companyig/ilived assets, including finite-lived
acquisition-related intangible assets, may notoeverable, the Company may incur impairment cleirgéhe future to write-down the
carrying amount of the Company's long-lived astetbeir estimated fair value.

Useful Lives of Long-Lived Assets

The Company performs periodic internal egxs to determine depreciable lives of its propgrtgnt and equipment. Due to rapid changes
in technology and the competitive environment, ciélg the estimated economic life of telecommuridses property, plant, and equipment
requires a significant amount of judgment. The Canys internal reviews take into account input fitthe Company's global network services
personnel regarding actual usage, physical weateardreplacement history, and assumptions reggttie benefits and costs of implement
new technology that factor in the need to meeQQbmpany's financial objectives.

Valuation of Goodwill and Acquired Indefinite-Livadangible Assets

The Company performs an assessment obddwill for impairment annually at the end of tleaifth quarter, or more frequently if the
Company determines that indicators of impairmeigteXhe Company's impairment review process copgtre fair value of each reporting
unit to its carrying value. The Company's reportimits are consistent with the reportable segmdetttified in Note 14 to the Consolidated
Financial Statements. Goodwill assigned to the Camioations reportable segment totaled $1.4 billibboth December 31, 2009 and 2008.
There was no goodwill assigned to the Coal Minimgortable segment at December 31, 2009 or 2008 fflair value of the reporting unit
exceeds its carrying value, goodwill is not impdiead no further testing is performed. If the cengyvalue of the reporting unit exceeds its
value, then a second step must be performed, anidhiblied fair value of the reporting unit's gootlwiiust be determined and compared to the
carrying value of the reporting unit's goodwill thfe carrying value of a reporting unit's goodwitceeds its implied fair value, then an
impairment loss equal to the difference will beareled.

The Company considers the use of multipleiation techniques in accordance with the Faiug@lleasurements and Disclosures
guidance to estimate the fair value of its repgrtimits and has consistently applied a market gmbras the primary valuation technique as
part of its impairment assessment process. Duid@$2the Company had also utilized the income agrddiscounted cash flows) as a
secondary measurement of fair value, as the Comipaligved the use of another valuation techniqueilshbe considered given the
circumstances resulting from the difficult economitvironment and extreme volatility in the finaeiegarkets during 2008. The use of the
income approach as an additional valuation teclmig2008 resulted in a measurement that managdméetves was equally representativi
the fair value of the reporting units obtained gdine primary value derived with the market apphoac

Under the market approach, the Companynastis the fair value using an in-exchange valugiremise based upon the market
capitalization of Level 3 using quoted market psicegdds an estimated control premium, and thegras#hat fair market value to the reporting
units. The most significant estimates and assumgtigilized in its valuations with the market apgeb involved estimating an
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appropriate control premium and allocating theneated enterprise fair value to each of its repgrtinits.

The Company concluded that using 20% am&al premium would be reasonable in its markgtrapch valuation for purposes of
performing its goodwill impairment test based ostdiiical control premiums offered for comparabngactions in the communications
industry, the availability of financing, and numlzémpotential buyers. Level 3 allocated the caltadamarket value using the Company's qu
market price valuation to each of its two reportimgts based on their relative percentage of AdiEEBITDA, as this is a key external and
internal valuation metric.

Based on the results of the Company's mafieroach valuation, the estimated fair valuehef€ommunications reporting unit was well
above its carrying value at the date of Level @pairment test.

Under the income approach, the Companytated the fair value of a reporting unit basedtenpresent value of estimated future cash
flows which was then compared to the carrying valfimvested capital for the Communications repartiinit. The most significant estimates
and assumptions utilized in the Company's discaliogsh flow valuation involved estimating unlevecagh flows, discount rates, period of
cash flows and determination of terminal value.

The cash flow forecasts used in the Comigatigcounted cash flow analyses were based upgidejpnidpoint and downside scenarios
and considered the effects of the continued weakewoii the economy in 2008.

The Company utilized a discount rate comsneate with its estimated weighted average costpital based on Level 3's target
capitalization structure. The Company estimatedadtst of debt primarily based on quoted marketgsriof its publicly traded debt and its cost
of equity using historical equity beta, risk freder of return and a market risk premium. The Comjgadiscount rate increased significantly
primarily as a result of pricing in the debt maskiet 2008. Level 3 believed the discount ratezsidi in its discounted cash flow analysis to be
representative of a market participant rate.

The Company calculated the terminal vakmueing a constant growth rate based on histgyicavth rates used in recent valuations of
companies acquired by Level 3. The present valueewél 3's discounted cash flows was well aboveGbemunications reporting unit
carrying value of invested capital, which represehe carrying value of the reporting unit plus therying value of debt, as the Company's
discounted cash flow analysis was performed usitiguered cash flows.

As indicated above, the Company has consitihe use of multiple valuation techniques taweste the fair value of its reporting units as
part of Level 3's impairment assessment proces$iadaditilized the income approach (discounted flasls) as a secondary measurement of
fair value given the circumstances resulting fréw difficult economic environment and extreme vibtgtin the financial markets during 20C

The Company conducted its goodwill impaintn@nalysis at the end of the fourth quarter of2280d concluded that its goodwill was not
impaired.

The Company also performs an assessmétstinfiefinite-lived acquisition-related intangitdssets annually at the end of the fourth
quarter, or more frequently if the Company detessithat indicators of impairment exist. The Comfmiipairment review process compares
the fair value of the indefinite-lived acquisitioalated intangible assets to their respective aagryalues. If the fair value of the indefinite-
lived acquisition-related intangible assets excekds carrying values, then the indefinite-livezfjaisition-related intangible assets are not
impaired.

The Company's fair value methodology pritjaronsists of a discounted cash flow analysis theludes estimates of revenue, costs,
growth rates and an appropriate discount rate saréteh
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comparable estimates. These estimates are badestorical data, various internal estimates andagament's expectations of future trends.

The Company conducted its indefinite-liaadjuisitionrelated intangible asset impairment analyses agtideof the fourth quarter of 20
and concluded that there was no impairment.

To the extent that future changes in them@any's assumptions and estimates cause a chatigerglated fair value estimates that indi
the carrying amount of the Company's goodwill amtkfinite-lived acquisition-related intangible assmay not be recoverable, the Company
may incur impairment charges in the future to wdtavn the carrying amount of the Company's goodavill indefinite-lived acquisition-
related intangible assets to their estimated falne.

Derivative Financial Instrument

The Company uses derivative financial unsients, primarily interest rate swaps, to managexposure to fluctuations in interest rate
movements. The Company's primary objective in menggigiterest rate risk is to decrease the volgtditits earnings and cash flows affected
by changes in the underlying rates. The Companybagnated its interest rate swap agreementsashaflow hedge. In a cash flow hedge, a
borrower of variable interest debt agrees with beoparty to make fixed payments equivalent to pgyixed rate interest on debt in exchange
for receiving payments from the other party equenako receiving variable rate interest on del#,dfiect of which is to eliminate some port
of variability in the borrower's overall cash flowihe Company has designated these derivativesashaflow hedge on the date on which
Level 3 entered into the derivative instrument. Thange in the fair value of the interest rate sagqgements are reflected in other
comprehensive income (loss) due to the fact theirtterest rate swap agreements are designatededfeative cash flow hedge. The Company
then reclassifies these amounts into earningseasritierlying hedged item affects earnings. In &ldiif there are any changes in the fair vi
of the derivative arising from ineffectiveness loé ttash flow hedging relationship, the Companygeizes those amounts immediately in the
consolidated statements of operations. The Compaalpates quarterly whether each derivative isljiigffective in offsetting changes in ce
flows of the hedged item or whether its initial @sption of no ineffectiveness is still valid. IfdlCompany determines that a derivative is not
highly effective as a hedge, a derivative has ab&sbe a highly effective hedge or its assumptibno ineffectiveness is no longer valid, then
the Company discontinues hedge accounting witheiidp that derivative prospectively. The Compalsy &as equity conversion rights
associated with debt instruments, which are considerivative instruments as of December 31, 20@92008. The derivative instruments
had to be classified as a liability during 2009 2008. The change in fair value of any derivatithed are not designated as hedges are
immediately recorded in earnings. Gains from thdesévative instruments were $14 million in 2009d&®ro in 2008 and 2007. The Company
does not use derivative financial instruments fcsilative purposes.

The Company is exposed to credit relatedds in the event of non-performance by counteesaifhe counterparties to any of the
financial derivatives the Company enters into asgominstitutions with investment grade creditmgg. The Company evaluates counterparty
credit risk before entering into any hedge trarisactind continues to closely monitor the finanai@rket and the risk that it's counterparties
will default on their obligations. This credit rigk generally limited to the unrealized gains,rifain such contracts, should any of these
counterparties fail to perform as contracted.

Asset Retirement Obligatio

The Company's asset retirement obligatiamsist of legal requirements to remove certaiitsafietwork infrastructure at the expiration of
the underlying right-of-way ("ROW") term, restoi@tirequirements for leased facilities and reclaomatequirements in the coal mining
business to
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remediate previously mined properties. The intiadl subsequent measurement of the Company's assgmnent obligations require the
Company to make significant estimates regardingettentual costs and probability or likelihood ttiee Company will be required to remove
certain of its network infrastructure, restore agrof its leased properties and remediate cedfits previously mined properties. In addition,
the Company must estimate the periods over whiebetltosts will be incurred and present value tta o6 such costs using the Company's
estimate of its credit-adjusted risk-free interase.

The Company periodically evaluates its ast@ement obligations to determine if the amoamd timing of its cash flow estimates
continue to be appropriate based on current factacumstances.

As a result of indicators suggesting thateéstimated cash flows underlying the Company'#/R(3set retirement obligations were too
high, the Company revised its assessment durinfptiréh quarter of 2008. Network infrastructureoetions indicated that the Company is
being required to physically remove its undergronativork infrastructure at rates consistent with @ompany's previous estimates. Other
internal and external information corroborated éhlesver rates. As a result, during the fourth geraof 2008, the Company revised its
probability assessment related to its requirenephisically remove its underground network infrasture at the end of the underlying ROW
terms, which caused a significant reduction toréated estimated cash flows that the Company\eigvill be required to settle its ROW
asset retirement obligations. The Company reduseasset retirement obligation liability accordnguring the fourth quarter of 2008.

As part of the ROW asset retirement obligathange in estimate, the Company determinedcivédin of its asset retirement obligations
for acquired entities should have been highereaatyuisition date. As a result, the Company irsgdaoodwill by approximately $15 million
as of December 31, 2008.

The Company also determined that its esémaf restoration costs for its leased facilityeisetirement obligations were too high based
on current costs to restore. As a result, durimgftlurth quarter of 2008, the Company reducedsitisnates of the cash flows that it believes
be required to settle its leased facility asseétewtent obligations at the end of the respectiasdeterms, which resulted in a reduction to the
Company's asset retirement obligation liability.

As a result of the aforementioned revisionthe estimated amount and timing of cash floarsaset retirement obligations, the Company
reduced its asset retirement obligation liabiliyy#103 million with an offsetting reduction to peay, plant and equipment of $21 million,
general and administrative expenses of $86 milliapreciation and amortization of $11 million amdirrcrease to goodwill of $15 million in
2008. The Company reduced property, plant and etgiip to the extent of the carrying amount of tHategl long-lived asset initially recorded
when the asset retirement obligation liability veatablished. The remaining amount of the redudtiche asset retirement obligation was
recorded as a reduction to depreciation expenghetextent of historical depreciation of the rethlong-lived asset, and selling, general and
administrative expense.

There were no significant changes madaadCtompany's assumptions or estimates used imuateg the asset retirement obligations in
20009.

Recently I ssued Accounting Pronouncements

In December 2007, the Financial Accountitgndards Board ("FASB") issued revised guidanckusiness combinations, which replaces
the existing guidance on business combinations.r&hised guidance retains the underlying concefptiseexisting guidance in that an entit
required to recognize the assets acquired andifiebiassumed at their fair value on the acquisitiate. The revised guidance changes the
accounting treatment for certain specific acqusitielated items to
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require: (1) expensing acquisition related costsi@sred; (2) expensing changes in deferred tagtasluation allowances and income tax
uncertainties after the acquisition date; (3) wagunoncontrolling interests at fair value at thquasition date; (4) generally expensing
restructuring costs associated with an acquirethbss; (5) capitalizing iprocess research and development assets acquitk®)ameasurin
acquirer shares issued in consideration for a lkgsicombination at fair value on the acquisitiote @ opposed to the announcement date
revised guidance also includes a substantial nuefeew disclosure requirements. The revised guidas to be applied prospectively to
business combinations for which the acquisitioredsaion or after January 1, 2009. The effect op#dg this guidance on the Company's
consolidated results of operations and financialdition will be largely dependent on the size aatlre of any business combinations
completed on or after January 1, 2009.

In April 2009, the FASB issued additionaidance to address application issues on initizdgaition and measurement, subsequent
measurement and accounting, and disclosure ofsaasdtliabilities arising from contingencies inusimess combination. This guidance is
effective for assets or liabilities arising fromntimgencies in business combinations for whichabguisition date is on or after January 1, 2
The effect of adopting this guidance on the Com{saognsolidated results of operations and finaragabition will be largely dependent on
size and nature of any business combinations cdetptan or after January 1, 2009.

In October 2009, the FASB issued a new @aeting standard that provides revenue recognitigidance for arrangements with multiple
deliverables. Specifically, the new standard rezgian entity to allocate consideration at the itioapf an arrangement to all of its deliveral
based on their relative selling prices. In the absef the vendor-specific objective evidence adtparty evidence of the selling prices,
consideration must be allocated to the deliverabéed on management's best estimate of the spiiices. In addition, the new standard
eliminates the use of the residual method of atlonaThis guidance is generally expected to regsulevenue recognition for more delivered
elements than under the current rules. Level 8dsired to adopt this guidance prospectively fav ne materially modified agreements as of
January 1, 2011. The Company is evaluating theedfiethis guidance, but does not expect adoptidmaive a material effect on its consolidi
results of operations or financial condition.

In June 2009, the FASB issued a new acgoyistandard that changes the consolidation ridebey relate to variable interest entities.
The new standard makes significant changes to tidehfor determining who should consolidate a J@danterest entity, and also addresses
how often this assessment should be performedstmelard is effective for Level 3 effective Januir2010. The Company is currently
evaluating the effect of this guidance, but woubd expect it to have a material effect on the Comyfsaconsolidated results of operations or
financial condition.
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Results of Operations 2009 vs. 2008

Year Ended
December 31, December 31, Change
(dollars in millions) 2009 2008 %
Revenue
Communication: $ 3,69t $ 4,22¢ (13)%
Coal Mining 67 75 (11)%
Total Revenut 3,762 4,301 (13)%
Costs and Expenses: (exclusive of depreciatior
amortization shown separately belc
Cost of Revenue
Communication: 1,49¢ 1,74C (14)%
Coal Mining 66 69 (4)%
Total Cost of Revenu 1,56t 1,80¢ (13)%
Depreciation and Amortizatic 91t 931 2)%
Selling, General and Administrati 1,33¢ 1,50¢ (11)%
Restructuring and Impairment Char 9 25 (64)%
Total Costs and Expens 3,82 4,27( (10)%
Operating Income (Lost (65) 31 —
Other Income (Expense
Interest incom 2 15 (8N)%
Interest expens (595) (570 (4)%
Gain (loss) on extinguishment of debt, 14 89 (84)%
Gain on sale of business groups, — 99 —
Other, ne 27 24 13%
Total Other Income (Expens (552) (343 (61)%
Loss Before Income Tax (617) (312) (98)%
Income Tax Expens @ (6) 83%
Net Loss $ (61¢) $ (318) (99)%

Communicationsevenue consists of:

1) Core Communications Services, which includes CaraMdrk Services and Wholesale Voice Services:

. Core Network Services includes revenue from trartspdrastructure, data and local and enterpriziees
communications services.

. Wholesale Voice Services includes revenue from ldistance voice services, including domestic vééecaination,
international voice termination and toll free sees.

2) Other Communications Services includes revenue franaged modem and its related reciprocal compenssgrvices an
SBC Contract Services, which includes revenue fiteenSBC Master Services Agreement, which was obtkin the December
2005 acquisition of WilTel.
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Communications revenue attributable to ed#dhese services is as follows:

Year Ended
December 31,
(dollars in millions) 2009 2008
Core Communications Service
Core Network Service $ 2,84: $ 3,147
Wholesale Voice Service 66C 715
Total Core Communications Servic 3,50: 3,86(
Other Communications Servic 192 36¢€
Total Communications Services Revel $ 3,698 $ 4,22¢

Communications Revenualecreased 13% in 2009 compared to 2008. Contridptihis decline in Communications revenue was a
decrease in Core Communications Services reveriehwncluded declines in the Company's Core Netv@ervices and Wholesale Voice
Services revenue, and is generally the result afogonomic conditions driving increased customentimly recurring revenue churn, usage
revenue declines, customers delaying the purcHasenumunications services, customers self-servirdy@ptimizing their own networks for
communications services and the lag effect of primtomer experience issues, particularly for matkat enterprise customers.

The Company experienced declines withineQdetwork Services in 2009 compared to 2008, innittansport, Vyvx broadcast data
services, local voice and enterprise voice servithe decrease in transport revenue is primargyrésult of macroeconomic conditions cau
customers to optimize their own networks as oppdsedilizing the Company's network and delaysustomer sales cycles. The decrease in
Vyvx broadcast data services is primarily the restimacroeconomic conditions causing lower usageustomers generally cut back on the
number of broadcasting events they covered. Theedee in local voice and enterprise voice senigpesimarily the result of macroeconomic
conditions causing lower voice usage. In additienenue associated with the Vyvx advertising distibn business declined in 2009 comp:
to 2008 as, on June 5, 2008, the Company complletesile of the Vyvx advertising distribution biess and therefore did not record any
Vyvx advertising distribution revenue subsequerthdate of sale. Revenue attributable to the \gaaertising distribution business was
$15 million in 2008. Partially offsetting the deases in transport, Vyvx broadcast data servicesx\&gvertising distribution services and Ic
voice and enterprise voice revenue were increasedrastructure revenue in 2009 compared to 2008. Company continues to experience
favorable demand for infrastructure services fonplex nationwide solutions and colocation capaicitiarge markets.

The decrease in Wholesale Voice Servicesmee is primarily attributable to a decrease imdstic and international voice termination
services, which was caused by price declines amndrlosage. Partially offsetting the decrease ine@kiim and international voice termination
revenue was an increase in toll free revenue db@teer traffic attributable to conferencing prosiccustomers. The Company continues to
concentrate its sales efforts on maintaining ineetal gross margins in the 30% range for theseécgrvThe Company may experience
volatility in revenue as a result of this strategy.

Other Communications Services revenue dedlto $192 million in 2009 from $366 million in@®. The decrease is primarily the result
of an expected decline related to SBC contracices\and a decline in managed modem revenue asiih oéthe continued migration from
narrow band dial-up services to higher speed braadiiservices by end user customers, especialfrge Imetropolitan areas. In addition, the
Company renewed contracts with certain of its madagodem customers during the year at reducedspritee Company expects managed
modem revenue to continue to decline in the futlue to an increase in the number of subscribersatimg to broadband services.
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Also contributing to the decrease in Otiemmunications revenue was lower SBC Contract Sesvievenue as a result of the migration
of the SBC traffic to the AT&T network and the sétiction by SBC of its gross margin commitment uride SBC Master Services Agreem
in the first half of 2008. During the second quadg2008, the gross margin commitment on the SB&Ster Services Agreement was satisfied;
however AT&T, Inc. ("AT&T"), which merged with SB@ 2005, continues to purchase services from L8weider the SBC Master Services
Agreement as it continues to migrate the servicesiged under the agreement to its own networKifees. The SBC Master Services
Agreement was an agreement between SBC ServicearlddVilTel and was obtained in the WilTel acciiosi.

Reciprocal compensation revenue from mashagedem services also declined in 2009 compar@@@®8 as a result of the continuing
decline in demand for managed modem services. Dimep@ny has historically earned the majority ofésiprocal compensation revenue from
managed modem services, although the Company cestito generate a portion of its reciprocal comaigms revenue from voice services,
which is reported within Core Network Services mave. To the extent the Company is unable to signinterconnection agreements or signs
new agreements containing lower rates, or thegesignificant decline in the Company's managed mmodial-up business, or FCC or state
regulations change such that carriers are notmedjgd compensate other carriers for terminatiirh®und traffic, reciprocal compensation
revenue may experience further declines over time.

Coal mining revenue decreased to $67 million in 2009 from $718am in 2008 primarily as a result of a long-tesapply contract that
enabled a customer to buyout future coal purchaseritments with the Company in the first quarte008. The Company did not have any
further obligations with respect to future coal enitments under the contract, and therefore receghilze transaction as revenue in the first
guarter of 2008. Also contributing to the decreasethe lower contractual selling prices with costos based on their purchasing volumes.
Partially offsetting this decrease is a customeoliti of future coal purchase commitments undecadtgtract which was completed and
recognized in 2009.

Cost of Revenudor the communications business includes leaseddaiiyp right-of-way costs, access charges, sadl#gnsponder lease
costs, and other third party costs directly attdible to the network, but excludes depreciationandrtization and related impairment
expenses. Prior to the sale of the Vyvx advertisiisgribution business, the Company included in eaumications cost of revenue package
delivery costs and the blank tape media costs atedowith this business.

Cost of revenue for the communications fess, as a percentage of communications revenssd@@% in 2009 compared to 41.2% in
2008. The decrease in communications cost of revasia percentage of communications revenue st of the Company deriving
synergies from acquisitions which eliminate dugkcaetwork costs. In addition, the continued reiicin SBC Contract Services revenue has
improved communications cost of revenue as a ptgerof communications revenue, as the gross mafgirSBC Contract Services revenue
are lower than the gross margins for Core Commtinits Services revenue. Partially offsetting thosvdward trend in communications cos
revenue as a percentage of communications reveaueelieen increases in Wholesale Voice Servicesiuevas a percentage of total
communications revenue and lower managed modemuevd he incremental gross margins for Wholesalied/Services revenue are in the
30% range versus an 80% range for Core NetworkiGervevenue, and the gross margin for managed mogleenue is generally higher than
for Core Network Services revenue. Cost of reveasia percentage of communications revenue coulddse in periods in which revenue
volumes are lower as fixed costs would becomeidédub gross margin.

Coal mining cost of revenue decreased to $66 million in 200&nf669 million in 2008. Coal mining cost of reveramproximated 99%
of coal mining revenue in 2009 compared to 92%008
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This increase in coal mining cost of revenue asragntage of coal mining revenue is the resulbheftiuyout by a coal customer of future coal
purchase commitments resulting in the recognitioreeenue with no associated costs in 2008.

Depreciation and Amortization expense decreased 2% to $915 million in 2009 fréB1L$million in 2008. This decrease was primarily
attributable to reduced depreciation expense aassativith shorter-lived fixed assets becoming fdiypreciated. Also contributing to the
decrease was a reduction in amortization expensetangible assets due to the disposal of $22 aniltif carrying value of amortizable
intangible assets in the Vyvx advertising distribntsale and certain of the Company's amortizatitengible assets becoming fully amortized
in 2008.

Selling, General and Administrativeexpenses include salaries, wages and related te(ieéluding noneash, stock based compense
expenses), property taxes, travel, insurance, centract maintenance, advertising, accretion expem asset retirement obligations and other
administrative expenses. Selling, general and adtriive expenses also include certain networdteel expenses such as network facility |
utilities and maintenance costs.

Selling, general and administrative expsrdrreased 11% to $1.3 billion in 2009 from $ill®h in 2008. The decreases are primarily
attributable to a reduction in employee compengadind related costs due to a lower average heatjaghich decreased approximately 6% in
2009 compared to 2008. Also contributing to theurtin in employee compensation and related costs Wower bonus expenses, as a result
of the reduction in the Company's revenue and Ad{LEBITDA performance. Offsetting the decreasthenchange in selling, general and
administrative expenses is an $86 million benkgfit vas the result of a revision in the Compansterate of its asset retirement obligations
liability in the fourth quarter of 2008.

The decrease in selling, general and aditnative expenses in 2009 compared to 2008 waglasesult of synergies that have been
achieved due to acquisition integration efforts Hr@lCompany's focus on reducing operating expemgesh resulted in decreases in
professional fees and vendor services, and netretaked administrative expenses. Also contribut;the decrease is a reduction in the
accretion on asset retirement obligations in 2@f¥@mared to 2008 as a result of the reduction irettienate of the asset retirement obligation
recorded on December 31, 2008.

Included in selling, general and admintbtmexpenses in 2009 was $59 million of non-cashck-based compensation expenses related
to grants of outperform stock options and restda®ck units and restricted stock shares. Thispawes to $78 million of non-cash, stock-
based compensation expenses recognized in 2008d&biease in non-cash, stock-based compensapensis primarily due to lower
headcount, higher estimated forfeiture rates gthenCompany's continued organizational structutemspation efforts and a reduction in the
Company's 401(k) stock-based matching contributsreffective March 6, 2009, the Company match@&4l6f employee contributions up to
3% of eligible earnings or applicable regulatorgits. Prior to March 6, 2009, the Company match@@P4 of employee contributions up to °
of eligible earnings or applicable regulatory ligit

Restructuring Chargesdecreased to $9 million in 2009 from $25 million2@08 primarily as a result of the timing of thengmany's
workforce reduction activities. See Note 8 of theté$ to Consolidated Financial Statements for rdetails.

The Company may experience further restirireg charges in 2010 as it continues to optimigeost structure if revenue performance
does not improve.

Adjusted EBITDA , as defined by the Company, is net income (lassh fthe consolidated statements of operations bgfigrincome
taxes, (2) total other income (expense), (3) oash impairment charges included within restruntudharges, (4) depreciation and amortize
and (5) non-cash stock compensation expense irnthithin selling, general and administrative expenis the consolidated statements of
operations.
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Adjusted EBITDA is not a measurement ur@d@&AP and may not be used in the same way by oth@peanies. Management believes-
Adjusted EBITDA is an important part of the Comparipternal reporting and is a key measure usetifrzyagement to evaluate profitability
and operating performance of the Company and teemedource allocation decisions. Management bedisueh measurement is especially
important in a capital-intensive industry sucheledommunications. Management also uses AdjustddilEBto compare the Company's
performance to that of its competitors and to eiiaé certain non-cash and non-operating itemsdardo consistently measure from period to
period its ability to fund capital expendituresnéugrowth, service debt and determine bonuses.

Adjusted EBITDA excludes non-cash impairtngmarges and non-cash stock compensation expewsede of the non-cash nature of
these items. Adjusted EBITDA also excludes inteigsbime, interest expense, gain on extinguishmedebt, net and income taxes because
these items are associated with the Company'satiaption and tax structures. Adjusted EBITDA at¢smludes depreciation and amortization
expense because these non-cash expenses refleffieitteof capital investments which managemenekes should be evaluated through cash
flow measures. Adjusted EBITDA excludes net othepime (expense) because these items are not redateel primary operations of the
Company.

There are limitations to using non-GAAPafiitial measures, including the difficulty assodatéth comparing companies that use similar
performance measures whose calculations may diitfer the Company's calculations. Additionally, tfiancial measure does not include
certain significant items such as interest incoimeyest expense, income taxes, depreciation amdtemation, non-cash impairment charges,
non-cash stock compensation expense, gain on eigimpent of debt, net and other income (expenst) Adjusted EBITDA should not be
considered a substitute for other measures of ¢iahperformance reported in accordance with GAAP.

Note 14 of the Notes to Consolidated Fifedrstatements provides a reconciliation of AdjdsEBITDA for each of the Company's
reportable operating segments.

Adjusted EBITDA for the communications mess was $910 million in 2009 compared to $1.08®biin 2008. The decrease in
Adjusted EBITDA for the communications businesprisnarily attributable to a reduction in communioas revenue partially offset by the
benefits of continued operating expense reductions.

Interest Income decreased to $2 million in 2009 from $15 million2@08. The decrease is primarily due to a decrieatde average
return on the Company's cash and cash equivaledteestricted cash and securities balances, ganbifiset by an increase in the average
invested balance during 2009 as compared to thmgwenvested balance during 2008.

The Company invests its funds primarilgovernment and government agency securities, maraeiet funds and commercial paper
depending on liquidity requirements. The Compamyestment strategy generally provides lower yiedghe funds than would be obtained
on alternative investments, but reduces the rigkittcipal in the short term prior to these funéilg used in the Company's business.

Interest Expenseincreased 4% to $595 million in 2009 from $570 imillin 2008. Interest expense increased primasig aesult of
increases in the average debt balance and averiagest rate in 2009 as compared to 2008. See Nobé the Notes to Consolidated Financial
Statements for additional information regarding @wmpany's financing activities.

The Company expects annual interest expara@l0 to approximate $585 million based on tlhenfany's outstanding debt as of
December 31, 2009, taking into consideration tlmreidey 2010 tender of the $550 million 12.25% SeNotes, the January 2010 issuance of
$640 million of 10%
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Senior Notes, expected continued execution oflitgshanagement initiatives and the current interates on the Company's variable rate ¢

Gain on Sale of Business Groups, Nébtaled $99 million in 2008 compared to zero in200n June 5, 2008, Level 3 completed the
of its Vyvx advertising distribution business to BastChannel, Inc. and recognized a net gain orateeof $96 million in the second quarter
of 2008. In addition, in the fourth quarter of 20Q8vel 3 completed the sale of certain of its $emdbng distance voice customers and
recognized a gain on the sale of approximately $8Bom See Note 2 of the Notes to Consolidatedarial Statements for additional
information regarding the Company's dispositionvitas.

Gain on Extinguishment of Debt, Netiotaled $14 million in 2009 and $89 million in 200&he 2009 net gain on extinguishment of debt
of $14 million was the result of certain debt reghases prior to maturity. The 2008 net gain omextishment of debt consisted of a gain of
$125 million as a result of certain debt repurckgs#or to maturity, partially offset by a $36 ol loss attributable to induced debt conver
expenses related to the exchange of certain dEtmepany's convertible debt securities. See Notemil117 of the Notes to Consolidated
Financial Statements for additional informationarting the Company's financing activities.

The Company may enter into additional teetisns in the future to repurchase or exchanggiagidebt that may result in gains or losses
on the extinguishment of debt.

Other, netwas $27 million in 2009 compared to $24 million2i@08. Other, net is primarily comprised of realifexdtign currency gains
and losses, gains and losses on the sale of naatopeassets and other income.

Income Tax Expensavas $1 million in 2009 compared to $6 million inOB0 The income tax expense in all periods presegmiethrily
relates to state and foreign income taxes.

The Company incurs income tax expensebattible to income in various Level 3 subsidiariesluding the coal business, that are
required to file state or foreign income tax retuom a separate legal entity basis. The Companyrat®gnizes accrued interest and penalti
income tax expense related to uncertain tax bentbfét have not been recognized in the Compamasdial statements.

The difference between the Company's effectx rate and the U.S. statutory rate was piilgndue to the Company's continuing to
maintain a full valuation allowance against its Retleral and state deferred tax assets.
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Results of Operations 2008 vs. 2007

Year Ended
December 31, December 31, Change
(dollars in millions) 2008 2007 %
Revenue
Communication $ 4,22¢ $ 4,19¢ 1%
Coal Mining 75 70 7%
Total Revenut 4,301 4,26¢ 1%
Costs and Expens:
(exclusive of
depreciation and
amortization showi
separately below
Cost of revenue
Communication: 1,74C 1,76¢ 2)%
Coal Mining 69 64 8%
Total Cost of
Revenue 1,80¢ 1,83: )%
Depreciation ani
Amortization 931 942 (1)%
Selling, General anc
Administrative 1,50¢ 1,72 (13)%
Restructuring an
Impairment
Charges 25 12 10&%
Total Costs an
Expense:! 4,27( 4,51( 5)%
Operating Incom
(Loss) 31 (241) 112%
Other Income
(Expense)
Interest incomt 15 54 (72)%
Interest expens (570 (609) 6%

Gain (loss) or

extinguishment of

debt, ne 89 (427) 121%
Gain on sale @

business groups,

net 99 — —
Other, ne 24 55 (56)%
Total Other Incom:
(Expense (343 (927) 63%
Loss Before Incom
Taxes (312 (1,16¢) 73%
Income Tax (Expens
Benefit (6) 22 —
Net Loss $ (31¢) $ (1,14¢) 72%

Communications Revenueonsists of the following:

Year Ended
December 31,
(dollars in millions) 2008 2007
Core Communications Service
Core Network Service $ 3,147 $ 2,99/
Wholesale Voice Service 715 62€
Total Core Communications Servic 3,86( 3,62
Other Communications Servic 36€ 577
Total Communications Services Revel $ 422¢ $ 4,19¢

Communications Revenuéncreased 1% in 2008 compared to 2007. Contribubrtpis increase in Communications revenue was an
increase in Core Communications Services reven@00®8 compared to 2007. This increase in Core Comgations Services revenue is-



result of a combination of growth in the Compar@tse Network Services and Wholesale Voice Services.
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The Company experienced growth across aéservices within Core Network Services in 2008pared to 2007, including
infrastructure, transport, colocation, data, IRJuding CDN services, and Vyvx broadcast servidée Company experienced strong demand
for infrastructure and transport services for camplationwide solutions and colocation capacitiaige markets. Vyvx broadcast revenue
increased primarily as a result of the prolifenatad high definition sports, news and entertainnm@ogramming. Partially offsetting the
increase in Core Network Services revenue was |I&Myek advertising distribution revenue. On Jun@808, the Company completed the sale
of the Vyvx advertising distribution business ahdrefore only recorded Vyvx advertising distribati@venue in 2008 from January 1, 2008
through June 5, 2008. Revenue attributable to thex\advertising distribution business was $15 millin 2008 compared to $36 million in
2007.

Wholesale Voice Services revenue increaseal result of an increase in voice terminationtafidree voice services. The growth in voice
termination revenue was primarily attributable toitecrease in demand from wireless carrier custeniall free revenue increased primarily
due to higher traffic attributable to conferencprgvider customers.

Other Communications Revenue declined &638illion in 2008 from $577 million in 2007. Thecrease was primarily the result of a
decline in managed modem revenue as a result afothéinued migration from narrow band dial-up seegito higher speed broadband services
by end user customers, especially in large meti@poareas.

Reciprocal compensation revenue from mathagedem services also declined in 2008 compar@@Q@d as a result of the continued
decline in demand for managed modem services. Dimep@ny has historically earned the majority ofésiprocal compensation revenue from
managed modem services, although the Company ceatito generate a portion of its reciprocal comagois revenue from voice services,
which is reported within Core Network Services rave.

Also contributing to the decrease in OtBemmunications revenue was lower SBC Contract Besvievenue as a result of the migration
of the SBC traffic to the AT&T network and the sédiction by SBC of its gross margin commitment urttle SBC Master Services Agreem
in 2008. During the second quarter of 2008, thesgmargin commitment on the SBC Master Servicegémgent was satisfied; however
AT&T, Inc., which merged with SBC in 2005, contirsu® purchase services from Level 3 under the SBGtét Services Agreement as it
continues to migrate the services provided undeatireement to its own network facilities. The SB&ster Services Agreement was an
agreement between SBC Services Inc. and WilTelaaglobtained in the WilTel acquisition. WilTel aBBC amended their agreement in <
2005 to run through 2009. The Company recogniz€d $Rillion and $303 million of revenue under theCSBontract Services Agreement
during 2008 and 2007, respectively. The agreemenvigied a gross margin purchase commitment of $8#tn from December 2005
through the end of 2007 and $75 million from Jag008 through the end of 2009 and stipulateddhiginating and terminating access
charges paid to local phone companies get passaaptinto SBC in accordance with a formula that eapipnates costs and do not count age
the gross margin purchase commitment. SBC fullisBadl the $335 million gross margin purchase comrent during the third quarter of
2007. As a result of satisfying the initial grosargin purchase commitment, SBC's purchases ofcgrvhat exceeded the original
$335 million gross margin purchase commitment cedinbward the $75 million gross margin purchaseragment for the period from
January 2008 through the end of 2009. SBC sati$fa&dmillion of the $75 million gross margin purskacommitment in 2007 with the
remaining $36 million satisfied in 2008.

Additionally, the SBC Contract Services agment provided for the payment of $50 million IBCSf certain performance criteria were
met by Level 3. The performance-based incentiveipians of the agreement ended on December 31,. 20@&7 Company met the required
performance criteria and recorded annual reven$2®imillion in both 2006 and 2007 under the agrem
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Coal mining revenue increased to $75 million in 2008 from $7llian in 2007, primarily as a result of a long-tesupply contract that
enabled a customer to buyout future coal purchasenitments with the Company. The Company does ae¢ lany further obligations with
respect to future coal commitments under the cofjteand therefore recognized the transaction asney in 2008. Partially offsetting this
increase was lower volumes of coal sold in 2008 gamed to 2007.

Cost of Revenudor the communications business, as a percentagenomunications revenue, was 41% in 2008 compard@%o in
2007. This decrease was primarily attributablentogynergies derived from acquisitions. During 280d the first part of 2008, the Company
eliminated some of the costs associated with dagiocetwork costs. Also contributing to the deceemas the continued reduction in Other
Communications Services revenue, in particular, 8®Gtract Services revenue. The gross marginsB@ Sontract Services revenue were
lower than the gross margins for Core Communicati®ervices revenue and managed modem and recigaoaensation from managed
modem revenue. Partially offsetting this decreaseosts as a percentage of revenue were increa¥éldlesale Voice Services revenue as a
percentage of total communications revenue andrlovemaged modem revenue. The incremental grossmedngy Wholesale Voice Services
revenue are in the 30% range versus 80% for Cot@dtlle Services revenue and the gross margin foragath modem revenue is generally
higher than for Core Network Services revenue.

Coal mining cost of revenue approximated 92% of coal miningnexe in 2008 and 91% in 2007. The increase inmod@hg cost of
revenue as a percentage of coal mining revenue08 @as the result of an increase in fuel costsite the coal partially offset by the buyout
by a coal customer of future coal purchase commitmeesulting in the recognition of revenue withassociated costs in 2008.

Depreciation and Amortization expense decreased 1% to $931 million in 2008 fréd2$nillion in 2007. The decrease was primarily
attributable to the $11 million reduction to depagion and amortization expense resulting from@oenpany revising its estimates of its asset
retirement obligations liability in the fourth quer of 2008. Also contributing to the decrease realticed amortization expense on intangible
assets due to the disposal of $22 million of cagwalue of amortizable intangible assets in the/gdvertising distribution sale and certair
the Company's amortizable intangible assets beapfully amortized in early 2008. These decreasetejpreciation and amortization were
partially offset by higher accelerated depreciatio2008 on network infrastructure assets that vab@ndoned as a result of the Company
relocating small scale portions of its network aaductions in the useful lives of certain of thenpany's amortizable intangible assets in the
second quarter of 2007.

Selling, General and Administrativeexpenses decreased 13% to $1.5 billion in 2008 eoedpto $1.7 billion in 2007. The decrease was
primarily attributable to the $86 million reductitm selling, general and administrative expensssliiag from the Company revising its
estimates of its asset retirement obligations litgtin the fourth quarter of 2008. Also contribadj to the decrease were synergies that have
achieved as a result of acquisition integratioordéfand the Company's focus on reducing operatipgnses. Specifically, decreases in
employee compensation and related costs, profeddiees and vendor services, and facilities bagpdreses all contributed to the decrease in
selling, general and administrative expenses ir82@npared to 2007.

Included in selling, general and adminisieexpenses in 2008 and 2007 were $78 million&iP million, respectively, of non-cash,
stock-based compensation expenses related to griamisperform stock options and restricted stocksuand restricted stock shares. The
decrease in non-cash, stock-based compensationsxpe2008 compared to 2007, was primarily dubecCompany not making a
discretionary grant to its 401(k) plan. The Comparade a discretionary contribution to the 401(lanpih Level 3 common stock for the year
ended December 31, 2007 of $16 million. Non-casitksbased compensation also decreased in 2008azedhfn 2007 for those
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employees eligible for accelerated vesting of senelards at retirement and as a result of a lowéghted-average fair value of restricted stock
awards granted in 2008 compared to 2007.

Restructuring and Impairment Chargesincreased to $25 million in 2008 from $12 million2007 as a result of an increase in costs
associated with employee terminations.

Adjusted EBITDA for the communications business was $1.04 billio8008 compared to $823 million in 2007. The insei
Adjusted EBITDA for the communications business wamarily attributable to the growth in the CompanCore Communications Services
revenue and the benefits of continued operatinges@ reductions from integration activities, péytiaffset by declines in Other
Communications Services revenue. Also contributinthe increase in Adjusted EBITDA for the commuations business in 2008 was the
$86 million reduction to selling, general and adistirative expenses resulting from the Company megigs estimates of the amounts of its
asset retirement obligations liability in the fduguarter of 2008.

Interest Income decreased to $15 million in 2008 from $54 million2007. The decrease in interest income was piiynduk to a
decrease in the Company's average invested caafckaland a decrease in the average return owottfielip. The Company's average return
on its portfolio decreased to 2.0% in 2008 comp&wetl8% in 2007. The average portfolio balanceeksed to $735 million in 2008 compa
to $1.0 billion in 2007.

Interest Expensedecreased 6% to $570 million in 2008 from $609iomillin 2007. Interest expense decreased primasily @esult of a
decrease in interest rates on the Company's undedgiable rate debt. Interest rates on the Conipamhedged variable rate debt
approximated 6% in 2008 and 8% in 2007. Interepeage also decreased as a result of the debtddy exchanges, debt redemptions, debt
repurchases and debt repayment transactions tmatomenpleted by the Company in 2007 and 2008.

Gain on Sale of Business Groupwtaled $99 million in 2008 compared to zero 2007.June 5, 2008, Level 3 completed the sale of its
Vyvx advertising distribution business to DG Fast@hel, Inc. and recognized a gain on the sale @f$lion in the second quarter of 2008
addition, in the fourth quarter of 2008 Level 3 qieted the sale of certain of its smaller longatise voice customers and recognized a gs
the sale of approximately $3 million.

Gain (Loss) on Extinguishment of Debtvas a gain of $89 million in 2008 compared a Ids$427 million in 2007. The 2008 gain on
extinguishment of debt consisted of a gain of $@fion as a result of certain debt repurchasesrgo maturity, partially offset by a
$36 million loss attributable to induced debt caigien expenses related to the exchange of certalredCompany's convertible debt securit
The 2007 loss on extinguishment of debt consistedlass of $427 million as a result of the refiogug of the Company's senior secured credit
agreement and certain debt exchanges, redemptighn®purchases prior to maturity.

Other, netwas $24 million in 2008 and $55 million in 2007 h@t, net is primarily comprised of gains and losseshe sale of non-
operating assets, marketable securities, realmedgh currency gains and losses and other incémkided in Other, net in 2007 was a gain of
$37 million recognized on the sale of 80% of thenPany's holdings of Infinera common stock.

Income Tax Benefit (Expensejvas a $6 million expense in 2008 and was a $22amibenefit in 2007. The income tax expense for&
was primarily the result of state income taxes. iHteme tax benefit for 2007 was primarily the tes@ireversing $23 million of the valuation
allowance against the Company's deferred tax &miseértain state net operating losses. These stdteperating losses were converted to a
state tax credit carry forward associated with angfe in the state tax law that replaced the taxetrincome with a tax on gross margin. The
Company expects it will be able to use this statecarry forward against current and future staxalle gross margin.
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The difference between the Company's effecax rate and the U.S. statutory rate was piilgndue to the Company continuing to
maintain a full valuation allowance against its Retleral and state deferred tax assets.

Financial Condition—December 31, 2009

Cash flows provided by operating activitievesting activities and financing activities the years ended December 31, 2009 and 2008,
respectively are summarized as follows:

Year Ended
December 31, December 31,

(dollars in millions) 2009 2008 Change
Net Cash Provided by Operating Activiti $ 357 $ 41 $ (56)
Net Cash Used in Investing Activiti (307) (321) 14
Net Cash Provided by (Used In) Financing Activit 16 (39 50
Effect of Exchange Rates on Cash and Cash Equis: 2 4) 6

Net Change in Cash and Cash Equival $ 68 $ 54 $ 14

Operating Activities

Cash provided by operating activities dasegl by $56 million in 2009 compared to 2008. Téerease in cash provided by operating
activities was primarily due to the Company's wss| which increased by $300 million in 2009. Tdesline was partially offset by lower
interest payments of $14 million and a reductiowarking capital of $14 million in 2009. The favbta change in working capital items is
primarily due to reduced accounts receivable anteased deferred revenue, partially offset by aglan other current liabilities in 2009.

I nvesting Activities

Cash used in investing activities decredsefil4 million in 2009 compared to 2008. A $13@lion decline in capital expenditures in
2009, primarily due to lower success-based capitad, a decreased use of cash for restricted sesurit$10 million, were partially offset by a
reduction in proceeds from the sale of businesEas.Company received in 2008 net proceeds of $lifibmfrom the sale of its Vyvx
advertising distribution business and the saleedfain of its smaller long distance voice custoner2008. The Company did not enter into .
of these types of sale transactions in 2009.

Financing Activities

Financing activities generated an incremke$b0 million of cash in 2009 as proceeds fromt délerings exceeded payments on long term
debt in 2009 by $16 million and payments and refpases of debt exceeded proceeds from debt offein@86 million in 2008.

Liquidity and Capital Resources

The Company incurred a net loss of $618anilin 2009 and $318 million in 2008. The Comparsed $313 million for capital
expenditures and generated $357 million in cashiflsom operating activities in 2009. This compa®$449 million of cash used for capital
expenditures and $413 million of cash flows prodithy operating activities in 2008.

Cash interest payments are expected teaserslightly to $538 million in 2010 from the $5hillion made in 2009 based on current debt
outstanding, estimated interest rates on the Coypaariable rate debt, expected continued execwaidiability management initiatives and
the
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financing transactions completed in early 2010.i@apxpenditures for 2010 are expected to be hig¢hen the $313 million in 2009 as the
Company expects success-based capital to incne@284.0. The Company invests in base capital expanedi (estimated capital required to
keep the network operating efficiently and new mendevelopment) with the remaining capital expaurds expected to be project based
(where capital is required to expand the netwoitrgp a specific customer revenue opportunity3wecess-based, which is tied to incremental
revenue. As of December 31, 2009, the Companydragiterm debt contractual obligations adjusted forfthencing transactions completec
early 2010, including capital lease and commergiattgage obligations and excluding premium andaliats on debt issuance and fair value
adjustments of approximately $154 million that nmatin 2010, $377 million that mature in 2011 an@&million that mature in 2012. The
Company is reflecting the $68 million commercialnigage obligation as maturing in 2015 as it intetedslect to extend the maturity to 2015.

In early 2010, Level 3 Financing, Inc. isdu$640 million aggregate principal amount of 1086iSr Notes due 2018 in a private offering.
In conjunction with a concurrent tender offer andgent solicitation, the proceeds from this isseamere used to repurchase $547 million of
aggregate principal amount of its 12.25% SenioreNalue 2013. The remaining $3 million of aggregaitecipal amount of the 12.25% Senior
Notes due 2013 are expected to be redeemed iirshgdarter of 201(

Level 3 had $836 million of cash and caghiealents on hand at December 31, 2009. In addi$#a25 million of current and non-current
restricted cash and securities are used to calaeroutstanding letters of credit, lotgm debt obligations, certain operating obligationf the
Company and certain reclamation liabilities asgedavith the coal mining business. Based on infeionaavailable at this time, the Company
believes that its current liquidity and anticipafatlre cash flows from operations will be suffici¢o fund its business for at least the next
twelve months.

The Company may elect to secure additioapltal in the future, at acceptable terms, to owprits liquidity or fund acquisitions. In
addition, in an effort to reduce future cash irdepayments, as well as future amounts due at ityaturto extend debt maturities, Level 3 ol
affiliates may, from time to time, issue new dedtter into debt for debt, debt for equity or camhother transactions to purchase its outstar
debt securities in the open market or through pelyanegotiated transactions. Level 3 will evaluatg such transactions in light of then
existing market conditions. The amounts involvedmy such transaction, individually or in the aggte, may be material. See Note 11 of the
Notes to Consolidated Financial Statements for rdetails regarding the Company's 2009 and 2008 ¢ing transaction:

In addition to raising capital through thebt and equity markets, the Company may sellspatie of existing businesses, investments or
other noneore assets. For example, in 2008, Level 3 compléte sale of its Vyvx advertising distribution iness and the sale of certain of
smaller long distance voice customers and receagegegate net cash proceeds of $124 million.

Consolidation of the communications indystray continue. Level 3 will continue to evaluatasolidation opportunities and could make
additional acquisitions in the future.

Off-Balance Sheet Arrangements
Level 3 has not entered into off-balance sheehgements.
Contractual Obligations

The following table summarizes the conwatbbligations and commercial commitments of tlien@any at December 31, 2009, as
further described in the Notes to Consolidated fdfed Statements. The contractual obligations doglterm debt, including current portion |
been adjusted
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to reflect the financing transactions completedany 2010. See Note 17, "Subsequent Event," o€thesolidating Financial Statements.

Payments Due by Period

Less than 1-3 4-5 After 5
Total 1 Year Years Years Years

Contractual Obligations
Long-Term Debt, including current portic $ 6,65¢ $ 154 $ 675 $ 3,632 $ 2,19¢

Interest Obligation 2,77¢ 53¢ 1,02¢ 801 414

Asset Retirement Obligatiot 165 9 16 27 11z

Operating Lease 1,004 16C 28t 21¢ 34C

Right of Way Agreement 1,25( 121 18¢ 178 767

Purchase Obligatior 162 16C 3 — —
Other Commercial Commitments

Letters of Credi 25 1 — — 24

The Company's debt instruments contairagedovenants which, among other things, limit ddal indebtedness, dividend payments,
certain investments and transactions with affisatéthe Company should fail to comply with thessenants, amounts due under the
instruments may be accelerated at the note holdieceetion after the declaration of an event obd#f The Company's debt instruments do
have covenants that require the Company or itsidialies to maintain certain levels of financiatfeemance or other financial measures such
as total leverage or minimum revenues. These tgbesvenants are commonly referred to as "maintemaovenants.”

The Company is unable to reliably estimb&efuture cash flows of the derivatives include®ither Non-Current Liabilities presented in
Note 9, "Fair Value," of the Notes to Consolidakédancial Statements, therefore such amounts ataded from this table

Due to uncertainty regarding the completibtax audits and possible outcomes, the remaiegtignate of the timing of payments related
to uncertain tax positions and interest cannot bdanSee Note 13, "Income Taxes," of the Notestws@lidated Financial Statements for
additional information regarding the Company's utae tax positions.

Long-term debt obligations exclude issiugedunts and premiums and fair value adjustments.

Interest obligations assume interest rategariable rate debt do not change from DecembgP@09. In addition, interest is calculated
based on debt outstanding as of December 31, 20@9%n existing maturity dates.

Certain right of way agreements includevigions for increases in payments in future perioalsed on the rate of inflation as measured by
various price indexes. The Company has not includtichates for unknown increases in future periodee amounts included above.

Certain non-cancelable right of way agreets:ierovide for automatic renewal on a periodiddd3ayments due under these agreements
with automatic renewal options have been includetthé table above for a period of 16 years fromudanl, 2010, which approximates the
economic remaining useful life of the Company'sdton In addition, certain other right of way agments are cancellable or can be termin
under certain conditions by the Company. The Comaeiudes the payments under such cancelable oighely agreements in the table
above for a period of 1 year from January 1, 2@the Company does not consider it likely thawili cancel the right of way agreement
within the next year.

Purchase obligations represent all outstgnplurchase order amounts of the Company as oéiber 31, 2009.
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The table above does not include other-kanign liabilities, such as liabilities recorded fegal matters and income taxes that are not
contractual obligations by nature. The Company oadetermine with any degree of certainty the y@arghich these liabilities might
ultimately be paid.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK
Interest Rate Ris

Level 3 is subject to market risks arisiraggm changes in interest rates and foreign exchaaigs. As of December 31, 2009, the Company
had borrowed a total of $2.0 billion primarily umdeSenior Secured Term Loan due 2014 and Flo&atg Senior Notes due 2015 that bear
interest at LIBOR rates plus an applicable margmthe LIBOR rates fluctuate, so too will the irgst expense on amounts borrowed under the
debt instruments. The weighted average interestaathe variable rate instruments at Decembe?2®19, was approximately 4.1%.

In March 2007, Level 3 Financing, Inc., tbempany's wholly owned subsidiary, entered into imterest rate swap agreements to hedge
the interest payments on $1 billion notional amafrftoating rate debt. The two interest rate s\mgpeements are with different counterparties
and are for $500 million each. The interest ratapsagreements were effective beginning in 2007naatire in January 2014. Under the terms
of the interest rate swap agreements, Level 3vesénterest payments based on rolling three mbiBOR terms and pays interest at the fixed
rate of 4.93% under one arrangement and 4.92% uheether. Level 3 has designated the interestswhp agreements as cash flow hedges
on the interest payments for $1 billion of floatirage debt.

The remaining, or unhedged, variable rafet @f approximately $1 billion has a weighted ager interest rate of 5.7% at December 31,
2009. A hypothetical increase in the weighted ayenrate by 1% point (i.e. a weighted average rh6e76) would increase the Company's
annual interest expense by approximately $10 mill&t December 31, 2009, the Company had $4.6hillexcluding fair value adjustments,
discounts and premiums) of fixed rate debt beasimgeighted average interest rate of 9.1%. A dedfineterest rates in the future will not
benefit the Company with respect to the fixed dbt due to the terms and conditions of the indestrelating to that debt that would require
the Company to repurchase the debt at specifiadipres if redeemed early.

Indicated changes in interest rates aredas hypothetical movements and are not neceggadicative of the actual results that may
occur. Future earnings and losses will be affebiedctual fluctuations in interest rates and fanaigrrency rates.

Foreign Currency Exchange Rate R

The Company conducts a portion of its besénin currencies other than the U.S. dollar, thieeacy in which the Company's consolidated
financial statements are reported. Correspondinigy Company's operating results could be adveedtdgted by foreign currency exchange
rate volatility relative to the U.S. dollar. The @pany's European subsidiaries use the local cyrr@stheir functional currency, as the majc
of their revenue and purchases are transacteeiinlitical currencies. Although the Company contitgeevaluate strategies to mitigate risks
related to the effect of fluctuations in currencglegange rates, the Company will likely recognizeng®r losses from international transactions.
Changes in foreign currency rates could adverdétgtethe Company's operating results.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA
Financial statements and supplementarnéiadinformation for Level 3 Communications, Iend Subsidiaries begin on page F-1.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES

Conclusion Regarding the Effectiveness of DiscloserControls and Procedures

The Company's Chief Executive Officer afde€ Financial Officer have evaluated the effeatiess of the Company's disclosure controls
and procedures, as defined in Rules 13a-15(e) &dd3(e) under the Securities Exchange Act of 1934nasnded (the "Exchange Act"), a:
December 31, 2009. Based upon such review, thef Ekezutive Officer and Chief Financial Officer keagoncluded that the Company's
disclosure controls and procedures are effectideasa designed to ensure that information requdze disclosed by the Company in the
reports it files or submits under the Exchangeifcecorded, processed, summarized and reportéihtite time periods specified in the
Securities and Exchange Commission rules and fdbisslosure controls and procedures include, withiotitation, controls and procedures
designed to ensure that information required tdibelosed by an issuer in reports it files or subrander the Exchange Act is accumulated
communicated to the Company's management, inclutirgincipal executive officer and principal fimgal officer, as appropriate to allow
timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

There were no changes in the Company'snateontrol over financial reporting identified donnection with the evaluation required by
paragraph (d) of Exchange Act Rules 13a-15 or I%that occurred during the fourth quarter of 2028 have materially affected, or are
reasonably likely to materially affect, the Comparigternal control over financial reporting.

Management's Report on Internal Control Over Finandal Reporting

Management of the Company is responsiblestablishing and maintaining adequate internatrobover financial reporting, as such te
is defined in Exchange Act Rules 13a-15(f) and 15¢f) under the Securities Exchange Act of 1934rasnded. Under the supervision and
with the participation of its management, includthg Company's principal executive officer and gipal financial officer, management
assessed the effectiveness of internal controlsfomancial reporting as of December 31, 2009 basethe guidelines establishedlinternal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatifrike Treadway Commission (COSO). Based on the
Company's assessment, management has concludédetlampany's internal control over financial n¢ing was effective as of
December 31, 2009.

The Company's independent registered pabkounting firm, KPMG LLP, has issued an attegtateport on the effectiveness of the
assessment of the Company's internal control amanéial reporting as of December 31, 2009. Thi®reappears on page F-3.

ITEM9B. OTHER INFORMATION
None.
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Part 11l
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

The information required by this Item 10risorporated by reference to our definitive praexgtement for the 2010 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission, however certain informatioméuded in ITEM 1. BUSINESS above
under the caption "Directors and Executive Officers

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 1irsorporated by reference to our definitive prexgtement for the 2010 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

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

For information as of December 31, 2009hweéspect to compensation plans (including indigiccompensation arrangements) under
which our equity securities are authorized for ésme, please see "ltem 5. MARKET FOR REGISTRANTGMBAON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER REPURCHASES OF EQUIBECURITIES" above.

The information required by this Item 12risorporated by reference to our definitive praxgtement for the 2010 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13risorporated by reference to our definitive praexgtement for the 2010 Annual Meeting of
Stockholders to be filed with the Securities andhiange Commission.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item l4risorporated by reference to our definitive prexgtement for the 2010 Annual Meeting of
Stockholders to be filed with the Securities andlange Commission.
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ITEM 15.

Part IV

EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(8) Financial statements and financial statementdidhe required to be filed for the registrant

3.1.1

3.1.z2

3.2

41

4.2

4.4

4.6

4.7

4.8

under Items 8 or 15 are set forth following theeinghage at page F-I. Exhibits filed as a part
of this report are listed below. Exhibits incorpedhby reference are indicated in parenthe

Restated Certificate of Incorporation of Level 3n@ounications, Inc. (Exhibit 3(i) to the
Registrant's Current Reports on For-K filed on May 23, 2008)

Certificate of Amendment of Restated Certificatérmforporation of Level 3
Communications, Inc. (incorporated by referencExhibit 3.2 of Level 3
Communications, Inc.'s Registration Statement amF8-3 (SEC File No. 33360493) filec
with the Securities and Exchange Commission on 9uR009).

Specimen Stock Certificate of Common Stock, paned.01 per share (Exhibit 3 to the
Registrant's Form-A filed on March 31, 1998

Amended and Restated By-laws of Level 3 Commuraaatilnc. (Exhibit 3(ii) to the
Registrant's Current Report on For-K filed on May 23, 2008)

Form of Subordinated Debt Securities Indentureofiporated by reference to Exhibit 4.2 to
Amendment 1 to the Registrant's Registration Statéron Form S-3 (File No. 333-68887)
filed with the Securities and Exchange Commissinr-ebruary 3, 1999

Second Supplemental Indenture, dated as of FebA®ar2000, between the Registrant and
The Bank of New York as Trustee relating to the iRegnt's 6% Convertible Subordinated
Notes due 2010 (Exhibit 4.1 to the Registrant's€hirReport on Form-K dated

February 29, 2000

Amended and Restated Indenture dated as of J2QCORB, by and between the Company and
The Bank of New York, as successor to IBJ WhiteBalhk & Trust Company, as trustee
(amends and restates the Senior Debt Indentura;ra & which was filed as an Exhibit to
the Company's Registration Statement on Form Se3Na. 333-68887) (Exhibit 4.1 to the
Registrant's Current Report on For-K filed July 8, 2003)

First Supplemental Indenture, dated as of July0832by and between the Company and
Bank of New York, as successor to IBJ Whitehall B&nTrust Company, as Trustee
(Exhibit 4.2 to the Registrant's Current Reporfonm ¢-K filed July 8, 2003)

Indenture, dated as of October 24, 2003, by anddegt the Registrant and The Bank of N
York as Trustee relating to the Registrant's 9%\wedible Senior Discount Notes due 2013
(Exhibit 4.12 to the Registrant's Annual Reportramm 10-K for the year ending
December 31, 2003

First Supplemental Indenture, dated as of Febrda?p05, by and between the Company
The Bank of New York, as Trustee relating to thgiR®ant's 9% Convertible Senior
Discount Notes due 2013. (Exhibit 4.12.2 to theiBtegnt's Annual Report on Form X0for
the year ending December 31, 20(

Indenture, dated December 2, 2004, among LevelBmnications, Inc. and The Bank of
New York. (Exhibit 4.1 to the Registrant's Curr&eport on Form-K filed December 7,
2004).

Second Supplemental Indenture dated as of ApBiD85, by and between Level 3
Communications, Inc. and the Bank of New York,rastee (Exhibit 4.1 to the Registrant's
Current Report on Formr-K filed April 8, 2005).
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4.9

4.1C

4.11

4.1z

4.1z

4.14

4.1¢

4.1¢

Third Supplemental Indenture between Level 3 Comications, Inc. and The Bank of New
York, as Trustee, relating to up to $345,000,00§regate principal amount of 3.5%
Convertible Senior Notes due 2012, dated as of 18n2006 supplement to the Amended
and Restated Indenture dated as of July 8, 2008dSBebt Securities) (Exhibit 10.1 to the
Registrant's Current Report on For-K dated June 13, 200¢

Indenture, dated as of October 30, 2006, amongll3@®mmunications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer, and The BanM&# York, as Trustee, relating to the
9.25% Senior Notes due 2014 of Level 3 Financing, (Exhibit 4.1 to the Registrant's
Current Report on Forr-K dated October 30, 200¢

Indenture, dated as of February 14, 2007, amongIll2Communications, Inc., as Guarar
Level 3 Financing, Inc., as Issuer and The BanK@f York, as Trustee, relating to the
Floating Rate Senior Notes due 2015 of Level 3 féivag, Inc. (Exhibit 4.1 to the
Registrant's Current Report on For-K dated February 20, 200"

Indenture, dated as of February 14, 2007, amongIL22Communications, Inc., as Guarar
Level 3 Financing, Inc., as Issuer and The BanKef York, as Trustee, relating to the
8.75% Senior Notes due 2017 of Level 3 Financing, (Exhibit 4.2 to the Registrant's
Current Report on Formr-K dated February 20, 200’

Amended and Restated Supplemental Indenture, datefiMarch 13, 2007, among Level 3
Financing, Inc., Level 3 Communications, Inc., Btaéng Financial Services, Inc. and The
Bank of New York as Trustee, supplementing the miwie dated as of October 30, 2006,
among Level 3 Financing, Inc., Level 3 Communicagidnc. and The Bank of New York as
Trustee, the supplemental Indenture dated as ofdgad, 2007, among Level 3

Financing, Inc., Level 3 Communications, Inc. afet Bank of New York as Trustee, and
the supplemental Indenture dated as of Januar§@¥,2mong Level 3 Financing, Inc.,
Level 3 Communications, Inc. and The Bank of Newkvas Trustee, relating to Level 3
Financing, Inc.'s 9.25% Senior Notes Due 2014 (RixHi.6 to the Registrant's Current Re|
on Form K dated March 16, 2007

Supplemental Indenture, dated as of April 9, 2@0Tong Level 3 Communications, LLC,
Level 3 Communications, Inc., Level 3 Financing;.land The Bank of New York as
Trustee, supplementing the Indenture dated Oct®®e?006, among Level 3 Financing, I
Level 3 Communications, Inc. and The Bank of NewkYas Trustee, relating to Level 3
Financing, Inc.'s 9.25% Senior Notes Due 2014 (RixHi.1 to the Registrant's Current Re|
on Form -K dated April 11, 2007]

Supplemental Indenture, dated as of April 9, 2@0Tong Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, LU@ & he Bank of New York as
Trustee, supplementing the Indenture dated Oct@®e?006, among Level 3 Financing, It
Level 3 Communications, Inc. and The Bank of Newkvas Trustee, relating to Level 3
Financing, Inc.'s 9.25% Senior Notes Due 2014 (RixHi.2 to the Registrant's Current Re|
on Form K dated April 11, 2007,

Supplemental Indenture, dated as of January 4,,200@ng Broadwing Financial

Services, Inc., Level 3 Communications, Inc., Le¥€&linancing, Inc. and The Bank of New
York as Trustee, supplementing the Indenture d@dber 30, 2006 among Level 3
Financing, Inc., Level 3 Communications, Inc. aret Bank of New York as Trustee,
relating to Level 3 Financing, Inc.'s 9.25% Semiotes Due 2014 (Exhibit 4.2 to the
Registrant's Current Report on For-4/A dated May 14, 2007
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4.17 Supplemental Indenture, dated as of May 29, 286igng Level 3 Communications, LLC,
Level 3 Communications, Inc., Level 3 Financing;.land The Bank of New York as
Trustee, supplementing the Indenture dated Febilrg007 among Level 3 Financing, i
Level 3 Communications, Inc. and The Bank of Newkvas Trustee, relating to Level 3
Financing, Inc.'s 8.75% Senior Notes Due 2017 (ExHi.1 to the Registrant's Current Re|
on Form -K dated May 31, 2007

4.1¢ Supplemental Indenture, dated as of May 29, 20@bng Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@@ & he Bank of New York as
Trustee, supplementing the Indenture dated Febilarg007 among Level 3 Financing, i
Level 3 Communications, Inc. and The Bank of Newkvas Trustee, relating to Level 3
Financing, Inc.'s 8.75% Senior Notes Due 2017 (ExHi.2 to the Registrant's Current Re|
on Form -K dated May 31, 2007

4.1¢ Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Communications, LLC,
Level 3 Communications, Inc., Level 3 Financing;.land The Bank of New York as
Trustee, supplementing the Indenture dated Febilrg007 among Level 3 Financing, i
Level 3 Communications, Inc. and The Bank of Newkvas Trustee, relating to Level 3
Financing, Inc.'s Floating Rate Senior Notes Duts2(Exhibit 4.3 to the Registrant's Curr
Report on Form -K dated May 31, 2007

4.2C Supplemental Indenture, dated as of May 29, 20@i6ng Level 3 Financing, Inc., Level 3
Communications, Inc., Level 3 Communications, L@ & he Bank of New York as
Trustee, supplementing the Indenture dated Febilrg007 among Level 3 Financing, i
Level 3 Communications, Inc. and The Bank of Newkvas Trustee, relating to Level 3
Financing, Inc.'s Floating Rate Senior Notes Duts2(Exhibit 4.4 to the Registrant's Curr
Report on Form -K dated May 31, 2007

4.21 Indenture, dated as of December 24, 2008, amongll3e€ommunications, Inc. and The
Bank of New York Mellon as Trustee, relating to Bemebt Securities (Exhibit 4.1 to the
Registrant's Current Report on For-K dated December 24, 200!

4.2Z2 First Supplemental Indenture, dated as of Decee2008, among Level 3
Communications, Inc. and The Bank of New York Mells Trustee, relating to Level 3
Communications, Inc.'s 15% Convertible Senior Naligs 2013 (Exhibit 4.2 to the
Registrant's Current Report on For-K dated December 24, 200i

4.2% Indenture, dated as of June 26, 2009, among Le@eilmunications, Inc. and The Bank of
New York Mellon, relating to 7% Convertible SenMotes Due 2015 (Exhibit 4.1 to tl
Registrant's Current Report on For-K dated July 2, 2009

4.24 Second Supplemental Indenture, dated as of Ocfidhet009, among Level 3
Communications, Inc. and The Bank of New York Me]lcelating to 7% Convertible Senior
Notes Due 2015, Series B (Exhibit 4.1 to the Regyigls Current Report on Forr-K dated
October 15, 2009

4.2t Indenture, dated as of January 20, 2010, amond Be@emmunications, Inc., as Guarantor,
Level 3 Financing, Inc., as Issuer, and The BanK&# York Mellon, as Trustee, relating to
the 10% Senior Notes due 2018 of Level 3 Finandimg, (Exhibit 4.1 to the Registrant's
Current Report on Forrr-K dated January 21, 201

4.2€ Registration Agreement, dated as of January 20),2&hong Level 3 Communications, Inc.,
Level 3 Financing, Inc. and Banc of America Se@sit LC, Citigroup Global Markets Inc.
and Morgan Stanley & Co. Incorporated (as repredizmess of the initial purchasers of the
10% Senior Notes due 2018), relating to Level &Raing, Inc.'s 10% Senior Notes due 2
(Exhibit 4.2 to the Registrant's Current Reporfonm ¢-K dated January 21, 201(

93




Table of Contents

10.1

10.Z

10.:

10.4

10.t

10.6.1

10.6.:

10.7

10.¢

10.€

10.1¢

10.11

10.1%

Separation Agreement, dated December 8, 199@ndyamong Peter Kiewit Sons', Inc.,
Kiewit Diversified Group Inc., PKS Holdings, Inma Kiewit Construction Group Inc.
(Exhibit 10.1 to the Registrant's Form-K for 1997).

Amendment No. 1 to Separation Agreement, dated M&8; 1997, by and among Peter
Kiewit Sons', Inc., Kiewit Diversified Group Ind?KS Holdings, Inc. and Kiewit
Construction Group Inc. (Exhibit 10.1 to the Regist's Form 1-K for 1997).

Form of Aircraft Time-Share Agreement (Exhibit 1@o7the Registrant's Annual Report on
Form 1(-K for the year ended December 31, 20!

Securities Purchase Agreement, dated as of Febt8a3005, among Level 3
Communications, Inc. and the Investors named th€Eeihibit 10.1 to the Registrant's
Current Report on Forrr-K filed February 22, 2005

1995 Stock Plan of Level 3 Communications, Inc.HiBit 10.1 to the Registrant's Current
Report on Form -K dated December 20, 200°

Outperform Stock Option Amended and Restated Masterd Agreement of Level 3
Communications, Inc. (Exhibit 10.2 to the Registiaurrent Report on Form 8-K dated
December 20, 2007

Form of OSO Master Award Agreement of Level 3 Cominations, Inc. (Exhibit 10.3 to tl
Registrant's Current Report on For-K dated December 20, 200°

Form of Amended Master Deferred Issuance Stock é&gent of Level 3
Communications, Inc. (Exhibit 10.4 to the Registia@urrent Report on Form 8-K dated
December 20, 2007

Form of Amended and Restated Deferred Issuancd igeement (Exhibit 10 to the
Registrant's Quarterly Report on FormQGer the three months ended March 31, 2008 ¢
May 12, 2008)

Purchase Agreement by and among Level 3 CommuaitatLLC, PT Holding

Company LLC, Progress Telecommunications Corpanatd’|K Communications
Incorporated, Florida Progress Corporation, Ody3sdgcorp, Inc. and Level 3
Communications, Inc. dated as of January 25, 2888ibit 10.1 to the Registrant's Current
Report on Form -K dated January 30, 200t

Form of Registration Rights and Transfer Restricdgreement by and among Level 3
Communications, Inc., PT Holding Company LLC, Pexg Telecommunications
Corporation, Caronet, Inc., and EPIK Communicatio®rporated to be entered into on the
closing of the transaction contemplated by the Page Agreement 2006 (Exhibit 10.2 to the
Registrant's Current Report on For-K dated January 30, 200t

Agreement and Plan of Merger by and among Leveb@@unications, Inc., Eldorado
Acquisition Three, LLC and TelCove, Inc. dated &#pril 30, 2006. (Exhibit 10.1 to the
Registrant's Current Report on For-K dated April 19, 2006;

Registration Rights and Transfer Restriction Agreetndated May 31, 2006, by and among
Level 3 Communications, Inc., MCCC ICG Holdings LLColumbia Capital Equity
Partners IlI(QP), L.P., Columbia Capital PartndréCayman), L.P., Columbia Capital
Equity Partners Il (Al), L.P., Columbia CapitaMestors Ill, L.L.C., Columbia Capital
Employees Investors I, L.L.C., M/C Venture Pamsw¢/, L.P., M/C Venture Investors,
L.L.C., Chestnut Venture Partners, L.P., and Beaestments, LLLP. (Exhibit 10.1 to the
Registrant's Current Report on For-K dated June 1, 200¢€
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10.1:

10.1¢

10.1¢

10.1¢

10.1%

10.1¢

10.1¢

10.2(

10.21

10.22

10.2:

Stock Purchase Agreement, dated July 20, 2006ngrbevel 3 Communications, Inc.,
Technology Spectrum, Inc. and Insight Enterpritss, (Exhibit 10.1 to the Registrant's
Current Report on Forrr-K dated July 26, 2006

Registration Rights Agreement, dated as of Augug0R6, between Level 3
Communications, Inc. and Cheshire Holding Corpagent for the security holders of
Looking Glass Networks Holding Co., Inc. (Exhib@.1 to the Registrant's Current Report
on Form {-K dated August 3, 2006

Agreement and Plan of Merger among Level 3 Comnatiuins, Inc., Level 3 Services, LL
Level 3 Colorado, Inc. and Broadwing Corporatioated as of October 16, 2006
(Exhibit 10.1 to the Registrant's Current Reporfomm ¢-K dated October 17, 200¢

Agreement and Plan of Merger, dated as of OctobeR006, as Amended by the First
Amendment to Agreement and Plan of Merger Dateaf &ovember 21, 2006, among
Level 3 Communications, Inc., Level 3 Services, L.L&vel 3 Colorado, LLC (n/k/a Level 3
Colorado, Inc.) and Broadwing Corporation (attacaednnex A to the proxy
statement/prospectus included in the registramidration Statement on Form S-4 (333-
138462) (Incorporated by reference to Exhibit .1he Registrant's Registration Statement
on Form S-4 (333-138462)). (Exhibit 10.1 to the Regnt's Current Report on Form 8-K/A
dated November 27, 200t

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

Credit Agreement, dated as of March 13, 2007, ani@vgl 3 Communications, Inc., Leve
Financing, Inc. and Merrill Lynch Capital Corporati(Exhibit 10.1 to the Registrant's
Current Report on Forr-K dated March 16, 2007

Guarantee Agreement, dated as of March 13, 200@n@revel 3 Communications, Inc., t
Subsidiaries of Level 3 Communications, Inc. andiild.ynch Capital Corporation
(Exhibit 10.2 to the Registrant's Current Reporfomm ¢-K dated March 16, 2007

Collateral Agreement, dated as of March 13, 206¥%rag Level 3 Communications, Inc.,
Level 3 Financing, Inc., the Subsidiaries of Le¥&ommunications, Inc. and Merrill Lynch
Capital Corporation (Exhibit 10.3 to the Registm@urrent Report on Form 8-K dated
March 16, 2007)

Indemnity, Subrogation and Contribution Agreemeated as of March 13, 2007, among
Level 3 Communications, Inc., Level 3 Financing;.Jnhe Subsidiaries of Level 3
Communications, Inc. and Merrill Lynch Capital @oration (Exhibit 10.4 to the
Registrant's Current Report on For-K dated March 16, 2007

Omnibus Offering Proceeds Note Subordination Ageetirdated as of March 13, 2007,
among Level 3 Communications, Inc., Level 3 Finagginc., Level 3

Communications, LLC, the Subsidiaries (Exhibit 1th3he Registrant's Current Report on
Form &K dated March 16, 2007

Supplement No. 1 to Omnibus Offering Proceeds [$atgordination Agreement, dated as of
March 13, 2007, among Level 3 Communications, Inevel 3 Communications, LLC,

Level 3 Financing, Inc., the Subsidiaries (Exhitiit6 to the Registrant's Current Report on
Form &K dated March 16, 2007
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10.2¢ Amended and Restated Loan Proceeds Note Guargteement, dated March 13, 2007,
among Broadwing Financial Services, Inc., and L&vEInancing, Inc. (Exhibit 10.9 to the
Registrant's Current Report on For-K dated March 16, 2007

10.2¢ Securities Purchase Agreement, dated November0DB, 2mong Level 3
Communications, Inc. and the Investors named th€Eeihibit 10.1 to the Registrant's
Current Report on Forrr-K dated November 18, 200¢

10.2¢ Amendment No. 1 to Securities Purchase Agreematgdddecember 16, 2008, among
Level 3 Communications, Inc. and the Investors rdtherein (Exhibit 10.1 to the
Registrant's Current Report on For-K dated December 16, 200!

10.27 Amendment No. 2 to Securities Purchase Agreematgédddecember 24, 2008, among
Level 3 Communications, Inc. and the Investors riatherein (Exhibit 10.1 to the
Registrant's Current Report on For-K dated December 24, 200!

10.2¢ Amendment Agreement to the March 13, 2007 Credie@ment, dated April 16, 2009,
among Level 3 Communications, Inc., Level 3 Finag¢inc. and Merrill Lynch, Pierce,
Fenner & Smith Incorporated, Morgan Stanley & Gmadrporated, Citigroup Global
Markets, Inc., Credit Suisse Securities (USA) LMZachovia Bank, N.A., Merrill Lynch
Capital Corporation (Exhibit 10.1 to the Registm@urrent Report on Form 8-K dated
April 17, 2009).

10.2¢ Amended and Restated Loan Proceeds Note, datddgsilol6, 2009, issued by Level 3
Communications, LLC to Level 3 Financing, Inc. (Bbih10.2 to the Registrant's Current
Report on Form -K dated April 17, 2009)

10.3C Amended and Restated Loan Proceeds Note Collagraement, dated as of March 13,
2007, as amended and restated as of April 16, 2000ng Level 3 Financing, Inc., Level 3
Communications, LLC and Merrill Lynch Capital Coration (Exhibit 10.3 to the
Registrant's Current Report on For-K dated April 17, 2009;

10.31 First Amendment, dated as of May 15, 2009, to threeAded and Restated Credit Agreement
dated as of April 16, 2009, among Level 3 Commuivos, Inc., Level 3 Financing, Inc. a
Merrill Lynch Pierce, Fenner & Smith Incorporatddiorgan Stanley & Co. Incorporated,
Banc of America Securities LLC, Citigroup Global Mats, Inc., Credit Suisse Securities
(USA) LLC, Wachovia Bank, N.A., and Merrill Lynchapital Corporation (Exhibit 10.1 to
the Registrant's Current Report on For-K dated May 15, 2009

12 Statements re computation of rati

21 List of subsidiaries of the Compar

23 Consent of KPMG LLP
31.1 Rule 13i-14(a)/15+-14(a) Certification of the Chief Executive Offici
31.z Rule 13i-14(a)/15+14(a) Certification of the Chief Financial Offict

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

32.z Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbi- Oxley Act of 2002
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
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Report of Independent Registered Public Accountindrirm

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

We have audited the accompanying consaibtlance sheets of Level 3 Communications, imt.sabsidiaries as of December 31, 2
and 2008, and the related consolidated stateméniseoations, cash flows, changes in stockholdeysity and comprehensive loss for each of
the years in the three-year period ended Decemhe2(®9. These consolidated financial statememetshar responsibility of Level 3
Communications, Inc.'s management. Our responyilislito express an opinion on these consoliddteth€ial statements based on our audits.

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

In our opinion, the consolidated finanatdtements referred to above present fairly, imallerial respects, the financial position of
Level 3 Communications, Inc. and subsidiaries a@esfember 31, 2009 and 2008, and the results ofaperations and their cash flows for
each of the years in the three-year period endegber 31, 2009, in conformity with U.S. generaltgepted accounting principles.

We also have audited, in accordance wighstandards of the Public Company Accounting Ogbtdoard (United States), Level 3
Communications, Inc.'s internal control over fin@ahceporting as of December 31, 2009, based dar@iestablished imternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission, and our report datatrlary 26,
2010 expressed an unqualified opinion on the éffecess of Level 3 Communications, Inc.'s intewmaitrol over financial reporting.

/sl KPMG LLP

Denver, Colorado
February 26, 201
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Report of Independent Registered Public Accountindrirm

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

We have audited Level 3 Communications,'$rinternal control over financial reporting asiEcember 31, 2009, based on criteria
established imnternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidribe Treadway Commission.
Level 3 Communications, Inc.'s management is resipnfor maintaining effective internal controlenfinancial reporting and for its
assessment of the effectiveness of internal contret financial reporting, included in the accomyiag "Management's Report on Internal
Control Over Financial Reporting." Our responstpils to express an opinion on Level 3 Communiceinc.'s internal control over financial
reporting based on our audit.

We conducted our audit in accordance wWithdtandards of the Public Company Accounting Qgetr8oard (United States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whetheatigienternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness earstistesting and evaluating the design and opereffectiveness of internal control over
financial reporting based on the assessed riska@dit also included performing such other procedas we considered necessary in the
circumstances. We believe that our audit providesagonable basis for our opinion.

A company's internal control over finanagigborting is a process designed to provide reddersssurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company's internal control over financial repogtincludes those policies and procedures thai€ftpin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgegaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasaabturance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, inedroontrol over financial reporting may not preventetect misstatements. Also, projections of
any evaluation of effectiveness to future periodssabject to the risk that controls may becomdenaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, Level 3 Communications,.In@aintained, in all material respects, effectivieiinal control over financial reporting as of
December 31, 2009, based on criteria establishdaémal Control—Integrated Frameworksued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We also have audited, in accordance wighstndards of the Public Company Accounting Ogatdoard (United States), the
consolidated balance sheets of Level 3 Communitsitimc. and subsidiaries as of December 31, 26862808, and the related consolidated
statements of operations, cash flows, change®akisblders' equity and comprehensive loss for efithe years in the three-year period ended
December 31, 2009, and our report dated Februar®8) expressed an unqualified opinion on thossaalated financial statements.

/sl KPMG LLP

Denver, Colorado
February 26, 201
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For each of the three years ended December 31, 2009

Revenue
Communication:
Coal Mining

Total Revenut
Costs and Expenses (exclusive of depreciatior
amortization shown separately belo
Cost of Revenue
Communication:
Coal Mining

Total Cost of Revenu
Depreciation and Amortizatic
Selling, General and Administrati
Restructuring and Impairment Char

Total Costs and Expens

Operating Income (Los!
Other Income (Expense
Interest incom:
Interest expens
Gain on sale of business groups,
Gain (loss) on extinguishment of debt,
Other, ne
Total Other Income (Expens
Loss Before Income Taxt
Income Tax (Expense) Bene

Net Loss

Shares Used to Compute Basic and Diluted Loss Pe
Share (in thousand

Loss Per Share (Basic and Dilutt

2009

2008

2007

(dollars in millions, except per share data)

$ 369F $ 422 $  4,19¢
67 75 70

3,76: 4,301 4,26¢
1,49¢ 1,74 1,76¢

66 69 64

1,56¢ 1,80¢ 1,83¢

91t 931 94z

1,33¢ 1,50¢ 1,72¢

9 25 12

3,821 4,27 4,51

(65) 31 (247)

2 15 54

(595) (570) (609)

14 89 (427)

27 24 55

(552) (343) (927)

(617) (312) (1,169)

(1) (6) 22

$ (615) $ (31§ $ (1,146
1,633,084 1,564,991  1,517,61
$ (039 $ (020% (0.7

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

DECEMBER 31, 2009 AND 2008

2009 2008
(dollars in millions,
except per share data)

Assets
Current Assets
Cash and cash equivalel $ 83€ $ 76¢
Restricted cash and securit 3 3
Receivables, less allowances for doubtful accooh$i8 and $16
respectively 323 39C
Other 97 81
Total Current Asset 1,25¢ 1,24z
Property, Plant and Equipment, 1| 5,687 6,15¢
Restricted Cash and Securit 122 127
Goodwiill 1,42¢ 1,432
Other Intangibles, ne 467 55¢
Other Assets, n¢ 98 11¢&
Total Assets $ 9,06z $ 9,63

Liabilities and Stockholders' Equi
Current Liabilities:

Accounts payabl $ 364 $ 36&
Current portion of lon-term deb! 70% 18¢€
Accrued payroll and employee bene 51 10t
Accrued interes 14C 117
Current portion of deferred reven 162 16€
Other 97 111
Total Current Liabilities 1,51¢ 1,052
Long-Term Debt, less current portit 5,75k 6,24¢
Deferred Revenue, less current pori 74C 71¢
Other Liabilities 557 597
Total Liabilities 8,571 8,61:

Commitments and Contingenci
Stockholders' Equity
Preferred stock, $.01 par value, authorized 10(@@shares: no shar
outstanding — —
Common stock, $.01 par value, authorized 2,50000@0shares:
1,644,116,265 issued and outstanding in 2009 &1 615,258 issue

and outstanding in 20( 16 16
Additional paic-in capital 11,53% 11,49¢
Accumulated other comprehensive | 5) (52)
Accumulated defici (11,059 (10,439

Total Stockholders' Equit 491 1,021
Total Liabilities and Stockholders' Equ $ 906z $ 9,63

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

For each of the three years ended December 31, 2009

Cash Flows from Operating Activitie
Net Loss
Adjustments to reconcile net loss to net cash piexviby

operating activities
Depreciation and amortizatic
(Gain) loss on debt extinguishments,
Accretion of debt discount and amortization of debuance
costs
Change in fair value of embedded deriva
Accrued interest on loi-term debr
Asset retirement obligation adjustm:
Loss on impairment
Gain on sale of property, plant and equiprr
Gain on sale of business groups,
Non-cash compensation expense attributable to stockda
Deferred income taxe
Other, ne
Change in working capital items net of amounts &eglu
Receivable:
Other current asse
Payable:
Deferred revenu
Other current liabilitie:

Net Cash Provided by Operating Activiti

Cash Flows from Investing Activitie
Capital expenditure
(Increase) decrease in restricted cash and sexnite
Proceeds from sale of property, plant and equipi
Proceeds from sale of business groups
Proceeds from sales and maturities of marketalolergies
Acquisitions, net of cash acquired and investm
Other

Net Cash Used in Investing Activiti

2009

2008

2007

(dollars in millions)

$ (616 $ (319 $ (1,146

91t 931 94z
(24) (89) 427
56 52 69
(14) — —
22 (13) (5)
_ (86) —
— 8 1
— ©) (40)
— (99) —
59 78 122
1 — (23)
1 1) 6
7C 5 21
Q) 2 18
19 (26) (73
10 (34) 17
(93) 6 (205)
357 413 231
(31%) (449 (633%)
5 (5) 12
1 3 5
— 124 —
— 4 332
— — (67€)
— 2 @)
$ (307) $ (32)) $ (96))
(Continued

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
For each of the three years ended December 31, 2009

2009 2008 2007
(dollars in millions)

Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c $ 54 $ 40C $ 2,34¢
Payments on and repurchases of long-term debtidmg current
portion and refinancing cos (527) (43€) (2,61
Proceeds from warrants and st-based equity plar — — 26
Other — 2 —
Net Cash Provided by (Used in) Financing Activit 16 (34) (243)
Effect of Exchange Rates on Cash and Cash Equig 2 4 6
Net Change in Cash and Cash Equival 68 54 (967)
Cash and Cash Equivalents at Beginning of ® 76€ 714 1,681
Cash and Cash Equivalents at End of \ $ 83€ $ 766 $ 714

Supplemental Disclosure of Cash Flow Informati

Cash interest pai $ 517 $ 531 $ 54t

Income taxes pai 5 4 1
Noncash Investing and Financing Activiti

Common stock issued for acquisitic $ — ¢ — $ 692

Long-term debt issued in exchange transac 19¢€ — —

Long-term debt retired in exchange transac 204 — —

Long-term debt converted to equi — 12¢ 87¢

See accompanying notes to consolidated finanassients.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS'

Balances at
January 1, 200
Common Stock
Acquisitions
Common stocl
issued under
employee
stock and
benefit plans
and othel
Debt conversion
to equity
Stoclk-basec
compensation
expense
Net Loss
Other
Comprehensive
Income

Balances at
December 31,
2007
Common Stock
Common stocl
issued under
employee
stock and
benefit plans
and othel

Debt conversiol
to equity

Stoclk-basec
compensation
expense

Net Loss

Other
Comprehensive
Loss

Balances at
December 31,
2008

Common Stock
Common stock

issued under
employee
stock and
benefit plans
and othel

Stoclk-basec
compensation
expense

Other

Net Loss

Other

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
EQUITY

For each of the three years ended December 31, 2009

Accumulated

Additional Other
Common Stock Paid-in Comprehensive Accumulated
Shares $ Capital Income (Loss) Deficit Total

(dollars in millions)

1,178,42310 $ 12 $ 9,56¢ $ @ $ (8975 $ 60z
122,942,01 1 691 — — 692
22,558,51  — 8 — — 8
213,939,05 2 877 — — 87¢
S 12z — — 12z
_ _ — (1,146 (1,146
- — — 10¢ — 10¢
1,537,862,68 15  11,26¢ 104 (10,127  1,26¢
32,131,24  — 21 — — 21
47,621,32 1 127 — — 12¢
- = 79 — — 79
S — — — (319) (319)
- - — (155) — (15€)
1,617,615,25 16 11,49t (51) (10,439 1,021
27,108,60  — 15 — — 15
- - 30 — — 30
(607,600 — 3) — — 3)
- - — — (61¢) (61¢)



Comprehensive

Income — — — 46 — 46
Balances a

December 31,

2009 1,644,116,26 $ 16 $ 11,537 $ ) $ @1105) $ 491

See accompanying notes to consolidated financistents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

For each of the three years ended December 31, 2009

2009 2008 2007
(dollars in millions)
Net Loss $ (618 $ (31§ $ (1,14¢
Other Comprehensive Income (Loss) Before Incomees:
Foreign currency translatic 36 (63) 131
Unrealized holding gain (loss) on availe-for-sale investmer — ) 7
Unrealized holding gain (loss) on interest ratess 5 (60) (37
Other, ne 5 (25) 7
Other Comprehensive Income (Loss), Before Income=3 46 (155) 10¢€
Income Tax Related to ltems of Other Comprehensivgeme
(Loss) — — —
Other Comprehensive Income (Loss), Net of Incomee$ 46 (155) 10¢€
Comprehensive Los $ (579) $ (4739 $ (1,039

SUPPLEMENTARY STOCKHOLDERS' EQUITY INFORMATION

Unrealized
Net Holding
Foreign Gain (Loss)
Currency on Investment
Translation and Interest
Adjustment Rate Swaps Other Total

(dollars in millions)
Accumulated Other Comprehensive Income (Lc

Balance at January 1, 20 $ 29 ¢ — $ 3% @
Change 131 (30 7 10¢
Balance at December 31, 2C 16C (30) (26) 104
Change (63) (67) (25 (155)
Balance at December 31, 2C 97 (97) (52) (52)
Change 36 5 5 46
Balance at December 31, 2C $ 132 % 92 $ 46 $ (B

See accompanying notes to consolidated finanasstents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Organization and Summary of Significant Accouning Policies
Description of Busines

The Company is a facilities based provideat is, a provider that owns or leases a suliatgrtion of the plant, property and equipment
necessary to provide its services) of a broad rafgaegrated communications services. The Compesycreated its communications netv
generally by constructing its own assets, but gisough a combination of purchasing and leasingrotompanies and facilities. The
Company's network is an advanced, internationalljitias based communications network. The Compdesigned its network to provide
communications services, which employ and take raighgge of rapidly improving underlying optical, Imet Protocol, computing and storage
technologies.

The Company is also engaged in coal mittingugh its two 50% owned joint-venture surface @sirone each in Montana and Wyoming.
Principles of Consolidation and Basis of Presemta

The consolidated financial statements idelthe accounts of Level 3 Communications, Inc.aubsidiaries (the "Company" or "Level 3")
in which it has control, which are enterprises ggghin the communications and coal mining busiredsi#ty-percent-owned mining joint
ventures are consolidated on a pro rata basisigdificant intercompany accounts and transactitng been eliminated. The accompanying
financial statements have been prepared in accoedaith accounting principles generally acceptetheUnited States ("GAAP").

Level 3 acquired Broadwing Corporation @Bdwing") on January 3, 2007; the Content Delivgeywork services business ("CDN
Business") of SAVVIS, Inc. on January 23, 2007; &edvecast Limited ("Servecast") on July 11, 200¥applicable, the Company also
acquired these companies' operating subsidiartesrdsults of operations, cash flows and finarpmaition attributable to these acquisitions
included in the consolidated financial statemerdmfthe respective dates of their acquisition.

On June 5, 2008, Level 3 completed the aflis Vyvx advertising distribution business t@rastChannel, Inc. Level 3 has retained
ownership of Vyvx's core broadcast business, inntythe Vyvx Services Broadcast Business' contesttiblution capabilities. The financial
results of the Vyvx advertising distribution busseeare included in the Company's consolidated teeefibperations through the date of sale.
See Note 2 for more details regarding the dispmsibf the Vyvx advertising distribution businesbeTdisposal of the Vyvx advertising
distribution business did not qualify for preseitatas discontinued operations since the businassnwt considered a separately identifiable
asset group.

Foreign Currency Translatio

Generally, local currencies of foreign ddlzsies are the functional currencies for finahoggporting purposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaaggsr Revenue, expenses and cash flows are tethsising average exchange rates prevailing
during the year. Gains or losses resulting frommenay translation are recorded as a componentafnaglated other comprehensive income
(loss) in stockholders' equity and in the statemeftomprehensive loss. A significant portionted Company's foreign subsidiaries have
either the British Pound or the Euro as the fumala@urrency, both of which experienced significhunttuations against the U.S. dollar
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Organization and Summary of Significant Accouning Policies (Continued)

during 2009, 2008 and 2007. As a result, the Compas experienced significant foreign currencystation adjustments that are recognized
as a component of accumulated other comprehensteenie (loss) in stockholders' equity and in theestent of comprehensive loss in
accordance with accounting guidance for foreigmenay translation. The Company considers its imaests in its foreign subsidiaries to be
long-term in nature.

Reclassification:
Certain immaterial reclassifications haeei made to prior years to conform to the currenibg's presentation.
Use of Estimates

The preparation of financial statementsdnformity with accounting principles generally apted in the United States requires
management to make estimates and assumptiondfeetttae reported amounts of assets and liakslisied disclosure of contingent assets and
liabilities at the date of the financial statemeamsl the reported amounts of revenue and expensieg dhe reporting period. The accounting
estimates that require management's most signifasaoh subjective judgments include revenue recagnitevenue reserve, cost of revenue
disputes for communications services, the deterioinaf the useful lives of long-lived assets, taduation and recognition of stock-based
compensation expense, the valuation of long-liveskts, goodwill and acquired indefinite-lived irgdole assets, derivative financial
instruments and the valuation of asset retirembligations. In addition, the Company has other aoting policies that involve estimates such
as the allowance for doubtful accounts, the redagnbf the fair value of assets acquired and litds assumed in business combinations,
accruals for estimated tax and legal liabilities] aaluation allowance for deferred tax assetsudlatesults may differ from these estimates
under different assumptions or conditions and sliffarences could be material.

Communications

Revenue for communications services isgeed on a monthly basis as these services awdpabased on contractual amounts
expected to be collected. Management establist@®ipate revenue reserves at the time serviceseadered based on an analysis of
historical credit activity to address, where sigriht, situations in which collection is not reaably assured as a result of credit risk, potential
billing disputes or other reasons. Actual resulgy/miffer from these estimates under different agstions or conditions and such differences
could be material.

Reciprocal compensation revenue is receghizhen an interconnection agreement is in plate aviother carrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a rgreeanment is negotiated and executed; or
at rates mandated by the FCC. Periodically, the 2oy will receive payment for reciprocal compernwaservices in excess of FCC rates and
before an agreement is in place. These amountadueled in other current liabilities on the condated balance sheet until a final agreement
has been reached and the necessary regulatorywajsphave been received at which time the recipmmapensation revenue is recognized.
These amounts were insignificant to the Comparg09, 2008 and 2007.

For certain sale and long-term indefeagilgllet of use, or IRU, contracts involving privditee, wavelengths and dark fiber services, the
Company may receive up-front payments for servicdse
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Organization and Summary of Significant Accouning Policies (Continued)

delivered for a period of up to 20 years. In theigations, the Company defers the revenue andtam®®it on a straight-line basis to earnings
over the term of the contract.

Termination revenue is recognized whensiauer discontinues service prior to the end ofcthr@ract period, for which Level 3 had
previously received consideration and for whicherave recognition was deferred. Termination revesia¢so recognized when customers are
required to make termination penalty payments teel 8 to settle contractually committed purchaseants that the customer no longer
expects to meet or when a customer and Level 3yjdiage a contract under which Level 3 is no longgigated to provide services for
consideration previously received and for whicherawe recognition has been deferred.

The Company is obligated under dark fithld$ and other capacity agreements to maintairetsark in efficient working order and in
accordance with industry standards. Customersldigated for the term of the agreement to pay Hieirtallocable share of the costs for
operating and maintaining the network. The Compaapgnizes this revenue monthly as services argdqeo.

Level 3's customer contracts require then@any to meet certain service level commitmentkelfel 3 does not meet the required service
levels, it may be obligated to provide credits,allsuin the form of free service, for a short pefiof time. The credits are a reduction to reve
and, to date, have not been material.

Cost of revenue for the communications fess includes leased capacity, right-of-way cegtsess charges, satellite transponder lease
costs and other third party costs directly attialile to the network, but excludes depreciationamdrtization and related impairment exper
Prior to the sale of the Vyvx advertising distrilout business, the Company included in communicatmost of revenue package delivery costs
and blank tape media costs associated with thiness.

The Company recognizes the cost of netwgerkices as they are incurred in accordance wittractual requirements. The Company
disputes incorrect billings from its suppliers etwork services. The most prevalent types of depiriclude disputes for circuits that are not
disconnected by the supplier on a timely basisiweadje bills with incorrect or inadequate informatibepending on the type and complexit
the issues involved, it may and often does takers¢quarters to resolve the disputes.

In determining the amount of the cost divmek service expenses and related accrued liesilio reflect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing cactiual requirements for submitting
these disconnect notices and disputes to the proweitthe network services, and compliance witlintsrconnection agreements with these
carriers. Judgment is required in estimating thienalte outcome of the dispute resolution processyell as any other amounts that may be
incurred to conclude the negotiations or settleld@gigation. Actual results may differ from thesstienates under different assumptions or
conditions and such differences could be material.

Coal Mining

The Company sells coal primarily throughdeterm contracts with public utilities. The longrin contracts for the delivery of coal
establish the price, volume, and quality requiretdiefithe coal to be delivered. Revenue under thadether contracts is generally recogn
when coal is shipped to the customer.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
USF and Gross Receipts Taxes

The revenue recognition standards includdance relating to any tax assessed by a goverafsauthority that is directly imposed on a
revenue-producing transaction between a sellemanustomer and may include, but is not limitedsades, use, value added, and some excise
taxes. The Company records Universal Service FUA8K") contributions where the Company is the priynabligor for the taxes assessed in
each jurisdiction where it does business on a drasss in its consolidated statements of operatiouisrecords sales, use, value added and
excise taxes billed to its customers on a net hasis consolidated statements of operations. Camoations revenue and cost of revenue on
the consolidated statements of operations inclW&ds contributions totaling $62 million, $65 milliand $63 million for the years ended
December 31, 2009, 2008 and 2007, respectively.

Advertising Cost

The Company expenses the cost of advegtasnincurred. Advertising expense is included esmponent of selling, general and
administrative expenses in the accompanying caffestgld statements of operations. Advertising expe@se$7 million, $8 million and
$16 million for the years ended December 31, 22098 and 2007, respectively.

Stock-Based Compensation

The Company recognizes the estimated fdirevof stock based compensation costs, net oftimated forfeiture rate, over the requisite
service period of the award, which is generallydp&on vesting term. The Company estimates farfeitates based on its historical
experience.

Income Taxe

The Company recognizes deferred tax assetdiabilities for the expected tax consequendesmporary differences between the tax
basis of assets and liabilities and their repoat®dunts using enacted tax rates in effect for #a the differences are expected to reverse. The
Company records a valuation allowance to reducel¢fierred tax assets to the amount that is moedylithan not to be realized. The Company
recognizes interest and penalty expense assoesiétfedncertain tax positions as a component of inedax expense in the consolidated
statements of operations.

Cash and Cash Equivalents

The Company classifies investments as egsivalents if they are readily convertible to casdd have original maturities of three months
or less at the time of acquisition. Cash and caglivalents consist primarily of highly liquid invasents in government and government ag
securities and money market funds issued or managédancial institutions in the United States dndope and commercial paper depending
on liquidity requirements. As of December 31, 2@@@ 2008, the carrying value of cash and cash abgrits approximates fair value due to
short period of time to maturity.

Derivative Financial Instrumenti

The Company uses derivative financial unsients, primarily interest rate swaps, to managexposure to fluctuations in interest rate
movements. The Company's primary objective in memgag
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(1) Organization and Summary of Significant Accouning Policies (Continued)

interest rate risk is to decrease the volatilitit®®arnings and cash flows affected by changéseiunderlying rates. To achieve this objective,
the Company enters into financial derivatives, jariiy interest rate swap agreements, the valueghath change in the opposite direction of
the anticipated future cash flows. The Companydessgnated its interest rate swap agreements hloashedges. Swaps designated as cash
flow hedges involve the receipt of variable-rateoamts from a counterparty in exchange for the Campaaking fixed-rate payments over the
lives of the agreements without exchange of theetlpohg notional amount. The change in the faitueabf the interest rate swap agreements is
reflected in other comprehensive income (loss)tdube fact that the interest rate swap agreenantdesignated as effective cash flow
hedges. The Company evaluates the effectiveneabe dfedges on a quarterly basis. The Company rezgany ineffective portion of the
hedges in the consolidated statements of operafidressCompany does not use derivative financidrumsents for speculative purposes.

The Company is exposed to credit relatedds in the event of non-performance by countdegsaihe counterparties to any of the
financial derivatives the Company enters into asgominstitutions with investment grade creditmgg. The Company evaluates counterparty
credit risk before entering into any hedge trarieacand continues to closely monitor the finanam@rket and the risk that it's counterparties
will default on their obligations. This credit risk generally limited to the unrealized gains iolsgontracts, should any of these counterparties
fail to perform as contracted.

The Company also has equity conversionsighsociated with debt instruments, which aredesignated as hedging instruments, and are
considered derivative instruments as of DecembgP@029 and 2008. Certain of the derivative instraotadiad to be classified as a liability
during 2009 and 2008 due to a potential requirerteenettle the conversion rights in cash, and arged at fair value. The Company's primary
objective associated with including such conversights in certain of its debt instruments, iséduce the contractual interest rate and related
current cash borrowing costs of the debt instrusértte Company recognizes the gains or lossesdt@anges in fair values of these deriva
instruments in other income (expense) in the statdsnof operations. Gains from these derivativeunsents were $14 million in 2009, zero in
2008 and zero in 2007.

Allowance for Doubtful Accoun

Trade accounts receivable are recordeaeantoiced amount and can bear interest. The Coymnpstablishes an allowance for doubtful
accounts for accounts receivable amounts that radpencollectible. The Company determines the aloee for doubtful accounts based or
aging of its accounts receivable balances and alysis of its historical experience of bad debtevoffs. The Company reviews its allowance
for doubtful accounts quarterly. Past due balaoees 60 days and over a specified amount are redandividually for collectability.
Accounts receivable balances are written-off agdfresallowance for doubtful accounts after all meaf collection have been exhausted and
the potential for recovery is considered remoté ofthe Company's allowance for doubtful accoustates to its communications business.
The Company recognized bad debt expense, net@feges, of approximately $14 million in 2009, $8dlion in 2008 and $11 million in 200
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Organization and Summary of Significant Accouning Policies (Continued)
Property, Plant and Equipme

Property, plant and equipment are recoedaxst. Depreciation and amortization for the Canyfs property, plant and equipment are
computed on straight-line or accelerated (for ¢éertaal assets) methods based on the followingulitieés:

Facility and Leasehold Improvemel 10- 40 year
Network Infrastructure (including fiber ai

conduit) 12- 25 year
Operating Equipmer 4-7 year
Furniture, Fixtures, Office Equipment and Ot 2-7 year

The Company capitalizes costs directly eisged with expansions and improvements of the Gompis communications network,
customer installations, including employee relatests, and generally capitalizes costs associatadhetwork construction and provisioning
of services. The Company amortizes such costsavestimated useful life of three to seven years.

In addition, the Company continues to depdiusiness support systems required for its bssirhe external direct costs of software,
materials and services, and payroll and payradditeel expenses for employees directly associatddbuiiness support systems projects are
capitalized. Upon the completion of a project, tibial cost of the business support system is apsattdover an estimated useful life of three
years.

Capitalized labor and related costs assetiaith employees and contract labor working gpitehprojects were approximately
$57 million, $83 million and $102 million for theegrs ended December 31, 2009, 2008 and 2007, teghec

Leasehold improvements are depreciated ttreeshorter of their estimated useful lives oséeterms that are reasonably assured.

The Company performs periodic internal egis to determine depreciable lives of its propgatgnt and equipment based on input from
global network services personnel, actual usagdtenghysical condition of the Company's propgstsint and equipment.

Asset Retirement Obligatio

The Company recognizes a liability for #stimated fair value of legal obligations assodiatéh the retirement of long-lived assets that
result from the acquisition, construction, devel@mtand/or the normal operation of a long-liveceags the period incurred. The fair value of
the obligation is also capitalized as propertynpknd equipment and then amortized over the etdnmamaining useful life of the associated
asset. Increases to the asset retirement obligkaioility due to the passage of time are recoghize accretion expense and included within
selling, general and administrative expenses f@iGbmmunications business and within cost of regdauthe Coal Mining business on the
Company's consolidated statements of operatiorsn@ds in the liability due to revisions to futueesk flows are recognized by increasing or
decreasing the liability with the offset adjustihg carrying amount of the related long-lived as§etthe extent that the downward revisions
exceed the carrying amount of the related longdli@sset initially recorded when the asset retirg¢rabligation liability was established, the
Company records the remaining adjustment as a tiedito depreciation expense, to the extent obhisal depreciation of the related long-
lived asset, and then to selling, general and adiréive expense.
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Business Combinatiot

All of the Company's business combinatimn2007 and prior years have been accounted fagubkie purchase method of accounting and,
accordingly, are included in Level 3's results pé@tions as of the date of each acquisition. Téragany allocated the purchase price of its
acquisitions to the tangible assets acquired,liiedsi assumed and intangible assets acquiredjdirad in-process research & development
("IPR&D"), based on their estimated fair valuesexcess purchase price over those fair valuesereasded as goodwill. The excess of those
fair values over the purchase price was recordedraduction to long-lived assets.

Goodwill and Acquired Indefinite-Lived Intangiblegets

Accounting guidance prohibits the amoriaof goodwill and purchased intangible asset witlefinite useful lives. The Company
reviews goodwill and purchased intangible assetis indefinite lives for impairment annually at taed of the fourth quarter and whenever
events or changes in circumstances indicate thgiegrvalue of an asset may not be recoverablegbBodwill, the Company performs a two-
step impairment test. In the first step, the Conypaompares the fair value of each reporting unitd@arrying value. The Company's reporting
units are consistent with the reportable segmeletstified in Note 14. The Company considers theafiseultiple valuation techniques in
accordance with the Fair Value Measurements anddsisres guidance to estimate the fair value akip®rting units and has consistently
applied a market approach as part of its impairraeaéssment process. During 2008, the Companyi$madtdized the income approach
(discounted cash flows) as a secondary measureshé&it value, as the Company believed the usenofteer valuation technique should be
considered given the circumstances resulting floendifficult economic environment and extreme vibtsitin the financial markets during
2008, which resulted in a measurement that wasllgqepresentative of the fair value of the repagtunits obtained using the primary value
derived with the market approach. Under the maapptroach, the Company estimates the fair valuggusinn-exchange valuation premise
based upon the market capitalization of Level Bgisjuoted market prices, adds an estimated camteahium, and then assigns that fair ma
value to the reporting units. Under the income aaph, the Company calculated the fair value ofpanéng unit based on the present value of
estimated future cash flows. If the fair valueltd teporting unit exceeds the carrying value ofrieassets assigned to that unit, goodwill is
not impaired and no further testing is performédhé carrying value of the net assets assignéldet@eporting unit exceeds the fair value of the
reporting unit, then a second step is performedthadmplied fair value of the reporting unit's gledll is determined and compared to the
carrying value of the reporting unit's goodwillthfe carrying value of a reporting unit's goodwikteeds its implied fair value, then an
impairment loss equal to the difference is recorded

GAAP also requires that the fair value cd@ired indefinite-lived intangible assets be eated and compared to their carrying value each
year. The Company estimates the fair value of tildaagible assets primarily utilizing an incomeegach. The Company recognizes
impairment loss when the estimated fair value efitidefinite-lived acquired intangible assets sslthan the carrying value.

The Company conducted its goodwill and @&eglindefinite-lived intangible assets impairmangtlyses at the end of the fourth quarter of
2009, 2008 and 2007 and concluded that its goodwdl acquired indefinite-lived intangible assetsen®t impaired in any of those periods.
As a result of the
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(1) Organization and Summary of Significant Accouning Policies (Continued)

sale of the Vyvx advertising distribution busin@sshe second quarter of 2008, the Company alsfopeed an interim impairment analysis of
its indefinite-lived Vyvx trade name and concludbkdt there was no impairment as of June 30, 2008.

LongLived Assets Including Finite-Lived Purchased ihtfible Assets

The Company amortizes acquired intangibkets with finite lives using the straight-line hwd over the estimated economic lives of the
assets, ranging from four to twelve years.

The Company evaluates long-lived assetd) ag property, plant and equipment and acquira@ible assets with finite lives, for
impairment whenever events or changes in circurosgimdicate the carrying value of an asset maypeaagecoverable. The Company assesses
the recoverability of the assets based on the oodiged future cash flows the assets are expeatgenerate and recognizes an impairment
loss when estimated undiscounted future cash feoypected to result from the use of the assetsr@tiproceeds expected from disposition of
the assets, if any, are less than the carryingevalthe assets. If an asset is deemed to be iethdire amount of the impairment loss is the
excess of the asset's carrying value over its agtidnfair value.

The Company conducted a long-lived assptimment analysis in 2009, 2008 and 2007 and cdeduhat its long-lived assets, including
finite-lived acquired intangible assets, were mopaired.

Concentration of Credit Risk

Financial instruments that potentially ®dbjthe Company to concentrations of credit rigkstst principally of cash equivalents, accounts
receivable, restricted cash and securities andatares. The Company maintains its cash equivaleessricted cash and securities and
derivatives with various financial institutions. 83e financial institutions are primarily locatedtie United States and Europe and the
Company's policy is to limit exposure with any angtitution. As part of its cash and risk managetpeacesses, the Company performs
periodic evaluations of the relative credit stagdifi the financial institutions. The Company alss lestablished guidelines relative to financial
instrument credit ratings, diversification and nrétes that seek to maintain safety and liquiditile Company's investment strategy generally
results in lower yields on investments but redubesrisk to principal in the short term prior tefle funds being used in the Company's
business. The Company has not experienced anyiaidtsises on financial instruments held at finahtistitutions. The Company utilizes
interest rate swap contracts to protect againstffleets of interest rate fluctuations. Such castranvolve the risk of non-performance by the
counterparty, which could result in a material loss

The Company provides communications sesvioe wide range of wholesale and enterprise mests, ranging from well capitalized
national carriers to small early stage companigkénUnited States and Europe. Credit risk witlpees to accounts receivable is generally
diversified due to the large number of entities pasing Level 3's customer base and their dispera@oss many different industries and
geographical regions. The Company performs ongoiadit evaluations of its customers' financial dtod and generally requires no collate
from its customers, although letters of credit degosits are required in certain limited circumstsn The Company has from time to time
entered into agreements with value-added resell@tsother channel partners to reach consumer datbeise markets for voice services. The
Company has policies and procedures in place tinateathe financial condition of these reselleisipio initiating service to the final
customer. The Company maintains an allowance fabtlol accounts based upon the expected colledabfi
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accounts receivable. Due to the Company's creditiation and collection process, bad debt expemses not been significant; however, the
Company is not able to predict changes in the fir@rstability of its customers. Any material charig the financial status of any one or a
particular group of customers may cause the Compaagjust its estimate of the recoverability afewables and could have a material
adverse effect on the Company's results of operatigair values of accounts receivable approxirasé due to the short period of time to
collection.

A relatively small number of customers agudfor a significant percentage of the Compargi&nue. The Company's top ten customers
accounted for approximately 28%, 32% and 34% ofl&s communications revenue for the years endsze@ber 31, 2009, 2008 and 2007,
respectively.

Recently Issued Accounting Pronouncem

In December 2007, the FASB issued revisedagce on business combinations, which replaaesittsting guidance on business
combinations. The revised guidance retains the nlyidg concepts of the existing guidance in thateatity is required to recognize the assets
acquired and liabilities assumed at their fair eadn the acquisition date. The revised guidancagdmthe accounting treatment for certain
specific acquisition related items to require: ékpensing acquisition related costs as incurrédeXgensing changes in deferred tax asset
valuation allowances and income tax uncertaintiess he acquisition date; (3) valuing noncontrajlinterests at fair value at the acquisition
date; (4) generally expensing restructuring cost®eiated with an acquired business; (5) capitajiifi-process research and development
assets acquired and (6) measuring acquirer shemesd in consideration for a business combinatidairavalue on the acquisition date as
opposed to the announcement date. The revisedrggddso includes a substantial number of newalsicé requirements. The revised
guidance is to be applied prospectively to busimessbinations for which the acquisition date isoorafter January 1, 2009. The effect of
adopting this guidance on the Company's consolidiesults of operations and financial condition wé largely dependent on the size and
nature of any business combinations completed @iter January 1, 2009.

In April 2009, the FASB issued additionaidance to address application issues on initizdgaition and measurement, subsequent
measurement and accounting, and disclosure ofsaasdtliabilities arising from contingencies inusimess combination. This guidance is
effective for assets or liabilities arising fromntimgencies in business combinations for whichabguisition date is on or after January 1, 2
The effect of adopting this guidance on the Com{saognsolidated results of operations and finaragabition will be largely dependent on
size and nature of any business combinations cdetbt or after January 1, 2009.

In October 2009, the FASB issued a new actiog standard that provides revenue recognitiidance for arrangements with multiple
deliverables. Specifically, the new standard rezpian entity to allocate consideration at the itioepf an arrangement to all of its deliveral
based on their relative selling prices. In the absef the vendor-specific objective evidence adtparty evidence of the selling prices,
consideration must be allocated to the deliverabés®d on management's best estimate of the sptites. In addition, the new standard
eliminates the use of the residual method of atlonaThis guidance is generally expected to resulevenue recognition for more delivered
elements than under the current rules. Level 8dsired to adopt this guidance prospectively fav ne materially modified agreements as of
January 1, 2011. The Company is evaluating theeffethis
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guidance, but does not expect adoption to havetariabeffect on its consolidated results of opierat or financial condition.

In June 2009, the FASB issued a new acgaoyistandard that changes the consolidation rideébey relate to variable interest entities.
The new standard makes significant changes to tidehfor determining who should consolidate a \@dadnterest entity, and also addresses
how often this assessment should be performedstmelard is effective for Level 3 effective Januir2010. The Company is currently
evaluating the effect of this guidance, but woubd expect it to have a material effect on the Comyfsaconsolidated results of operations or
financial condition.

(2) Vyvx Advertising Distribution Business Disposiion

On June 5, 2008, Level 3 completed the chis Vyvx advertising distribution business t@&FastChannel, Inc. and received gross
proceeds at closing of approximately $129 milliorcéash. Net proceeds from the sale approximatet 8fithon after deducting transaction-
related costs.

Operating results and cash flows from tlyga/advertising distribution business are preseiezbntinuing operations for all periods
presented through the date of sale. The dispogakd¥yvx advertising distribution business did nwet the criteria for presentation as
discontinued operations since the business wasamsidered a separately identifiable asset group.

Level 3 recognized a gain on the sale efMtiivx advertising distribution business of $96lioil in 2008. The gain is presented in the
consolidated statements of operations as "Gainaten & Business Groups."

The carrying amounts of the major clasgesssets and liabilities included in the sale ef Wyvx advertising distribution business were as
follows (in millions):

Other Current Asse' $ 1
Property, Plant and Equipment, | 3
Other Intangibles, ne 22
Accounts Payabl (8]

$ 25

Revenue attributable to the Vyvx advertsitistribution business totaled $15 million in 20081 $36 million in 2007. The financial
results, assets and liabilities of the Vyvx adwsénty distribution business are included in the Camitations operating segment through the
date of sale.

(3) Loss Per Share

The Company computes basic net loss pee dhadividing net loss for the period by the weaghaverage number of shares of common
stock outstanding during the period. Diluted neslper share is computed by dividing net lossHemeriod by the weighted average numb:
shares of common stock outstanding during the dexial including the dilutive effect of common stdlkt would be issued assuming
conversion or exercise of outstanding convertiloies, stock options, stock based compensation aveandl other dilutive securities. No such
items were included in the computation of diluteslsl per share in 2009, 2008 or 2007 because th@&ygnincurred a loss from continuing
operations in each of these periods and the effdoclusion would have been anti-dilutive.

F-19




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(3) Loss Per Share (Continued)

The effect of approximately 673 million,&illion and 315 million shares issuable pursuarthe various series of convertible notes
outstanding at December 31, 2009, 2008 and 208@eatively, have not been included in the companatif diluted loss per share because
their inclusion would have been anti-dilutive te tomputation. In addition, the effect of the apprately 43 million, 57 million and
55 million stock options, outperform stock optiorsstricted stock units and warrants outstandirigeatember 31, 2009, 2008 and 2007,
respectively, have not been included in the comjmurtaf diluted loss per share because their inatug/ould have been anti-dilutive to the
computation.

(4) Property, Plant and Equipment

The components of the Company's propetant@nd equipment as of December 31, 2009 and 2@08s follows (in millions):

Accumulated

Cost Depreciation Net

December 31, 200!
Land $ 162 $ — $ 162
Land Improvement 80 (44) 36
Facility and Leasehold

Improvements

Communication: 1,90¢ (802) 1,104

Coal Mining 15¢ (15€) 3
Network Infrastructurt 5,632 (2,269  3,36:
Operating Equipmen

Communication: 4,00¢ (3,047 96¢

Coal Mining 74 (66) 8
Furniture, Fixtures and

Office Equipmen 14€ (229 17
Other 23 (22 1
Constructio-in-Progres: 25 — 25

$ 12,21¢ $ (6,529 $ 5,68

December 31, 200:

Land $ 16¢ $ — $ 16¢
Land Improvement 68 (35 33
Facility and Leasehold

Improvements

Communication: 1,85¢ (682) 1,17¢

Coal Mining 151 (150 1
Network Infrastructurt 5,56¢ (1,967%) 3,601
Operating Equipmen

Communication: 3,73¢ (2,615 1,12z

Coal Mining 72 (65) 7
Furniture, Fixtures and

Office Equipmen 13¢ (123 18
Other 24 (22 2
Constructior-in-Progres: 31 — 31

$ 1181¢ $ (5657 $ 6,15¢
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Land primarily represents owned asseth®fcbmmunications business, including land improxes1 Capitalized business support
systems and network construction costs that hat/been placed in service have been classified mstiection-in-progress.

Depreciation expense was $823 million i020832 million in 2008 and $838 million in 2007.
(5) Asset Retirement Obligations

The Company's asset retirement obligattamsist of legal requirements to remove certaitsafietwork infrastructure at the expiration of
the underlying right-of-way ("ROW") term, restoi@tirequirements for leased facilities and reclaomatequirements in the coal mining
business to remediate previously mined properfiee. Company recognizes its estimate of the famevalf its asset retirement obligations in
the period incurred in other long-term liabiliti@$he fair value of the asset retirement obligat®also capitalized as property, plant and
equipment and then amortized over the estimatedireny useful life of the associated asset.

As a result of indicators suggesting thateéstimated cash flows underlying the Company'#/R(3set retirement obligations were too
high, the Company revised its assessment on Dege3itb@008. Network infrastructure relocations aaded that the Company is not being
required to physically remove its underground nekwnfrastructure at rates consistent with the Canys previous estimates. Other internal
and external information corroborated these lowé&zs. As a result, on December 31, 2008, the Coynaised its probability assessment
related to its requirement to physically removeuitslerground network infrastructure at the endcefunderlying ROW terms, which caused a
significant reduction to the related cash flows the Company believes will be required to setdeROW asset retirement obligations. The
Company reduced its asset retirement obligatidsiliig accordingly as of December 31, 2008.

As part of the ROW asset retirement obligathange in estimate, the Company determinedcivéin of its asset retirement obligations
for acquired entities should have been highereagtiquisition date. As a result, the Company iregdaoodwill by approximately $15 million
as of December 31, 2008.

The Company also determined that its esémaf restoration costs for its leased facilityeasetirement obligations were too high based
on current costs to restore. As a result, on Deeer@b, 2008, the Company reduced its estimatdseofash flows that it believes will be
required to settle its leased facility asset raetgat obligations at the end of the respective léases, which resulted in a reduction to the
Company's asset retirement obligation liability.

In the fourth quarter of 2008, the Compams awarded a long-term coal contract, which wilead the life of one of the Company's coal
mining operations. As a result of the increasdadstimated life of one of the Company's coal ngriperations, the Company revised the
timing of its cash flows to remediate the mining siausing a reduction in its asset retiremengabitin liability in the fourth quarter of 2008.
In 2009, the Company increased its asset retireptdigation by $6 million to reflect a change iretestimation of the cost to remediate.

As a result of the aforementioned revisionthe estimated amount and timing of cash floarsaset retirement obligations, the Company
reduced its asset retirement obligation liabiliyy#103 million with an offsetting reduction to pemy, plant and equipment of $21 million,
selling, general and administrative expenses ofrB&n, depreciation and amortization of $11 noifl and an
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increase to goodwill of $15 million in 2008. Ther@pany reduced property, plant and equipment t@xtent of the carrying amount of the
related long-lived asset initially recorded whee #sset retirement obligation liability was esstidid. The remaining amount of the reduction

to the asset retirement obligation was recordeadrasluction to depreciation expense, to the extehistorical depreciation of the related long-
lived asset, and then to selling, general and adiréive expense.

Approximately $71 million of restricted ¢aand securities were contractually restrictecettiesthe Company's coal mining reclamation
liabilities at December 31, 2009 and 2008, and@cerded in non-current, restricted cash and siesion the consolidated balance sheets.

The following table provides asset retiratr@bligation activity for the years ended Decenmier2009 and 2008 (in millions):

December 31,

2009 2008
Asset retirement obligation at Januar $ 151 $ 231
Liabilities incurred 6 2
Accretion expens 16 25
Liabilities settlec (6) 4
Revision in estimated cash flo\ — (209)
Asset retirement obligation at Decembel $ 167 $ 151

(6) Goodwill

The changes in the carrying amount of gdbbdinring the year ended December 31, 2009 afelasvs (in millions):

Coal
Communications Mining
Segment Segment Total
Balance as of January
2008 $ 1,421 $ — $ 1,421
Goodwill adjustment 12 — 12
Effect of foreign currenc
rate chang: @ — @
Balance as of
December 31, 200 $ 1,432 $ — $ 1,43
Goodwill adjustment 3) — 3)
Balance as of
December 31, 200 $ 1,42¢ $ — $ 1,42¢

The goodwill adjustments primarily relateatsset retirement obligation revisions. The Compaxised the amount of its original estimate
of undiscounted cash flows related to certain R@@&karetirement obligations at December 31, 2088t of the ROW asset retirement
obligation change in estimate, the Company detexcththat certain of its asset retirement obligatfonscquired entities should have been
higher at the acquisition date. As a result, thenfany increased goodwill by approximately $15 midlas of December 31, 2008.

The Company conducted its annual goodwipairment analysis at December 31, 2009. The Coybpas consistently applied a market
approach to determine the fair value of its repagrtinits
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at December 31, 2009 and 2008. During 2008, thepgaomhad also utilized the income approach (distmloash flows) as a secondary
measurement of fair value, as the Company belitivedise of another valuation technique should Insidered given the circumstances
resulting from the difficult economic environmemtdbextreme volatility in the financial markets digi2008. The results of the Company's
valuations indicated that the fair value of the @mmications business significantly exceeded itsytag value and as a result, Level 3
concluded that its goodwill is not impaired at Daber 31, 2009 and 2008.

(7) Acquired Intangible Assets

Identifiable acquisition-related intangilassets as of December 31, 2009 and December 38 yfre as follows (in millions):

Gross
Carrying Accumulated
Amount Amortization Net
December 31, 200!
Finite-Lived Intangible Assets
Customer Contracts at
Relationship:s $ 74 % (407) $ 33¢
Patents and Develop
Technology 141 (62 79
884 (469) 41E
Indefinite-Lived Intangible
Assets:
Vyvx Trade Name 32 — 32
Wireless License 20 — 20

$ 93¢ § (469) $ 467

December 31, 200:
Finite-Lived Intangible Assets
Customer Contracts and

Relationship:s $ 74 % (325) $ 41¢
Patents and Developed
Technology 141 (52 89
884 (377 507
Indefinite-Lived Intangible
Assets:
Vyvx Trade Name 32 — 32
Wireless License 20 — 20

$ 93¢ $ (377) $ 55¢

Acquired finite-lived intangible asset atiwation expense was $92 million in 2009, $99 miilin 2008 and $104 million in 2007.

The weighted average remaining useful lnfethe Company's acquired finite-lived intangibksets was 4.2 years for customer contracts
and relationships and 7.2 years for patents andldped technology.
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As of December 31, 2009, estimated amditimaxpense for the Company's finite-lived acdigairelated intangible assets over the next
five years and thereafter is as follows (in milkdn

2010 $ 92
2011 91
2012 70
2013 51
2014 40
Thereaftel 71

$ 41t

(8) Restructuring and Impairment Charges

Changing economic and business conditisngal as organizational structure optimizatioroef have caused the Company to initiate
various workforce reductions resulting in involugtamployee terminations. The Company has als@ied multiple workforce reductions
resulting from the integration of acquired companRestructuring charges totaled $9 million in 206026 million in 2008 and $11 million in
2007.

During 2009, the Company initiated a workfreduction of approximately 260 employees, ordd%e Company's total employee base.
As a result of the 2009 workforce reduction, ther@any incurred a restructuring charge of $9 milliath of which related to the
communications business. The workforce reductiefeged to multiple levels within the organizatiordaacross multiple locations within No
America. The terms of the workforce reduction, inthg the involuntary termination benefits to beeiged by affected employees, were
communicated by the Company in 2009. The Compaitd/ggzproximately $21 million of involuntary termitian benefits for affected
employees in 2009, of which $9 million relatedlie Company's 2009 restructuring activities and®ilRon related to prior restructuring
activities. The Company does not have any remailiédgjities related to restructuring activitiesmpleted prior to 2009.

During the fourth quarter of 2008, the Camy initiated a workforce reduction of approximgté00 employees, or 7% of the Company's
total employee base, and incurred a restructutirgge of $12 million, all of which related to thenemunications business. The workforce
reductions relate to multiple levels within the angzation and across multiple locations within Kokimerica. The terms of the workforce
reduction, including the involuntary terminatiomileéits to be received by affected employees, wenencunicated by the Company in the
fourth quarter of 2008. The Company concludedwskforce reduction in the first quarter of 200% 8f December 31, 2008, none of the
$12 million of involuntary termination benefits veepaid. The benefits were recorded in accrued fiaamd employee benefits on the
consolidated balance sheets.

The Company also has accrued contract tertion costs of $42 million and $49 million as afd@mber 31, 2009 and December 31, 2
respectively, for facility lease costs, primarityNorth America, that the Company continues to ineithout economic benefit. Accrued
contract termination costs are recorded in otladgillties (current and non-current) in the consatiédl balance sheets. The Company expects to
pay the majority of these costs through 2018. Tam@any incurred charges of approximately $1 millio2009 and $11 million in 2008 as !
Company ceased using additional
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facilities and as a result of revisions to thereated cash flows for certain facility subleasese Tompany did not incur any such charges in

2007. The Company records charges for contractitetion costs within selling, general and admiittte expenses in the consolidated
statements of operations.

(9) Fair Value

GAAP defines fair value as the price thauld be received from selling an asset or paidaogfer a liability in an orderly transaction
between market participants at the measurement\déiten determining the fair value measurementsd$gets and liabilities required to be
recorded at fair value, the Company considers timeipal or most advantageous market in which itilddransact and considers assumptions
that market participants would use when pricingakget or liability, such as inherent risk, transéstrictions, and risk of nonperformance.

Fair Value Hierarchy

GAAP establishes a fair value hierarchy tbguires an entity to maximize the use of obdgevanputs and minimize the use of
unobservable inputs when measuring fair value nArftial instrument's categorization within the faitue hierarchy is based upon the lowest
level of input that is significant to the fair valmeasurement. GAAP establishes three levels atsrthat may be used to measure fair value:

Level 2—Quoted prices in active markets for identical &sse liabilities.

Level 2—Observable inputs other than Level 1 prices sschusted prices for similar assets or liabilitiggpted prices in markets with
insufficient volume or infrequent transactions ¢§lestive markets); or model-derived valuations Iricl all significant inputs are observable or
can be derived principally from or corroborateddingervable market data for substantially the &t of the assets or liabilities.

Level 3—Unobservable inputs to the valuation methodoldgy are significant to the measurement of fair @altiassets or liabilities.
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The table below presents the fair valueséotain of Level 3's liabilities measured on eureing basis as well as the input levels used to
determine these fair values as of December 31, 288December 31, 2008 (in millions):

Fair Value Measurement Using

Quoted Prices Significant
Total in Active Other Significant
Carrying Value Markets for Observable Unobservable
in Consolidated Identical Assets Inputs Inputs
Balance Sheet (Level 1) (Level 2) (Level 3)
December 31 2009 2008 2009 2008 2009 2008 2009 2008

(dollars in millions)

Liabilities Recordec

at Fair Value in

the Financial

Statements
Interest Rate Sws

Liabilities

(included in othe

non-current

liabilities) $ 92 $ 97 $ — % — 3 92 $ 97 $ — $ —
Embeddec

Derivatives in

Convertible Debt

(included in othel

non-current

liabilities) $ 20 $ 13 $ — % — 3 20 13 $ — $ —
Total Liabilities

Recorded at Fair

Value in the

Financial

Statement $ 11z $ 11C $ — 3 — $ 112 $ 11 $ — $ —

Liabilities not
Recorded at Fair
Value in the
Financial
Statements
Long-term Debt,
including the
current portior $ 646( $ 6,431 $ 499 $ 3,21¢ $ 1342 $ 7471 $ — $ —

The interest rate swaps are measured ordaace with the Fair Value Measurements and Désecés guidance using discounted cash
techniques that use observable market inputs, asithBOR-based yield curves, forward rates, andsgeeific swap rate stated in each of the
swap agreements. The embedded derivative contieetsriced using inputs that are observable imthgket, such as the Company's stock
price, risk-free interest rate and other contrddrans of certain of the Company's convertibletdeb

(10) Financial Instruments

The Company's financial instruments condisgtash and cash equivalents, restricted caslsequtities, accounts receivable, accounts
payable, interest rate swaps, embedded derivabivearts and long-term debt including the currenmtipn. The carrying values of cash and
cash equivalents, restricted cash and securitesuats receivable and accounts payable approxihthédr fair values at December 31, 2009
and December 31, 2008. The interest rate swapsrabedded derivative contracts are recorded indhsdatidated balance sheets at fair value.
The carrying value of the Company's long-term diglefuding the current portion, reflects the oragiamounts borrowed net of unamortized
discounts, premiums and debt discounts and wastiidh as of December 31, 2009 and $6.4 billienod December 31, 2008. The estimated
fair value of the Company's long-term debt apprated $6.3 billion at December 31, 2009 and $4lbhiat December 31, 2008. The fair
values
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of the Company's actively traded long-term debtengstimated using the December 31, 2009 and 20@®ricie trading quotes as provided by
large financial institutions that trade in the Canp's securities. The pricing quotes provided lBg¢hmarket participants incorporate sprea
the Treasury curve, security coupon, convertiblgéooylity, borrower entity, corporate and secur#gings, maturity date and liquidity, among
other security characteristics and relative valugoth the borrower entity level and across otleeusties of similar characteristics. The fair
value of the Commercial Mortgage is not readilyedetinable. The fair value is estimated by manageimgliscounting the expected cash
outflows using quoted prices and implicit markeglgls of similar maturity and security profile. Tfaér value of the Commercial Mortgage was
approximately $75 million and $62 million at Decesnl31, 2009 and 2008, respectively, as comparétktoarrying amounts of $68 million
and $69 million, respectively. The 9% Convertiben®r Discount Notes due 2013, the 7% Convertilelei& Notes due 2013, the 7%
Convertible Senior Notes due 2015, Series B, aad 8% Convertible Senior Notes due 2013 are ndettan an active market. The fair value
of these notes was estimated using a Black-Schaleation model that includes ridkee, stock price, strike price, volatility and maty inputs
for the option component and for the bond compartertvalue determined by discounting cash flovemeisited with the note's interest
payments using estimated market yields. The bohdva driven by the difference between estimatedket yields and the securities coupon
over the remaining life of the security. The 11.5&nior Notes due 2010 are not actively traded isbsbtuments. The estimated fair value of
these debt instrument was derived using marketdlyieh other Level 3 traded debt of similar charégties and discounted cash flows.

Restricted Cash and Securiti

Restricted cash and securities consistsagrify of cash and investments that serve to aaiddize outstanding letters of credit, long-term
debt and certain performance and operating obtigatof the Company, as well as cash and investmesitscted to fund certain reclamation
liabilities of the Company. Restricted cash andusées are recorded in other assets (current orawrent) in the consolidated balance sheets
depending on the duration of the restriction aredpgirpose for which the restriction exists.

The cost and fair value of restricted caisti securities totaled $125 million at December28D9 and $130 million at December 31, 2008.
Cash Flow Hedges

The Company has floating rate long-termtde®e Note 11). These obligations expose the Coyntgavariability in interest payments due
to changes in interest rates. If interest rateeme, interest expense increases. Conversahyerest rates decrease, interest expense also
decreases. On March 13, 2007, Level 3 Financing the Company's wholly owned subsidiary, entengéd fiwo interest rate swap agreements
to hedge the interest payments on $1 billion nai@mount of floating rate debt. The two interegérswap agreements are with different
counterparties and are for $500 million each. Thrdactions were effective beginning April 13, 2@0id mature on January 13, 2014. Under
the terms of the interest rate swap transactitiesCompany receives interest payments based amgtiiree month LIBOR terms and pays
interest at the fixed rate of 4.93% under one grearent and 4.92% under the other. The Companyédsgrated the interest rate swap
agreements as cash flow hedges on the interestguagrior $1 billion of floating rate debt. The Coany evaluates the effectiveness of the
hedges on a quarterly basis. The Company measures
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effectiveness by offsetting the change in the \weiportion of the interest rate swaps with thenges in interest expense paid due to
fluctuations in the LIBOR-based interest rate. €fective portion of changes in the fair value efidatives designated and that qualify as cash
flow hedges is recorded in Accumulated Other Cotmgnsive Loss and is subsequently reclassifiedgataings in the period that the hedged
transaction affects earnings. During 2009, thesiwaté/es were used to hedge the variable cashsflassociated with existing obligations. The
ineffective portion of the change in fair valuedafrivatives is recognized directly in the consdkdistatements of operations. All components
of the interest rate swaps were included in thessssent of hedge effectiveness. Hedge ineffectsgefte the Company's cash flow hedges

not material in any period presented.

Amounts reported in Accumulated Other Caghensive Loss ("Accumulated OCI") related to deies will be reclassified to interest
expense as interest payments are made on the Cyispariable-rate debt. As of December 31, 2008 Gbmpany had the following
outstanding interest rate derivatives that werégdesed as cash flow hedges of interest rate risk:

Number of Notional
Interest Rate Derivative Instruments (in Millions)
Interest rate sway Two $ 1,00(

The table below presents the fair valuthefCompany's derivative financial instruments a8l s their classification on the consolidated
balance sheets as follows (in millions):

Liability Derivatives

December 31, 2009 December 31, 2008

Derivatives designated a Balance Shee Fair Balance Shee Fair
hedging instruments Location Value Location Value
Cash flow hedgint

contracts Other noncurrent liabilitie $ 92 Other noncurrent liabilitie $ 97

Liability Derivatives

December 31, 200! December 31, 200:
Derivatives not designated a Balance Shee Fair Balance Shee Fair
hedging instruments Location Value Location Value

Embedded equity
conversion right:

Other noncurrent liabilitie $ 20 Other noncurrent liabilitie $ 13

The table below presents the effect ofGbenpany's derivative instruments on the Compamyisalidated balance sheets and statements
of operations for the years ended December 31, 2662008:

Derivatives in Cash Flow
Hedging Relationships

Interest rate sway

Amount of Gain
(Loss) Recognized

in OCl on )
Derivative Location of
(Effective Portion) Gain(Loss)

Reclassified from
Accumulated
OCl into Income
2009 2008 (Effective Portion)

December 31,

Amount of Loss
Reclassified from
Accumulated OCI into
Earnings
(Effective Portion)
December 31,

2009 2008

$ 5 $ (60) Interest expens
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The Company has not recognized any galassrin income for hedge ineffectiveness relateitstoterest rate swaps for the three years
ended December 31, 2009. The Company does nottepeclassify any gains or losses into earningBimthe next twelve months.

The effect of the Company's derivativerimstents on net (loss) and income is as followsrilfions):

December 31

Derivatives not designated a Location of Gain Recognized ir
hedging instruments Income on Derivative 2009 2008 2007
Embedded equity conversion rigt

@ Other Income (Expens—Other,ne $ 14 $ — $ —

@ See Note 1 for additional information on the Compapurpose for entering into derivatives not deatgd as hedging
instruments

The fair value of the interest rate swapeaments was a liability of $92 million as of Dedrmn31, 2009 and $97 million as of
December 31, 2008. Unrealized gains of $5 millim2009 and losses of $60 million in 2008 were réedron the interest rate swap agreen
and are included in other comprehensive income)ldhe change in the fair value of the interett savap agreements is reflected in other
comprehensive income (loss) due to the fact thatrtterest rate swap agreements are designatéféetive cash flow hedges of $1 billion
notional amount of the Company's floating rate debt
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As of December 31, 2009 and 2008, long-téetnt was as follows:

(dollars in millions) 2009 2008
Senior Secured Term Loan due 2( $ 1,68C $ 1,40(
Senior Notes due 2010 (11.5' — 13
Senior Notes due 2011 (10.75 3 3
Floating Rate Senior Notes due 2( — 6
Senior Notes due 2013 (12.25 55C 55C
Senior Notes due 2014 (9.25' 1,25(C 1,25(
Floating Rate Senior Notes due 2(

(4.601% as of December 31, 20( 30C 30C
Senior Notes due 2017 (8.75' 70C 70C
Convertible Senior Notes due 2010 (2.87* 40 192
Convertible Senior Notes due 2011 (5.2t 19¢ 33C
Convertible Senior Notes due 2011 (10.( 172 22¢
Convertible Senior Notes due 2012 (3.t 294 32¢
Convertible Senior Notes due 2013 (15.( 40C 40C
Convertible Senior Discount Notes due 2(

(9.0%) 29t 29t
Convertible Senior Notes due 2015 (7.C 20C —
Convertible Senior Notes due 2015 Serie

(7.0%) 27¢ —
Convertible Subordinated Notes due 200¢

(6.0%) — 181
Convertible Subordinated Notes due 201(

(6.0%) 111 30¢
Commercial Mortgage due 2015 (6.86 68 69
Capital Lease 32 35

Total Debt Obligation: 6,56¢ 6,58¢

Unamortized (Discount) Premiut
Discount on Senior Secured Term Loan d

2014 2 —
Discount on Senior Notes due 2013 (12.2 2 2
Premium on Senior Notes due 2014 (9.2! 8 9
Discount on Convertible Senior Notes ¢

2011 (5.25% (39) (89)
Discount on Convertible Senior Notes due

2014 (3.5%; (46) (69)
Discount on Convertible Senior Notes due

2015 (7.0% (4) —
Discount due to embedded derivat

contracts (25) 4

Total Unamortized (Discount) Premit (109 (155)
Carrying Value of Dek 6,46( 6,431

Less current portio (70%) (18¢€)
Long-term Debt, less current portis $ 5758 $ 6,24f

Convertible Debt That May be Settled in Cash Uponwersion

During 2008, the FASB issued accountinglgoce that requires issuers of convertible delbtrtizs be settled in cash upon conversion to
separately account for the debt and equity compsraithe convertible debt in a way that reflebis issuer's borrowing rate at the date of
issuance for similar debt instruments without tbev@rsion feature. This guidance applies to cedhthe Company's
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convertible debt that may be settled in cash upmversion and was effective for the Company begipioin January 1, 2009 and has been
applied retrospectively to all periods presentethenCompany's consolidated financial statemertiofAgh the adoption of this accounting
guidance does not affect the Company's actualgrdature cash flows, the Company incurred addé@laron€ash interest expense as a rest
its adoption of this accounting guidance of apprately $39 million for the year ended December28)9. The Company expects to incur
additional non-cash interest expense of $35 millmrthe year ended December 31, 2010, $39 miftiorthe year ended December 31, 2011
and $10 million for the year ended December 31228btwithstanding any further debt repurchasedifitations, extinguishments or
conversion of its convertible debt subject to actimg under this guidance prior to maturity.

This new guidance is only applicable to@w@npany's 5.25% Convertible Senior Notes due 20it13.5% Convertible Senior Notes due
2012, as the Company has the right to deliver @abu of shares of its common stock, or a comtimaof cash and shares of common stock,
upon conversion for each of these issuances. ¥®&Convertible Senior Notes are convertible, atdption of the holders, into
approximately 50 million shares of the Companyiscmn stock as of December 31, 2009, at a converaterof $3.98 per share, subject to
certain adjustments. The 3.5% Convertible Senidebdlare convertible, at the option of the holdets, approximately 54 million shares of the
Company's common stock as of December 31, 20@9canversion price of $5.46 per share, subjecetam adjustments.

The Company recognized total interest expef approximately $64 million, $66 million and3@illion during the years ended
December 31, 2009, 2008 and 2007, respectivelgte@lto both the contractual interest coupon anaftiration of the discount for the liability
component of the Company's 5.25% Convertible Sevdates and 3.5% Convertible Senior Notes. The #ffeinterest rate on the liability
component of the Company's 5.25% Convertible Sexates is approximately 17%. The effective interagt on the liability component of t
Company's 3.5% Convertible Senior Notes is appraséty 11%. The Company is amortizing the discoumthe liability component of its
5.25% Convertible Senior Notes and 3.5% Convert@aior Notes over the remaining term of each isseia

The carrying amount of the equity componprihcipal amount of the liability component, unamized debt discount related to the
liability component and net carrying amount of liadility component of the Company's convertiblddthat may be settled in cash upon
conversion as of December 31, 2009 and Decemb&(0BB, were as follows (in millions):

December 31 December 31
2009 2008

Carrying amount of equity

componen $ 24 % 241
Principal amount of liability

componen $ 49z $ 65€
Unamortized discount related

liability component (84 (15§)
Net carrying amount of liabilit

componen $ 40¢ $ 49¢
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2009 Debt Issuances

During the second quarter of 2009, LevEIrg&ancing amended and restated its existing seeicured credit facility to increase the
borrowings through the creation of a $280 milliormfiche B Term Loan that matures on March 13, 2014 avcurrent interest rate of LIBOR
plus 8.50% per annum, with LIBOR set at a minimui.60%. The net proceeds of the Tranche B Ternmlweare approximately
$274 million after deducting a $2 million originasue discount and $4 million of debt issuancescost

Level 3 Financing's obligations under tmarithe B Term Loan are, subject to certain exceptisecured by certain of the assets of (i) the
Company and (ii) certain of the Company's matetiahestic subsidiaries which are engaged in the aamzations business. The Company
and certain of its subsidiaries have also guardrttee obligations of Level 3 Financing under tharniathe B Term Loan.

No changes were made to any of the reisiicovenants or events of default contained iretkisting senior secured credit facility.

During the fourth quarter of 2009, LeveL8mmunications, Inc. issued (at par) $275 milliggregate principal of 7% Convertible Senior
Notes due 2015, Series B, (the "7% Convertible @dadotes, Series B"). The net proceeds approxim®2dd million after deducting de
issuance costs of approximately $1 million. Theme notes are substantially similar in all respézthe $200 million of 7% Convertible Not
due 2015 issued on June 26, 2009, except that ttoéss will be a separate series (Series B). Th&€ad¥#vertible Senior Notes due 2015,
Series B, will mature on March 15, 2015 and haventarest rate of 7% per annum with interest pagaleimi-annually on March 15 and
September 15, beginning on March 15, 2010. Inteneshese notes will accrue from October 15, 2009.

2009 Debt Exchange

During the second quarter of 2009, the Camypexchanged approximately $142 million aggregatecipal amount of the Company's 6%
Convertible Subordinated Notes due 2010 and apprately $140 million aggregate principal amounttsfd.875% Convertible Senior Notes
due 2010 for $200 million aggregate principal amafrthe Company's 7% Convertible Senior Notes 20> (7% Convertible Notes due
2015") and $78 million in cash, plus accrued anplaithinterest.

The Company recognized a net gain on tiebange transaction, after deducting $1 millionfiamortized debt issuance costs, of
approximately $7 million. The gain was recorded@ain on extinguishment of debt, net" in the coitaikd statements of operations.

The Company paid approximately $3 millidrdebt issuance costs in the third quarter rel&iedis transaction.
2009 Debt Repurchases and Maturities

In the first quarter of 2009, the Compaegurchased $5 million aggregate principal amouritsdd% Convertible Senior Notes due 2009
and $1 million aggregate principal amount of its524 Senior Notes due 2010 at discounts to the ip@ahamounts and recognized a net gai
extinguishment of less than $1 million.

In the second quarter of 2009, the Compapurchased approximately $301 million aggregaiteciral amount of various issues of its
convertible debt at discounts to the principal amand
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recognized a net gain on extinguishment of deldippiroximately $7 million. The gain consisted of38 $nillion cash gain, which was partially
offset by $20 million of unamortized debt discousit, million in unamortized debt issuance costs@®8d million increase to equity for the
component of the convertible debt subject to neidance for convertible debt that may be settledaish upon conversion. The gain was
recorded in "Gain on extinguishment of debt, netthie consolidated statements of operations.

The second quarter 2009 debt repurchasessted of $121 million in 2009 maturities, $501mil in 2010 maturities, $106 million in
2011 maturities and $24 million in 2012 maturiti€ee second quarter 2009 debt repurchases consistied following:

. $121 million aggregate principal amount of 6% Catitsée Subordinated Notes due 2009;
. $47 million aggregate principal amount of 6% Coniaet Subordinated Notes due 20:

. $3 million aggregate principal amount of 2.875% Centible Senior Notes due 201

. $75 million aggregate principal amount of 5.25% @antible Senior Notes due 2011,

. $31 million aggregate principal amount of 10% Catitée Senior Notes due 2011; and

. $24 million aggregate principal amount of 3.5% Catitée Senior Notes due 201

In the third quarter of 2009, $55 milliohautstanding aggregate principal of the Compaé¥sConvertible Subordinated Notes due 2009
matured. In addition, during the third quarter 602, the Company repurchased approximately $3%midggregate principal amount of
various issues of its convertible and floating i@t at discounts to the principal amount andgeized a net gain on extinguishment of debt
of approximately $2 million. The third quarter 2008bt repurchases consisted of $11 million in 2@h8urities and $28 million in 2011
maturities. The third quarter 2009 debt repurchasesisted of the following:

. $25 million aggregate principal amount of 10% Conitde Senior Notes due 20:
. $8 million aggregate principal amount of 6% Con@diSubordinated Notes due 20
. $3 million aggregate principal amount of 2.875% @antible Senior Notes due 2010; and

. $3 million aggregate principal amount of Floatingt&Notes due 2011.

During the fourth quarter of 2009, the Camyp repurchased approximately $73 million aggregétecipal amount of various issues of its
convertible and floating rate debt at discountth®principal amount and recognized a net lossxtinguishment of debt of approximately
$2 million. The loss consisted of $11 million ofamortized debt discount and unamortized debt isiaosts partially offset by a cash gain of
$6 million and a $3 million decrease to equity e component of the convertible debt subject ¢ortw guidelines. The fourth quarter 2009
debt repurchases consisted of the following:

. $56 million aggregate principal amount of 5.25% @antible Senior Notes due 2011
. $7 million aggregate principal amount of 3.5% Coriée Senior Notes due 201
. $7 million aggregate principal amount of 2.875% Centible Senior Notes due 2010; &

. $3 million aggregate principal amount of Floatingt&Notes due 2011.
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2009 Debt Redemption

The Company redeemed the remaining $13amidggregate principal amount of its 11.5% SeNiotes due 2010 at 100% of the
outstanding principal amount in the second quaft@&009.

2008 Debt Issuances

In December 2008, the Company issued $40@maggregate principal amount of its 15% Corilge Senior Notes due 2013 and
received gross proceeds of $400 million. The prdsdeom this issuance were primarily used to repase, through tender offers, a portion of
the Company's 6% Convertible Subordinated Note2008, 6% Convertible Subordinated Notes due 20t02a875% Convertible Senior
Notes due 2010. See a detailed description of ¢bhesrbelow

2008 Debt Repurchases

In September 2008, in various transactitms Company repurchased $39 million aggregateipahamount of its 6% Convertible
Subordinated Notes due 2009 at discounts to timeipgl amount and recognized a net gain on extgigoent of debt of $1 million.
Unamortized debt issuance costs totaled less thamilfon and accrued interest paid at the timeeglurchase totaled less than $1 million.

In September 2008, the Company repurch®32dnillion aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010
at a discount to the principal amount and recogh&eet gain on extinguishment of debt of $2 millidnamortized debt issuance costs totaled
less than $1 million and accrued interest paithatime of repurchase totaled $1 million.

In December 2008, in connection with theeigce of the 15% Convertible Senior Notes due 20&3Company repurchased using
$336 million in cash, through tender offers $460ion aggregate principal amount of various issaks convertible debt securities at
discounts to par and recognized a gain on the guishment of debt of approximately $122 million.€Tdmin consisted of a $124 million cash
gain, which was partially offset by $2 million imamortized debt issuance costs. Accrued interédtapahe time of repurchase totaled
$7 million.

The December 2008 debt repurchases codsisthe following:
. $163 million of 2.875% Convertible Senior Notes @04.0;
. $173 million of 6% Convertible Subordinated Noteg @010; ant
. $124 million of 6% Convertible Subordinated Note @009.
2008 Debt for Equity Exchanges

On multiple dates in October 2008, the Canypentered into exchange agreements with holdesarimus issues of its convertible debt
and issued approximately 48 million shares of L&/ebmmon stock in exchange for approximately $hilBon aggregate principal amount
its convertible debt securities. The shares ofGbmpany's common stock are exempt from registrggiosuant to Section 3(a)(9) under the
Securities Act of 1933, as amended. These tramsectiere considered to be induced conversions sadesult, the Company recorded a non-
cash loss in the fourth quarter of 2008 on the argk of the $108 million aggregate principal amairgonvertible debt securities of
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approximately $36 million, consisting of $35 milli@f debt conversion expense and $1 million of jimesty capitalized debt issuance costs
expenses. The loss was recorded in gain (lossxtimgeishment of debt in the consolidated statemehbperations.

The fourth quarter 2008 exchange transastomnsisted of the following:

. $18 million of 6% Convertible Subordinated Note® A009;
. $47 million of 10% Convertible Senior Notes due 2€

. $19 million of 2.875% Convertible Senior Notes d@4.@;

. $15 million of 5.25% Convertible Senior Notes d@d 2; and

. $9 million of 3.5% Convertible Senior Notes due 201
2008 Debt Repayments

During March 2008, Level 3 Communicatioms,. repaid the remaining $20 million of outstargliti% Senior Notes due 2008 and
$6 million (€4 million) of outstanding 10.75% SentBuro Notes due 2008.

Senior Secured Term Loan due 2014

On March 13, 2007, Level 3 Communicatidns,, as guarantor, Level 3 Financing, as borroMerrill Lynch Capital Corporation, as
administrative agent and collateral agent, andagedther agents and certain lenders entered iGiedit Agreement, pursuant to which the
lenders extended a $1.4 billion senior secured team to Level 3 Financing. The $1.4 billion sersecured term loan has an interest rate of
LIBOR plus an applicable margin of 2.25% per annlmaddition, during the second quarter of 2009dl& Financing amended and restated
its existing senior secured Credit Agreement togase the borrowings through the creation of a $2#llon Tranche B Term Loan with a
current interest rate of LIBOR plus 8.50% per annuiith LIBOR set at a minimum of 3.00%. The entiE 68 billion senior secured term lo
("Senior Secured Term Loan due 2014") matures orcMa3, 2014.

The borrower has the option of electing,dan®, three or six month LIBOR at the end of eathrest period and may elect different
options with respect to different portions of then#®r Secured Term Loan due 2014. Interest is gayalrash at the end of each LIBOR pel
elected in arrears, beginning July 13, 2007, predithat in the case of a six month interest peiitdrim interest payments are required at the
end of the first three months. The interest rat&b0 billion of the Senior Secured Term Loan d0&2resets quarterly and was 2.53% as of
December 31, 2009 and 7.0% as of December 31, Z0@8interest rate on $400 million resets quartargt was 2.53% as of December 31,
2009 and $7.0% as of December 31, 2008. The intextsson the remaining $280 million of the SerS8ecured Term Loan due 2014 issued in
the second quarter of 2009 currently resets semalynand was 11.5% as of December 31, 2009.
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Level 3 Financing's obligations under tieisn loan are, subject to certain exceptions, sethy certain assets of the Company and certair
of the Company's material domestic subsidiariesdt@mengaged in the telecommunications business.

The Senior Secured Term Loan due 2014 dedicertain negative covenants which restrict Hil@yaof the Company, Level 3 Financing
and any restricted subsidiary to engage in cededivities. The Senior Secured Term Loan due 204@ @ntains certain events of default. It
does not require the Company or Level 3 Finanaingaintain specific financial ratios or other ficéal metrics.

Level 3 used a portion of the original pedceeds after transaction costs to repay Levéh&@n€ing's $730 million Senior Secured Term
Loan due 2011 under that certain credit agreematieddJune 27, 2006. In addition, Level 3 used dqoof the net proceeds to fund the
purchase of certain of its existing debt securities

Debt issuance costs of $22 million wereitadiped and are being amortized to interest expaver the term of the Senior Secured Term
Loan due 2014 using the effective interest metiAada result of amortization, the capitalized debtiance costs have been reduced to
$16 million at December 31, 2009.

10.75% Senior Notes due 2011

In October 2003, Level 3 Financing recei$d86 million of net proceeds from a private plaeetoffering of $500 million aggregate
principal amount of its 10.75% Senior Notes due12(010.75% Senior Notes"). The Notes were subsetyuesgistered through a public
exchange offer. As of December 31, 2009, a tot$4®&7 million aggregate principal amount of the789% Senior Notes had been redeemed.
Interest on the notes accrues at 10.75% per yehisgrayable in arrears on April 15 and Octobeed&h year in cash. These notes are
guaranteed by Level 3 Communications, LLC and L&#@bmmunications, Inc. (See Note 16).

On December 8, 2009, Level 3 Financingfieatinolders of the outstanding 10.75% Senior Nthiesit was redeeming the notes, at a
price of 100% of the principal amount plus accraad unpaid interest, effective January 7, 2010.Company has included the $3 million of
outstanding 10.75% Senior Notes within currentipardf long term debt on the December 31, 2009 alinteted balance sheet.

The 10.75% Senior Notes were senior, urreelcobligations of Level 3 Financing, rankipgri passuwwith all existing and future senior
unsecured indebtedness of Level 3 Financing.

Debt issuance costs of $14 million wergioally capitalized and were amortized to integiense through the redemption date. As a
result of amortization and repurchases, the capatdldebt issuance costs have been reduced tthEs$1 million at December 31, 2009.
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12.25% Senior Notes due 2013

On March 14, 2006, Level 3 Communicatidns,, as guarantor and Level 3 Financing, as bagrpentered into an indenture with the
Bank of New York, as trustee, and issued $250 omlaggregate principal amount of 12.25% seniorsndtes 2013 ("12.25% Senior Notes due
2013") in a private offering. The Notes were sulsendly registered in a public offering.

On April 6, 2006, the Company issued $30ilan aggregate principal amount of 12.25% Semotes due 2013 in a private offering.
Notes were subsequently registered through a paktibange offer. These notes, together with th® $@illion aggregate principal amount
12.25% Senior Notes due 2013 issued on March 106,28re treated under the same indenture as a&gsnagks of notes. The Company
received net proceeds of $538 million associatet thie 12.25% Senior Notes due 2013.

The 12.25% Senior Notes due 2013 are semisecured obligations of Level 3 Financing, ragkéqual in right of payment with all other
senior unsecured obligations of Level 3 Financifttese notes are guaranteed by Level 3 Communiatioo. and Level 3
Communications, LLC (See Note 16). Interest onnbies accrues at 12.25% per year and is payakiaoch 15 and September 15 of each
year, beginning on September 15, 2006. The $25@mibf 12.25% Senior Notes due 2013 issued on Mar; 2006 were priced at 96.61¢
of par. The $300 million of 12.25% Senior Notes @043 issued on April 6, 2006 were priced at 102%avn. The resulting net discount for
two issuances of approximately $2 million is refégtas a reduction in long-term debt and is beingréized as interest expense over the
remaining term of the 12.25% Senior Notes due 2313g the effective interest method.

The 12.25% Senior Notes due 2013 are sutgegedemption at the option of Level 3 Finandimgvhole or in part, at any time or from
time to time, on or after March 15, 2010 at theeragtion prices (expressed as a percentage of paln@mount) set forth below, plus accrued
and unpaid interest thereon to the redemption datjeemed during the twelve months beginningda5, of the years indicated below:

Redemption
Year Price
2010 106.121%
2011 103.06%
2012 100.00%

The 12.25% Senior Notes due 2013 contaiaicecovenants, which among other things, limdiidnal indebtedness, dividend payme
certain investments and transactions with affifate

Debt issuance costs of approximately $lllianiwere capitalized and are being amortized dkierterm of the 12.25% Senior Notes due
2013. As a result of amortization, the capitalidetht issuance costs have been reduced to $8 nallibecember 31, 2009.

See Note 17—Subsequent Events regardingi@tal information regarding the repurchase of 12e25% Senior Notes due 2013 in the
first quarter of 2010. As such these notes have bkessified as current portion of long-term debttee consolidated balance sheet.
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On October 30, 2006, Level 3 Communicatidns., as guarantor and Level 3 Financing, Inda@sower, received $588 million of net
proceeds after transaction costs, from a privéeriafy of $600 million aggregate principal amouhits 9.25% Senior Notes due 2014 ("9.25%
Senior Notes Due 2014"). On December 13, 2006, L2 @ommunications, Inc., as guarantor and Levéinancing, Inc. as borrower, recei
$661 million of net proceeds after transaction €@std accrued interest, for a second offering 80%8illion aggregate principal amount of
9.25% Senior Notes due 2014. These notes togeittethe $600 million aggregate principal amoun®®5% Senior Notes due 2014 issue:
October 30, 2006 were issued under the same ingeaid will be treated as a single series of ndtes.Company received total net proceeds
of $1.239 billion (excluding prepaid interest). Tetes were subsequently registered through a@ekthange offer.

The 9.25% Senior Notes due 2014 are semsecured obligations of Level 3 Financing, rankeéqgal in right of payment with all other
senior unsecured obligations of Level 3 Financiftgese notes are guaranteed by Level 3 Communicatioe. (see Note 16). The notes will
mature on November 1, 2014. Interest on the 9.26808 Notes Due 2014 accrues at 9.25% interesggmarand is payable semi-annually in
cash on May 1 and November 1 beginning May 1, 208@.$600 million of 9.25% Senior Notes due 2054ésl on October 30, 2006 were
priced at par. The $650 million of 9.25% Senior &ntlue 2014 issued on December 13, 2006 were micHll.75% of par plus accrued
interest from October 30, 2006, representing agcéffe yield of 8.86% to the purchasers of thesgosenotes. The resulting premium of the
two issuances of approximately $11 million is refésl as an increase to loteym debt and is being amortized as a reductiantévest expens
over the remaining term of the 9.25% Senior Notes 2014 using the effective interest method. AB@tember 31, 2009, the premium
remaining was approximately $8 million.

The 9.25% Senior Notes Due 2014 are subje@demption at the option of Level 3 Financingvhole or in part, at any time or from ti
to time, on or after November 1, 2010 at the redempprices (expressed as a percentage of prinaipalunt) set forth below, plus accrued and
unpaid interest thereon to the redemption datedéemed during the twelve months beginning Noverhpef the years indicated below:

Redemption
Year Price
2010 104.621%
2011 102.31%
2012 100.00(%

The 9.25% Senior Notes due 2014 contaitaitecovenants, which among other things, limititiddal indebtedness, dividend payments,
certain investments and transactions with affiate

Debt issuance costs of approximately $28aniwere capitalized and are being amortized dkierterm of the 9.25% Senior Notes due
2014. As a result of amortization, the capitalidetht issuance costs have been reduced to $16mmalliDecember 31, 2009.

F-38




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(11) Long-Term Debt (Continued)
Floating Rate Senior Notes Due 2015 and 8.75% $&tes Due 201

On February 14, 2007, Level 3 Financingeiesd $982 million of net proceeds after transactiosts, from a private offering of
$700 million aggregate principal amount of its 8@Senior Notes due 2017 (the "8.75% Senior Notst) $300 million aggregate principal
amount of its Floating Rate Senior Notes due 2@i& 2015 Floating Rate Senior Notes"). The Notesansubsequently registered through a
public exchange offer. The 8.75% Senior Notes &rd2015 Floating Rate Senior Notes are senior unsdmbligations of Level 3 Financing,
ranking equal in right of payment with all othenge unsecured obligations of Level 3 Financingvéle3 Communications, Inc. and Level 3
Communications, LLC have guaranteed the 8.75% $&totes and the 2015 Floating Rate Senior Notes [8#e 16). Interest on the 8.75%
Senior Notes accrues at 8.75% interest per yeaisgpalable semi-annually in cash on February abthAugust 15th beginning August 15,
2007. The principal amount of the 8.75% Senior Notél be due on February 15, 2017. Interest o205 Floating Rate Senior Notes
accrues at LIBOR plus 3.75% per annum, reset samily. The interest rate was 4.60% at Decembge@09. Interest on the 2015 Floating
Rate Senior notes is payable semi-annually in cadfebruary 15th and August 15th beginning Augbs2007. The principal amount of the
2015 Floating Rate Senior Notes will be due on &atyr 15, 2015.

At any time prior to February 15, 2012, £E8 Financing may redeem all or a part of the &% enior Notes upon not less than 30 nor
more than 60 days' prior notice, at a redemptigceprqual to 100% of the principal amount of th&586 Senior Notes so redeemed plus the
8.75% Applicable Premium as of, and accrued anaidnpterest thereon (if any) to, the redemptiotedaubject to the right of holders of
record on the relevant record date to receive éstatue on the relevant interest payment date).

With respect to the 8.75% Senor Notes,5%& Applicable Premium" means on any redemption,dheegreater of (1) 1.0% of the
principal amount of such 8.75% Senior Notes andh@)excess, if any, of (a) the present value et sedemption date of (i) 104.375% of the
principal amount of such 8.75% Senior Notes pli)s(i required interest payments due on such 8. B&Hior Notes through February 15, 2!
(excluding accrued but unpaid interest to the rqatem date), computed using a discount rate equidd 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 redie@m at the option of Level 3 Financing in wholei part, at any time or from time to time,
on or after February 15, 2012 at the redemptiotegr{expressed as a percentage of principal amseinfprth below, plus accrued and unpaid
interest thereon to the redemption date, if redekduging the twelve months beginning February T%he years indicated below:

Redemption
Year Price
2012 104.37%
2013 102.91%
2014 101.45%
2015 100.00(%

F-39




Table of Contents

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(11) Long-Term Debt (Continued)

The Floating Rate Senior Notes are sultgectdemption at the option of Level 3 Financingvimole or in part, at any time or from time to
time, on or after February 15, 2010 at the redesnpirices (expressed as a percentage of prinaipaliat) set forth below, plus accrued and
unpaid interest thereon to the redemption datedéemed during the twelve months beginning Febrly of the years indicated below:

Redemption
Year Price
2010 101.(%
2011 100.(%

The 8.75% Senior Notes and the 2015 Flgd®ate Senior Notes contain certain covenants,wdmcong other things, limit additional
indebtedness, dividend payments, certain invessram transactions with affiliates.

Debt issuance costs of approximately $l6aniwere capitalized and are being amortized dkierterm of the 8.75% Senior Notes due
2017. As a result of amortization, the capitalidetht issuance costs have been reduced to apprekyn$ii3 million at December 31, 2009.

Debt issuance costs of approximately $&ianilwere capitalized and are being amortized tlerterm of the Floating Rate Senior Notes
due 2015. As a result of amortization, the cagitalidebt issuance costs have been reduced to appteky $4 million at December 31, 2009.

2.875% Convertible Senior Notes due 2010

In July 2003, Level 3 Communications, loempleted the offering of $374 million aggregatemg@pal amount of its 2.875% Convertible
Senior Notes due 2010 ("2.875% Convertible Seniateh!') in an underwritten public offering pursutmthe Company's shelf registration
statement. Interest on the notes accrues at 2.9&5%ear and is payable semi-annually in arreacaé on January 15 and July 15, beginning
January 15, 2004. The 2.875% Convertible Senioedlate senior, unsecured obligations of Level 3 @omcations, Inc., rankingari passu
with all existing and future senior unsecured d&he 2.875% Convertible Senior Notes contain lichitevenants, which restrict additional
liens on assets of the Company.

In October 2008, the Company completecettehange of $19 million in aggregate principal antmf its 2.875% Convertible Senior
Notes for a total of 7 million shares of Level 8@nmon stock. The shares of the Company's comnock &sued pursuant to these exchar
were exempt from registration pursuant to Secti@)(9) under the Securities Act of 1933, as amend@ikdse transactions were considered to
be induced conversions and as a result, the Compeaoyded a non-cash loss in the fourth quart@00B on the exchange of the 2.875%
Convertible Senior Notes of $8 million, consistiofgapproximately $8 million of debt conversion erpe and less than $1 million of
previously capitalized debt issuance costs. Thewsss recorded in gain (loss) on extinguishmemtedft in the consolidated statements of
operations.

In December 2008, the Company repurchasid)$101 million in cash, through tender offers63$ million aggregate principal amount
its 2.875% Convertible Senior Notes at a price etu#620 per $1,000 principal amount of the nated recognized a gain on the
extinguishment of debt of approximately $61 millidie gain consisted of a $62 million cash gainicwlwas partially offset by
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$1 million in unamortized debt issuance costs. Aedrinterest paid at the time of repurchase totdZerhillion. The gain was recorded in gain
(loss) on extinguishment of debt in the consolidatatements of operations.

During the second quarter of 2009, the Camyprepurchased approximately $140 million aggeegaincipal amount of its 2.875%
Convertible Senior Notes as part of the 7% Conblertsenior Notes due 2015 transaction and an addit$3 million in other transactions.

In the third and fourth quarters of 200% Company repurchased $10 million aggregate ahemount of 2.875% Convertible Senior
Notes due 201(

The remaining 2.875% Convertible Seniorddaire convertible into shares of the Company'stemmstock at a conversion rate of $7.18
per share, subject to certain adjustments. At emg &ind from time to time, the Company, at its @ptimay redeem for cash all or a portion of
the notes. The Company may exercise this optiop ibtthe current market price for Level 3's comnstack for at least 20 trading days within
any 30 consecutive trading day period exceeds 1&0%e conversion price on or after July 15, 2008e Company would also be obligated to
pay the holders of the redeemed notes a cash amaquat to the present value of all remaining sclestiinterest payments.

Debt issuance costs of $13 million wergioally capitalized and are being amortized toregé expense over the term of the 2.875%
Convertible Senior Notes. As a result of amortaatiexchanges and repurchases the capitalizedsdeiince costs have been reduced to less
than $1 million at December 31, 2009.

5.25% Convertible Senior Notes due 2011

On December 2, 2004, Level 3 Communicatitms completed the offering of $345 million aggage principal amount of its 5.25%
Convertible Senior Notes due 2011 ("5.25% Convkri8enior Notes") in a private offering. Interesttbe notes accrues at 5.25% per year anc
is payable semi-annually in arrears in cash on 1%nend December 15, beginning June 15, 2005. T2&&Convertible Senior Notes are
senior, unsecured obligations of Level 3 Commuioeat Inc., rankingpari passuwith all existing and future senior unsecured dgtitevel 3
Communications, Inc. The 5.25% Convertible Senioteld contain limited covenants which restrict dddal liens on assets of the Company.

In October 2008, the Company completedettehange of $15 million in aggregate principal antaf its 5.25% Convertible Senior No
for a total of 5 million shares of Level 3's comnsinck. The shares of the Company's common stsdledspursuant to this exchange were
exempt from registration pursuant to Section 3{a)(@ler the Securities Act of 1933, as amendeds Fansaction was considered to be an
induced conversion and as a result, the Compamyded a non-cash loss in the fourth quarter of 2000&he exchange of the 5.25%
Convertible Senior Notes of $3 million, consistiofgapproximately $3 million of debt conversion erpe and less than $1 million of
previously capitalized debt issuance costs. The s recorded in gain (loss) on extinguishmewtedft in the consolidated statements of
operations.

During 2009, the Company repurchased apprately $131 million aggregate principal amounttsf5.25% Convertible Senior Notes at
discounts to the principal amount and recognizedtdoss on extinguishment of debt of approxima$dymillion.
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The remaining 5.25% Convertible Senior Matee convertible, at the option of the holdersy shares of the Company's common stock at
a conversion rate of $3.98 per share, subjectrtaineadjustments. Upon conversion, the Compankhaive the right to deliver cash in lieu of
shares of its common stock, or a combination offi @&l shares of common stock. In addition, holdéthe 5.25% Convertible Senior Notes
will have the right to require the Company to reghase the notes upon the occurrence of a charggirol, as defined, at a price of 100% of
the principal amount plus accrued interest and keméhole premium. As of December 31, 2008, the nvalkele premium privileges on the
5.25% Convertible Senior Notes had lapsed.

On or after December 15, 2009, Level 3tsabption, may redeem for cash all or a portiothef notes. The 5.25% Convertible Senior
Notes are subject to redemption at the option oEL8, in whole or in part, at any time or from &rto time, on not more than 60 nor less t
30 days' notice, on or after December 15, 200% plicrued and unpaid interest thereon to the retilemgate, if redeemed during the twelve
months beginning December 15, of the years indich&tow:

Redemption
Year Price
2009 101.50(%
2010 and thereafte 100.75%

Debt issuance costs of $11 million wergiodlly capitalized and are being amortized toriede expense over the term of the 5.25%
Convertible Senior Notes. As a result of amortamatirepurchases and exchanges, the remaining utizaetbdebt issuance costs were
$1 million at December 31, 2009.

10% Convertible Senior Notes due 2011

In April 2005, Level 3 Communications, Imeceived $877 million of net proceeds, after givaifect to offering expenses, from an
offering of $880 million aggregate principal amouwiits 10% Convertible Senior Notes due 2011 ("10&hvertible Senior Notes") to
institutional investors. Interest on the notes aesrat 10% per year and will be payable semi-ahnaalMay 1 and November 1 beginning on
November 1, 2005. The 10% Convertible Senior Natesunsecured unsubordinated obligations of Le&®@munications, Inc., rankirpari
passuwith all existing and future unsecured unsubordidatebt of Level 3 Communications, Inc. The 10%\@otible Senior Notes contain
limited covenants which restrict additional liemsassets of the Company.

In January 2007, in two separate transastibevel 3 completed the exchange of $605 millioaggregate principal amount of its 10%
Convertible Senior Notes due 2011 for a total of t8illion shares of Level 3's common stock. Thersbaf the Company's common stock
issued pursuant to these announced exchangesaampeftom registration pursuant to Section 3(alf@jer the Securities Act of 1933, as
amended. The Company recognized a $177 milliondassxtinguishment of debt for the exchanges. bhetlin the loss was approximately
$1 million of unamortized debt issuance costs.

In October 2008, the Company completedettehange of $47 million in aggregate principal antmf its 10% Convertible Senior Notes
for a total of 22 million shares of Level 3's commgiock. The shares of the Company's common ssscied pursuant to this exchange was
exempt from registration pursuant to Section 3{a)(@er the Securities Act of 1933, as amendeds ffansaction was considered to be an
induced conversion and as a result, the Comparmyded a non-cash loss in
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the fourth quarter of 2008 on the exchange of thté Convertible Senior Notes of $15 million, conisigtof approximately $15 million of debt
conversion expense and less than $1 million ofiptesly capitalized debt issuance costs. The lossreeorded in gain (loss) on
extinguishment of debt in the consolidated stateamehoperations.

In 2009, in various transactions, the Conyp@purchased $56 million aggregate principal amaofithe 10% Convertible Senior Notes
and recognized a net gain on extinguishment of deapproximately $3 million.

The remaining 10% Convertible Senior Naesconvertible by holders at any time and fronetbmtime into shares of Level 3 common
stock at a conversion price of $3.60 per shargi€stto adjustment in certain events). This is egl@nt to a conversion rate of approximately
277.77 shares per $1,000 principal amount of ndtesddition, holders of the 10% Convertible Semiates will have the right to require the
Company to repurchase the notes upon the occurtdracehange in control, as defined, at a pricé08f% of the principal amount of the notes
plus accrued interest and a make whole premiunof A&=cember 31, 2009, the make-whole premium piowgson the 10% Convertible
Senior Notes had lapsed.

On or after May 1, 2009, Level 3, at itdiop, may redeem for cash all or a portion of tbées. The 10% Convertible Senior Notes are
subject to redemption at the option of Level 3whmle or in part, at any time or from time to tineg, not more than sixty nor less than thirty
days' notice, on or after May 1, 2009, plus accrausd unpaid interest thereon to the redemption, datedeemed during the twelve months
beginning May 1, of the years indicated below:

Redemption
Year Price
2009 103.33(%
2010 and thereafte 101.67%

Debt issuance costs of $3 million were ioadly capitalized and are being amortized to iestiexpense over the term of the 10%
Convertible Senior Notes. As a result of amort@atind exchanges, the capitalized debt issuante ltage been reduced to less than
$1 million at December 31, 2009.

3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, leceived $326 million of net proceeds, afteirgjveffect to offering expenses, from a
public offering of $335 million aggregate princigahount of its 3.5% Convertible Senior Notes du&22(J3.5% Convertible Senior Notes").
The 3.5% Convertible Senior Notes were priced 8240f the principal amount. The notes are seniseauared obligations of the Company,
ranking equal in right of payment with all the Caamnp's existing and future unsubordinated indebtesinehe 3.5% Convertible Senior Notes
will mature on June 15, 2012. Interest on the nit@ayable semi-annually in arrears on June 15Dewdkmber 15 of each year, beginning on
December 15, 2006. The 3.5% Convertible Senior Nobatain limited covenants which restrict addiéibliens on assets of the Company.

In October 2008, the Company completedettehange of $9 million in aggregate principal antaafrits 3.5% Convertible Senior Notes
for a total of 3 million shares of Level 3's comnsiaock. The shares of the Company's common stgdedspursuant to this exchange was
exempt from
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registration pursuant to Section 3(a)(9) underSbeurities Act of 1933, as amended. This transaetias considered to be an induced
conversion and as a result, the Company recoraeshaash loss in the fourth quarter of 2008 oretkehange of the 3.5% Convertible Senior
Notes of $2 million, consisting of approximately $@llion of debt conversion expense and less tiamiflion of previously capitalized de
issuance costs. The loss was recorded in gain) @ossxtinguishment of debt in the consolidatetesteents of operations.

During 2009, in various transactions, tltempany repurchased approximately $31 million agat@g@rincipal amount of its 3.5%
Convertible Senior Notes at discounts to the ppacamount and recognized a net gain on extinguesitrof debt of approximately $3 million.

The remaining 3.5% Convertible Senior Natidkbe convertible by holders at any time beftre close of business on June 15, 2012 into
shares of Level 3's common stock at a conversime pf $5.46 per share (subject to adjustment itaceevents). This is equivalent to a
conversion rate of approximately 183.1502 sharemofmon stock per $1,000 principal amount of tiretes. Upon conversion, the Company
will have the right to deliver cash in lieu of sbamf its common stock, or a combination of caghsirares of common stock. In addition,
holders of the 3.5% Convertible Senior Notes wéll’é the right to require the Company to repurcliasaotes upon the occurrence of a ch
in control, as defined, at a price of 100% of thiegpal amount of the notes plus accrued intetesaddition, if a holder elects to convert its
notes in connection with certain changes in contrevel 3 could be required to pay a make wholenuen by increasing the number of shares
deliverable upon conversion of the notes.

The 3.5% Convertible Senior Notes are suliferedemption at the option of Level 3, in whoten part, at any time or from time to time,
on not more than 60 nor less than 30 days' natitc@r after June 15, 2010, plus accrued and uriptacest thereon (if any) to the redemption
date, if redeemed during the twelve months begopdime 15, of the years indicated below:

Redemption
Year Price
2010 101.1%
2011 100.5¢%0

Debt issuance costs of $9 million were ioadly capitalized and are being amortized to iestexpense over the term of the 3.5%
Convertible Senior Notes. As a result of amortatnd the exchange, the capitalized debt issuzosie have been reduced to approximately
$3 million at December 31, 2009.

15% Convertible Senior Notes Due 2013

On December 24, 2008 the Company receivessgoroceeds of $373.8 million and on DecembeBQ8 the Company received gross
proceeds of $26.2 million from the issuance o490 million 15% Convertible Senior Notes due 2Q1%% Convertible Senior Notes"). The
proceeds from this issuance were primarily use@parchase, through tender offers, a portion ofQbmpany's 6% Convertible Subordinated
Notes due 2009, 6% Convertible Subordinated Nates2®10 and 2.875% Convertible Senior Notes du@.ZDie 15% Convertible Seni
Notes were priced at 100% of the principal amotihe 15% Convertible Senior Notes are unsecureduaadbordinated obligations and v
rank equally with all the Company's existing antlife unsecured
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and unsubordinated indebtedness. The 15% Conweg#ahior Notes will mature on January 15, 201&rést on the notes will accrue from the
date of original issuance at a rate of 15% per gedrwill be payable on January 15 and July 15acheyear, beginning on January 15, 2009.
The 15% Convertible Senior Notes contain limitederants which restrict additional liens on asséte® Company.

The 15% Convertible Senior Notes are caislerby holders into shares of the Company's comstock at an initial conversion price of
$1.80 per share (which is equivalent to a convarsae of 555.5556 shares of common stock per $1p@dcipal amount of the 15%
Convertible Senior Notes), subject to adjustmeinugertain events, at any time before the clodmisiness on January 15, 2013. If at any |
following the date of original issuance of the 18%nvertible Senior Notes and prior to the closbusiness on January 15, 2013 the closing
per share sale price of the Company's common swoseds 222.2% of the conversion price then ircefée at least 20 trading days within ¢
30 consecutive trading day period, the 15% ConblerSenior Notes will automatically convert intasis of Level 3 common stock, plus
accrued and unpaid interest (if any) to, but exdgdhe automatic conversion date, which date bélldesignated by the Company following
such automatic conversion event.

Holders of the 15% Convertible Senior Natesy require the Company to repurchase all or amiyqf their notes upon the occurrence
designated event at a price equal to 100% of timeipal amount of the notes, plus accrued and uhjpéérest to, but excluding, the repurchase
date, if any.

In addition, if a holder elects to conviest15% Convertible Senior Notes in connection veiintain changes in control, the Company c
be required to pay a make-whole premium by increpie number of shares deliverable upon conversisnch notes. Any make whole
premium will have the effect of increasing the nembf shares due to holders of the 15% Conver8leleior Notes upon conversion.

Debt issuance costs of $3 million were ioadly capitalized and are being amortized to iestiexpense over the term of the 15%
Convertible Senior Notes. The unamortized debfaigsa costs were approximately $3 million at Decar3tie 2009.

9% Convertible Senior Discount Notes due 2013

In October 2003, Level 3 Communications, issued $295 million aggregate principal amoaumbaturity of 9% Convertible Senior
Discount Notes due 2013. Interest on the 9% CoiblerSenior Discount Notes accretes at a rate op@8¥@nnum, compounded semiannually,
to an aggregate principal amount of $295 milliondmtober 15, 2007. Cash interest did not accrugn@®% Convertible Senior Discount
Notes prior to October 15, 2007. Commencing Octd®e2007, interest on the 9% Convertible SeniacbBunt Notes accrues at the rate of
per annum and is payable in cash semiannuallyréaes.

The 9% Convertible Senior Discount Notes@mvertible into shares of the Company's comnacksat a conversion rate of $9.99 per
share, subject to certain adjustments. On or &ftdober 15, 2008, the Company, at its option, neagem for cash all or a portion of the notes.
The Company may exercise this option only if theent market price for at least 20 trading daysimitany 30 consecutive trading day period
exceeds 140% of the conversion price. If the ihit@ders sell greater than 33.33% of the notds,amount decreases to 130% and 120%
effective October 15, 2009 and 2010, respectivEtye Company is also obligated to pay the holdeth®fedeemed notes a cash amount equa
to the present value of all remaining scheduleeré@gt payments.
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The 9% Convertible Senior Discount Notessrbject to conversion into common stock at thi@opf the holder, in whole or in part, at
any time or from time to time at a conversion @ft&00.09 shares per $1,000 of face value of th ples accrued and unpaid interest thereon
to the conversion date.

These notes are senior unsecured obligatibhevel 3 Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatioies, |

7% Convertible Senior Notes due 2015

On June 26, 2009, Level 3 Communications, issued $200 million aggregate principal amairm% Convertible Notes due 2015 under
an indenture between Level 3 and The Bank of Newk\as trustee. The 7% Convertible Notes due 204 \wssued in conjunction with the
exchange of approximately $142 million aggregateqgipal amount of the Company's 6% Convertible Sdimated Notes due 2010 and
approximately $140 million aggregate principal amipof its 2.875% Convertible Senior Notes due 2@049part of this exchange, Level 3 also
paid $78 million in cash, including accrued andaidpnterest for the notes exchanged.

On October 15, 2009, Level 3 issued $278aniaggregate principal amount of 7% ConvertiSknior due 2015, Series B under a second
supplemental indenture between Level 3 and The B&aNew York, as trustee. The 7% Convertible SeMotes due 2015, Series B are
substantially similar in all respects to the 7% @Gatible Senior Notes due 2015. The 7% Convertgdaior Notes due 2015, together with the
7% Convertible Senior Notes due 2015, Series Befegred to as the "7% Convertible Senior Notes 25"

The 7% Convertible Senior Notes due 201&reaon March 15, 2015 and bear interest at aofaféo per annum, payable semiannuall
arrears on March 15 and September 15. Interest @atgncommence for the 7% Convertible Senior Notes2015, Series A on September 15,
2009 and on March 15, 2010 for the 7% Convertildri& Notes due 2015, Series B. The 7% Conver8elgior Notes due 2015 rank equally
in right of payment with all other existing anddtg senior unsecured indebtedness of Level 3 Coriwaions, Inc.

The 7% Convertible Senior Notes due 20¥5canvertible into shares of Level 3 common statithe option of the holder, at any time
prior to maturity, unless previously repurchasedesleemed, or unless Level 3 has caused the cémveights to expire. The 7% Convertible
Senior Notes due 2015 may be converted at thalinéte of 555.5556 shares of common stock per $a4d@00 principal amount of notes,
subject to adjustment in certain circumstancess Ehequivalent to a conversion price of approxetya$1.80 per share.

Upon the occurrence of a designated exeahénge of control or a termination of trading)ldiers of the 7% Convertible Senior Notes
2015 will have the right, subject to certain exgam and conditions, to require Level 3 to repusehall or any part of the 7% Convertible
Senior Notes due 2015 at a repurchase price egu#fl% of the principal amount plus accrued andaithimterest thereon (if any) to, but
excluding, the designated event purchase datealditien, if an event treated as a change in comtfdlevel 3 occurs, Level 3 will be obligated,
subject to certain conditions, to offer to purchab®f the outstanding 7% Convertible Senior Natae 2015 at a purchase price of 100% o
principal amount, plus a "make whole" premium, hgreasing the conversion rate applicable to suctCé¥vertible Senior Notes due 2015.
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Debt issuance costs of $4 million were ioadly capitalized and are being amortized to iestiover the term of the 7% Convertible Senior
Notes due 2015 using the effective interest metfibé.unamortized debt issuance costs were appreedyred million at December 31, 20C

6% Convertible Subordinated Notes due 2010

In February 2000, Level 3 Communicatioms, received $836 million of net proceeds, aftansaction costs, from a public offering of
$863 million aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010 ("Subordohatotes 2010"). The Subordinated
Notes 2010 are unsecured and subordinated toiatlrexand future senior indebtedness of the Complaterest on the Subordinat
Notes 2010 accrues at 6% per year and is payatwli-annually in cash on March 15 and September 15nbégy September 15, 2000. The
principal amount of the Subordinated Notes 2010vgldue on March 15, 2010.

In September 2008, the Company repurch®32dnillion aggregate principal amount of SubortédaNotes 2010 at a discount to the
principal amount and recognized a net gain on gxishment of debt of $2 million. Unamortized dedstliance costs totaled less than $1 mi
and accrued interest paid at the time of repurctaated $1 million.

In December 2008, in connection with theeigce of the $400 million of 15% Convertible Semotes due 2013, the Company
repurchased using $121 million in cash, througl¢emffers, $173 million aggregate principal amoaih$ubordinated Notes 2010 at a price
equal to $700 per $1,000 principal amount of thiesi@and recognized a gain on the extinguishmedébf of approximately $51 million. The
gain consisted of a $52 million cash gain, whiclsartially offset by $1 million in unamortized défsuance costs. Accrued interest paid at
the time of repurchase totaled $3 million. The gaés recorded in gain (loss) on extinguishmenteliftdn the consolidated statements of
operations.

During the second quarter of 2009, the Camyprepurchased approximately $142 million aggreegaincipal amount of the Company's
Convertible Subordinated Notes due 2010 as paheodissuance of the 7% Convertible Senior Notes2i& ("Convertible 7% Notes") and
recognized a loss on the extinguishment of deb#gsf than $1 million.

In the third quarter of 2009, in variouartsactions, the Company repurchased $8 millioneagge principal amount of 6% Convertible
Subordinated Notes due 2010 and recognized a mebgahe extinguishment of debt of less than $llioni

The remaining Subordinated Notes 2010 neagdmverted into shares of common stock of Lev@bBmunications, Inc. at any time prior
to the close of business on the business day inateddipreceding maturity, unless previously redesmepurchased or Level 3
Communications, Inc. has caused the conversionsrighexpire. The conversion rate is 7.416 shagegach $1,000 principal amount of
Subordinated Notes 2010, subject to adjustmengitain events.

Debt issuance costs of $27 million wergioally capitalized and are being amortized toresgé expense over the term of the Subordin
Notes. As a result of amortization and debt repasel, the capitalized debt issuance costs haveréegeced to less than $1 million
December 31, 2009.
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Commercial Mortgage

In the third quarter of 2005, the HQ Regalhge., a wholly owned subsidiary of the Compargmeleted a refinancing of the mortgage on
the Company's corporate headquarters. On Septe2iib2005, HQ Realty, Inc. entered into a $70 millioan at an initial fixed rate of 6.86%
through October 1, 2010, the initial repayment datelefined in the loan agreement ("Commercial tybge"). The term of the Commercial
Mortgage will automatically extended to a final omitly date of October 1, 2015 at the election of R€xalty, Inc. if the Commercial Mortgage
is not paid in full in 2010. The Company expectextend the term of the Commercial Mortgage tdfited maturity date and therefore it is
recorded in long-term debt on the consolidatedrizaasheet. After October 1, 2010 through matunit®015, the interest rate will adjust to the
greater of 9.86% or the five year U.S. Treasurg ptis 300 basis points. HQ Realty, Inc. receivésl &illion of net proceeds after transaction
costs and has deposited $7 million into restrici&sh accounts as of December 31, 2009, for fuagiity improvements and property taxes.
HQ Realty, Inc. was required to make interest gralyments in the first year and began making morghilycipal payments in the second year
based on a 30-year amortization schedule.

Debt issuance costs of $1 million were tdized and are being amortized as interest expevesethe term of the Commercial Mortgage.
As a result of amortization, the capitalized deBtiance costs have been reduced to less than Ifgihratl December 31, 2009.

The assets of HQ Realty, Inc. are not abéeél to satisfy any third party obligations otheart those of HQ Realty, Inc. In addition, the
assets of the Company and its subsidiaries otla@r Q) Realty, Inc. are not available to satisfydbbgations of HQ Realty, Inc.

Capital Leases

The Company leases certain dark fiberitedland metro fiber under noncancelable IRU agesgs that are accounted for as capital
leases. All of these capital leases were assuméaeb@ompany through its previous acquisitionseredt rates on capital leases approximate
8% on average as of December 31, 2009. Depreciatipense related to assets under capital leaseduged in depreciation and amortization
expense.

Covenant Compliance
At December 31, 2009 and 2008, the Compeasyin compliance with the covenants on all outditesndebt issuances.
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Long-Term Debt Maturities:

Aggregate future contractual maturitiesoofg-term debt and capital leases (excluding isBseounts, premiums and fair value
adjustments) were as follows as of December 319 2idOmillions):

2010 $ 154
2011 377
2012 29¢
2013 1,24¢
2014 2,93¢
Thereaftel 1,55¢

$ 6,56¢

See Note 17—Subsequent Events for infoonategarding our financing activities subsequerdégember 31, 2009.
(12) Employee Benefit Plans

The Company records non-cash compensatipense for its outperform stock appreciation rightt it refers to as outperform stock
options ("OSO"), restricted stock units and sha484(k) matching contributions, discretionary 4Q1¢&ntributions paid in shares and other
stock-based compensation. Total non-cash compensatpense related to these equity awards was $i@mnn 2009, $78 million in 2008
and $122 million in 2007.

The following table summarizes non-cash pgensation expense and capitalized non-cash compmm$ar each of the three years ended
December 31, 2009 (in millions):

2009 2008 2007

0SsO $ 7 % 13 $ 35
Restricted Stock Units and Sha 23 36 42
401(k) Match Expens 16 30 30
401(k) Discretionary Grant Ple — — 16
Restricted Stock Unit Bonus Gre 14 — —

6C 79 12¢
Capitalized Noncash Compensat Q) Q) @

$ 59 $ 78 $ 12z

OSOs and restricted stock units and sremegranted under the Company's 1995 Stock Plaamasded, which term extends through
September 25, 2010. The Company's 1995 Stock &asnended, provides for accelerated vesting ok stevards upon retirement if an
employee meets certain age and years of servicgreegents and certain other requirements. UndeBthek Compensation guidance, if an
employee meets the age and years of service reggeits under the accelerated vesting provisionatveerd would be expensed at grant or
expensed over the period from the grant date talale the employee meets the requirements, etka @mployee has not actually retired. The
Company recognized non-cash compensation expensenfuoyees that met the age and
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years of service requirements for acceleratedngsti retirement of $5 million in 2009, $7 milliam2008 and $11 million in 200
Outperform Stock Options

The Company's OSO program was designeldatdite Company's stockholders would receive a etagturn on their investment before
OSO holders receive any return on their optiong® Tbmpany believes that the OSO program direcidgyyalmanagement's and stockholders'
interests by basing stock option value on the Cawigaability to outperform the market in generaln@easured by the Standard & Poor's
("S&P™) 500 Index. Participants in the OSO progr@onnot realize any value from awards unless the fi2myls common stock price
outperforms the S&P 500® Index during the life fod grant. When the stock price gain is greater thartorresponding gain on the S&P &00
Index, the value received for awards under the @@ is based on a formula involving a multiplielated to the level by which the
Company's common stock outperforms the S&P 500@xndlo the extent that Level 3's common stock afop@s the S&P 500® Index, the
value of OSO units to a holder may exceed the valumnqualified stock options.

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustest e (the "Adjusted Strike Price"), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéthee of the S&P 500® Index from the
date of grant to the date of exercise. The valub@OSO increases for increasing levels of outperdnce. OSO units have a multiplier range
from zero to four depending upon the performanceeviel 3 common stock relative to the S&P 500® kes shown in the following table.

Then the Pre-multiplier Gain Is Multiplied by

If Level 3 Stock Outperforms the S&P 500® Index by: a Success Multiplier of:

0% or Less 0.00

More than 0% but Less than 1] Outperformance percentage multipliediy1
11% or More 4.00

The Pre-multiplier gain is the Level 3 coomstock price minus the Adjusted Strike Pricelandate of exercise.

Upon exercise of an OSO, the Company stediVer or pay to the grantee the difference betwbe Fair Market Value of a share of
Level 3 common stock as of the day prior to ther@ige date, less the Adjusted Strike Price (theetEise Consideration™). The Exercise
Consideration may be paid in cash, Level 3 comntocksor any combination of cash or Level 3 commiaels at the Company's discretion.
The number of shares of Level 3 common stock tdddi@ered by the Company to the grantee is detexchby dividing the Exercise
Consideration to be paid in Level 3 common stockhgyFair Market Value of a share of Level 3 comrmatoek as of the date prior to the
exercise date. Fair Market Value is defined in@®0 agreement, but is currently the closing prieseghare of Level 3 common stock on the
NASDAQ exchange. Exercise of the OSO units doesauptire any cash outlay by the employ

Prior to March 31, 2007, OSO awards vestest 2 years and had a 4-year life. Fifty percéithe awards vested at the end of the first
year after grant, with the remaining 50% vested t¢ive second year (12.5% per quarter). As partaafraprehensive review of its lo-term
compensation program completed in the first quart&007, beginning with awards made on or afterilAlp 2007,
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OSO units are awarded monthly to employees in magiagement level and higher positions, have a ffeaelife, vest 100% and fully settle
on the third anniversary of the date of the awand @&e valued as of the first day of each montltigents have no discretion on the timing to
exercise OSO units granted on or after April 1,2@0us the expected life of all such OSO unithise years.

As of December 31, 2009, there was $1lionilbf unamortized compensation expense relatggaoted OSO units. The weighted avel
period over which this cost will be recognized ig5lyears.

The fair value of the OSO units grantedakulated by applying a modified Black-Scholes elatith the assumptions identified below.
The Company utilized a modified Bla@choles model due to the additional variables redguio calculate the effect of the success mudtipi
the OSO program. The Company believes that givemdfative short life of the options and the othemiables used in the model, the modified
Black-Scholes model provides a reasonable estiofdtee fair value of the OSO units at the time Hrg.

Year Ended December 31

2009 2008 2007

S&P 500 Expected Dividend

Yield Rate 3.0(% 2.0(% 1.7¢%
Expected Life 3 year: 3 year 3 year:
S&P 500 Expected Volatility

Rate 26% 13% 12%
Level 3 Common Stock

Expected Volatility Rat 45% 56% 55%
Expected S&P 50

Correlation Facto 46 .32 .28
Calculated Theoretical Valt 11<% 147% 14€%
Estimated Forfeiture Ra 20% 12% 12%

The fair value of each OSO grant equalstieulated theoretical value multiplied by the &8 common stock price on the grant date.

As described above, recipients have naelign on the timing to exercise OSO units grameadr after April 1, 2007, thus the expected
life of all such OSO units is three years. The Camypestimates the stock price volatility using enbnation of historical and implied volatili
as Level 3 believes it is consistent with the applomost marketplace participants would considiergusll available information to estimate
expected volatility. The Company has determinetl ¢élkpected volatility is more reflective of markeinditions and provides a more accurate
indication of volatility than using solely histoalcvolatility. In reaching this conclusion, the Cpamy has considered many factors including
extent to which its future expectations of volafilbover the respective term is likely to differ finchistorical measures, the absence of actively
traded options and the Company's ability to rewenatility of its publicly traded convertible detith similar terms and prices to the securities
the Company is valuing.

The fair value for OSO units awarded taipgrants during the years ended December 31, 22088 and 2007 was approximately
$8 million, $18 million and $32 million, respectiye
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Transactions involving OSO units awardezlsarmmarized in the table below. The Option PrigeUnit identified in the table below
represents the initial strike price, as determimedhe day prior to the OSO grant date for thosatgt

Weighted
Weighted Average
Initial Average Aggregate Remaining
Strike Price Initial Intrinsic Contractual
Units Per Unit Strike Price Value Term
(in millions)
Balance January 1, 20i 15,285,49 $ 2.03-$6.6¢ $ 3.9: $ 82.7 2.54 year
Options grante: 4,818,06! 3.03-6.1C 5.2¢F
Options forfeitec (631,60:) 2.03- 6.6¢€ 5.0¢
Options expirec (1,767,68) 2.03- 6.6¢€ 5.37
Options exercise (1,999,71) 2.03-5.3¢ 2.817
Balance December 31, 20 15,704,55 $ 2.03-$6.1( 427 $ 2.4 2.04 year
Options grante! 4,592,80! 0.94- 3.44 2.7C
Options forfeitec (1,552,071 1.05- 6.1C 4.6t
Options expiret (2,228,54) 2.03- 6.1C 3.97
Options exercise (709,48)) 2.03- 3.3¢ 2.4z
Balance December 31, 20 15,807,26 $ 0.94- $6.1C 3.9C — 1.56 year
Options grante: 7,167,52! .70-1.51 1.1t
Options forfeitec (2,320,95) .70-6.1C 3.2t
Options expirec (4,804,43) 2.03-5.3¢ 3.28
Options exercise — 0.00- 0.0C —
Balance December 31, 20 15,849,40 $ .70-%$6.1C $ 29t % 5.2 1.55year
Options exercisabl
("vested"):
December 31, 200 9,821,82 $ 2.03-$5.7C $ 3.7z
December 31, 200 7,962,060 $ 2.03-$5.3¢ $ 3.9¢
December 31, 200 3,298,79' $ 4.44-$5.3¢ $ 5.01 $ — B0 year
OSO units Outstanding OSO units Exercisable
at December 31, 2009 at December 31, 2009
Weighted Weighted Weighted
Average Average Average
Number Remaining Initial Number Initial
Range of Exercise Prices Qutstanding Life (years) Strike Price Exercisable Strike Price
$.70- $1.05 2,132,65. 2.0t $ .9C 0 $ 0
$1.07- $1.51 5,147,97. 26z $ 1.24 0 % 0
$2.03- $3.04 1,741,43 128 $ 2.7z (O 0
$3.36- $4.65 2,567,43. 94 3 3.9¢ 1,083,23 $ 4.44
$5.18- $6.10 4,259,90! 45 $ 5.5 2,215,556/ $ 5.2¢
15,849,40 3,298,79!
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In the table above, the weighted averagialistrike price represents the values used tkoutate the theoretical value of OSO units on the
grant date and the intrinsic value represents #theevof OSO units that have outperformed the S&B&RbMdex as of December 31, 2009.

The total realized value of OSO units eisa@ was zero, $2 million and $19 million for theays ended December 31, 2009, 2008 and
2007, respectively. The Company issued approximatio, 466,000 and 3.2 million shares of Levebfimon stock upon the exercise of C
units for the years ended December 31, 2009, 2008807, respectively. The number of shares of L&w&tock issued upon exercise of an
OSO unit varies based upon the relative performahtevel 3's stock price and the S&P 500® Indetween the initial grant date and
exercise date of the OSO unit.

As of December 31, 2009, based on the Leéwsimmon stock price and post-multiplier valubge, Company was not obligated to issue
any shares for vested and exercisable OSO unitea@Sompany's common stock price did not outperfibrenS&P 500® Index.

Restricted Stock and Uni

Restricted stock units and shares are gdatiotthe recipients at no cost. Restrictions andfer lapse over one to four year periods. Th
value of restricted stock units and shares awatateted $16 million, $43 million and $68 milliomrfthe years ended December 31, 2009,
and 2007, respectively. The fair value of theserdwavas calculated using the value of the LevadrBrmaon stock on the grant date and are
being amortized over the periods in which the resbns lapse. As of December 31, 2009, unamortcedpensation cost related to nonvested
restricted stock and restricted stock units was$ilifon and the weighted average period over whidh cost will be recognized is 2.45 years.

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

Weighted Average

Grant Date
Number Fair Value
Nonvested at January 1, 20 19,450,72 $ 2.7¢€
Stock and units grante 11,992,52 5.67
Lapse of restriction (6,997,941 2.71
Stock and units forfeite (2,173,98) 4.2C
Nonvested at December &
2007 22,271,31 4.2C
Stock and units grante 17,627,90 2.43
Lapse of restriction (9,701,47) 3.57
Stock and units forfeite (4,063,94)) 4.0¢
Nonvested at December @
2008 26,133,79 3.2¢
Stock and units grante 13,618,69 1.1¢
Lapse of restriction (11,854,32) 3.11
Stock and units forfeite (3,969,48) 2.74
Nonvested at December ¢
2009 23,928,68 $ 2.2z
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The total fair value of restricted stockdaestricted stock units whose restrictions lapedtie years ended December 31, 2009, 2008 and
2007 was $37 million, $35 million and $19 milliaespectively.

Warrants

As of December 31, 2009, there were appraieély 4 million warrants outstanding ranging ireeise price from $4.00 to $29.00, all of
which were fully vested and for which compensagapense had been fully recognized in the conselitlstatements of operations. The
weighted average exercise price of these warraass$8.11 as of December 31, 2009.

In connection with the acquisition of Breadg, approximately 4 million previously issued Bdwing warrants were converted into
warrants to purchase approximately 5 million shafdsevel 3 common stock at a weighted averageas@price of $5.76 per share of Leve
common stock. In 2007, approximately 3 million loé tBroadwing warrants were exercised to purchageapnately 4 million shares of
Level 3 common stock and resulted in proceedsddCiimpany totaling approximately $23 million.

401(k) Plan

The Company and its subsidiaries offerrthaalified employees the opportunity to particgat a defined contribution retirement plan
qualifying under the provisions of Section 401(k}le Internal Revenue Code ("401(k) Plan"). Eatipleyee is eligible to contribute, on a
deferred basis, a portion of annual earnings géigerat to exceed $16,500 in 2009. Effective Ma6;l2009, the Company matches to 1009
employee contributions up to 3% of eligible earsiog applicable regulatory limits. Prior to March2®09, the Company matched 100% of
employee contributions up to 7% of eligible earsiog applicable regulatory limits.

The Company's matching contributions areenaith Level 3 common stock based on the closiogksprice on each pay date. The
Company's matching contributions are made throumts in the Level 3 Stock Fund, which representefiaf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetlduel 3 to make employer matching and other ¢outions to employees through the
Level 3 401(k) plan. Employees are not able to pase units in the Level 3 Stock Fund. Employeesbleto diversify the Company's
matching contribution as soon as it is made, ef/grey are not fully vested. The Company's matcltiogtributions will vest ratably over the
first three years of service or over such shorégiog until the employee has completed three yebservice at such time the employee is then
100% vested in all Company matching contributiomsluding future contributions. The Company madé#) Plan matching contributions of
$15 million, $30 million and $30 million for the ses ended December 31, 2009, 2008 and 2007, resgdgcThe Company's matching
contributions are recorded as non-cash compensatidincluded in selling, general and administeaxpenses.

The Company made a discretionary contrilouto the 401(k) plan in Level 3 common stock fo year ended December 31, 2007 equal
to three percent of eligible employees’ earningh g@ar. The 2007 deposit was made into the eme&y®1 (k) accounts during the first
quarter of the subsequent year. Level 3 recordezkpanse of $16 million in 2007 for the discretigneontribution.
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The Company did not make a discretionantrioution to the 401(k) plan for the year endeacc®uaber 31, 2009 or 2008.
Restricted Stock Unit Bonus Gre

For 2009, the Company will pay a portiontsfdiscretionary bonus in the form of restricgtdck units. Restricted stock units of
approximately 10 million shares, or $14 millionJiviie awarded in the first quarter of 2010 and waékt promptly upon award.

(13) Income Taxes

An analysis of the income tax benefit (pstn) attributable to loss before income taxesefach of the years in the three year period €
December 31, 2009 follows:

2009 2008 2007
(dollars in millions)

Current:
United States feder. $ — % 1 3% —
State — (7) ()
Foreign — — 2

-  ©® @

Deferred, net of changes in valuati
allowances
United States feder. — — —
State D — 23
Foreign — — —

Income tax benefit (provisior $ S (6 $ 22

The United States and foreign componentess from operations before income taxes follows:

2009 2008 2007
(dollars in millions)
United State: $ (513 $ (216€) $ (1,04%
Foreign (104) (96) (220

$ 617 $ (312) $ (1,169
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A reconciliation of the actual income taenkefit (provision) and the tax computed by applyimg U.S. federal rate (35%) to the loss be
income taxes for each of the years in the threeqyeaod ended December 31, 2009 follows:

2009 2008 2007
(dollars in millions)

Computed tax benefit at statutc

rate $ 21€ $ 10¢ $ 40¢
State income tax bene 20 9 39
Disallowance of losses on

extinguishments of del — (15) (62
Other, ne 16 @) (€8]
Change in valuation allowan: (259) (202 (369)
Income tax benefit (provisiot $ s 6 $ 22

The components of the net deferred taxtagkabilities) as of December 31, 2009 and 20@8eras follows:

2009 2008
(dollars in millions)

Deferred Tax Asset:

Accrued payroll and related benef $ 64 $ 80

State tax credit carry forwar: 22 23

Deferred revenu 26¢ 254

Investment in Coal and other busines 8 7

Unutilized tax net operating loss ca

forwards 2,017 1,79(C

Accrued liabilities 61 43
Total Deferred Tax Asse 2,44( 2,197
Deferred Tax Liabilities

Fixed assets and intangible as¢ (27) (10

Convertible deb (32 (60)
Total Deferred Tax Liabilitie (59 (70
Net Deferred Tax Assets before valuat

allowance 2,381 2,127
Valuation Allowance (2,359 (2,109
Net Nor-Current Deferred Tax Asset aft

Valuation Allowance $ 22 $ 23

The Company has changed its presentaticertdin deferred tax assets and liabilities preesbm the table above as of December 31,
2008, to be comparable with the presentation &eckmber 31, 2009. These changes are primarilggsifications of the 2008 amounts to
conform with the current year presentation, bup atglude certain immaterial corrections to compuaaef prior year's income tax provisions.
These changes to the Company's net deferred taisassof December 31, 2008, had no effect on tinep@ny's results of operations or
financial condition since a full valuation was rgo@zed against all deferred tax items affectedh@gé changes.

As of December 31, 2009, the Company had net dpgrhtss carry forwards of approximately $5.2 biflifor federal income tax purposes.
Under the rules prescribed by U.S. Internal Reveboe
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("IRC") Section 382 and applicable regulationgdftain transactions occur with respect to an\gstitapital stock that result in a cumulative
ownership shift of more than 50 percentage poiptS-percent stockholders over a testing period, anlim#htions are imposed with respect
the entity's ability to utilize its net operatingsk carry forwards and certain current deductigasnat any taxable income the entity achieves in
future periods. The Company had entered into tictitges over the testing period resulting in sigrafit cumulative shifts in the ownership of
its capital stock which alone would not have resiin an ownership change under IRC Section 38%eder, when the Company's actions are
coupled with the trading activity in the Company®enmon stock throughout 2008 by thjpedrty market participants, the Company believet

in 2008 the Company experienced a cumulative ovimieichange of more than 50 percentage points bgréept stockholders during the
applicable testing period. Prior to the ownershiprge in 2008, the Company had net operating sy torwards of $9.7 billion. The
Company believes that the limitation of its net@pieg loss carry forwards will not have a neam@ffect on its consolidated results of
operations and financial position. Additional tractions could cause the Company to incur a subséglepercentage point ownership change
by 5-percent stockholders and, if the Company &igdhe above-noted IRC imposed limitations, cduither limit it from fully utilizing the
remaining net operating loss carry forwards antbgercurrent deductions to reduce income taxes.

The ultimate realization of deferred tageds is dependent upon the generation of futubtexncome during the periods in which those
temporary differences become deductible. The Compansiders the scheduled reversal of deferretidhitities, projected future taxable
income and tax planning strategies in making teggeasment. A valuation allowance has been recagiidst deferred tax assets, as the
Company has concluded that under relevant accaystandards it is not more likely than not thatdleéerred tax assets are realizable.

The valuation allowance for deferred tasets was approximately $2.4 billion as of Decen®igr2009 and approximately $2.1 billion as
of December 31, 2008. The net change in the vanailowance for the year ended December 31, 2G3approximately $255 million.

The U.S. federal tax loss carry forwardgiexthrough 2029 and are subject to examinatiothbytax authorities until three years after the
carry forwards are utilized. The U.S. federal tassl carry forwards expire as follows (dollars irlions):

Expiring December 31 Amount
2024 $ 532
2025 1,18¢
2026 1,02¢
2027 1,501
2028 35€
2029 591
$ 5,19t

The Company has approximately $90 millibtea loss carry forwards for controlled foreigrrporations at December 31, 2009, the
majority of which have no expiration period. In &uth, the Company has approximately $4.7 billidrgmss state tax loss carry forwards with
various expiration periods through 2029.
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(13) Income Taxes (Continued)

The majority of the Company's foreign assetd operations are owned by entities that haatesl to be treated for U.S. tax purposes as
unincorporated branches of a U.S. holding compady as a result, the taxable income or loss aner ¢#ix attributes of such entities are
included in the Company's U.S. federal consolidatedme tax return. However, the Company has samegdn subsidiaries that have not so
elected and therefore are treated for U.S. taxqgaap as controlled foreign corporations. With respesuch controlled foreign corporations
of December 31, 2009, the Company has no plarepiatriate undistributed earnings of such contrditedign corporations as any earnings
deemed necessary to fund ongoing European opesatimhplanned expansion. Undistributed earningsicii controlled foreign corporations
that are permanently invested and for which nordedetaxes have been provided are immaterial &eoémber 31, 2009 and 2008.

The Company's liability for uncertain taosgtions totaled $16 million at December 31, 2008 $16 million at December 31, 2008. These
amounts also include the related accrued interespanalties associated with the uncertain taxtipaosiif applicable. The Company does not
expect the liability for uncertain tax positiondivehange significantly during the twelve monthgled December 31, 2010; however, actual
changes in the liability for uncertain tax posigarould be different than currently expected. Afoolvard of the liability for uncertain tax
positions follows:

(dollars in millions) Amount
Balance as of January 1, 2C $ 18
Gross increas—tax positions prior to 200 3
Gross increas—during 2007 3
Gross decreas—tax positions prior to 200 (6)
Balance as of December 31, 2( 18
Gross increas—tax positions prior to 200 3
Gross increas—during 200¢ 1
Gross decreas—tax positions prior to 200 (6)
Balance as of December 31, 2( 16
Gross increas—tax positions prior to 200 2
Gross decreas—settlements with taxing authoriti 2
Balance as of December 31, 2( $ 16

The Company, or at least one of its subsigs, files income tax returns in the U.S. fedgrasdiction and various states and foreign
jurisdictions. With few exceptions, the Companydslonger subject to U.S. federal, state and lawahor-U.S. income tax examinations by
authorities for years before 2003. The Internald®ese Service and state and local taxing authoriigsrve the right to audit any period where
net operating loss carry forwards are availableimduthe third quarter of 2008, the Company andltiternal Revenue Service settled an
income tax audit for years 1999 through 2001 intaaidto 1996 interest issues resulting in a refoh@1 million to the Company. In addition,
the Internal Revenue Service completed an exaroimafi certain adjustments to the Company's U.Sinretax returns for 2002 resulting fre
final resolution of the 1999 through 2001 auditeT@ompany is currently under audit by the taxinthadty in Germany for tax years 2003
through 2007.
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The Company recognizes accrued interespandlties related to uncertain tax positions @oine tax expense in its consolidated
statements of operations of approximately $1 nmilli®2 million and $1 million for the years endedcBmber 31, 2009, 2008 and 2007,
respectively. The Company's liability for uncertéam positions includes approximately $11 milliord&10 million of accrued interest and
penalties at December 31, 2009 and 2008, respbctive

(14) Segment Information

Accounting guidance for the disclosuresudtsegments of an enterprise defines operating segnas components of an enterprise for
which separate financial information is availabhe avhich is evaluated regularly by the Companyiefabperating decision maker, or decision
making group, in deciding how to allocate resoumed assess performance. The Company's operatinges¢s are managed separately and
represent separate strategic business units teatdifferent products or services and serve diffémarkets. The Company's reportable
segments include: communications and coal miniag ($ote 1). Other business interests, which areepatrtable segments, include corporate
assets and overhead costs that are not attributablgpecific segment.

The Company evaluates performance based Agpsted EBITDA, as defined by the Company, asmzome (loss) from the
consolidated statements of operations before ¢bnre taxes, (2) total other income (expense), ¢8}cash impairment charges included
within restructuring and impairment charges, (4réeiation and amortization and (5) non-cash stachpensation expense included within
selling, general and administrative expenses orahsolidated statements of operations.

The data presented in the following taletudes information for the years ended Decemfie2809, 2008 and 2007 for all statement of
operations and cash flow information presented,andf December 31, 2009 and 2008 for all balaheetsnformation presented. Information
related to the acquired businesses is included fhain respective acquisition dates. Revenue aadelated expenses are attributed to cour
based on where services are provided.
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Segment information for the Company's Comications and Coal Mining businesses is summarzefdllows (in millions):

Year Ended
December 31,
2009 2008 2007
Revenue from external custome
Communication $ 3,698 $ 4,22¢ $ 4,19¢
Coal Mining 67 75 70

$ 3,762 $ 4,301 $ 4,26¢

Adjusted EBITDA

Communication: $ 91C $ 1,03¢ $ 82t
Coal Mining $ — 8 5 % 5
Capital expenditures

Communication: $ 308 $ 44€ $ 631
Coal Mining 5 3 2

$ 312 $ 44¢ $ 63¢

Depreciation and amortizatior
Communication: $ 90€ $ 92¢ $ 93t
Coal Mining 9 2 7

$ 91E $ 931 § 94

Total assets

Communication $ 8,93: $ 9,50¢
Coal Mining 12C 121
Other 10 8

$ 9,062 $ 9,63«
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The following is a summary of geographicébrmation (in millions):

Year Ended
December 31,
2009 2008 2007
Revenue from external
customers:
North America $ 3,43¢ $ 3,97t $ 4,017
Europe:
United Kingdom 134 148 12¢
Germany 73 67 48
Other European Countri 11¢ 11€ 87
Total Europe 32¢ 32¢ 25¢

$ 3,762 $ 4,301 $ 4,26¢

Long-lived assets:

North America $ 5,64t $ 6,24

Europe:
United Kingdom 121 10¢€
Germany 36¢ 37¢
Other European Countri 23€ 234
Total Europe 72€ 71€

$ 6,374 $ 6,96(

The majority of North American revenue detssof services delivered within the United Staldse majority of European revenue cons
of services delivered within the United Kingdom a@ermany. Revenue from transoceanic servicesdsaitd to Europe.

The Company includes all non-current assatsept for goodwill, in its long-lived assets.
Communications revenue consists of:

1) Core Communications Services, which includes CarmMdrk Services and Wholesale Voice Services;

. Core Network Services includes revenue from trartspdrastructure, data and local and enterprisieeszcommunicatio
services.
. Wholesale Voice Services includes revenue from ldistance voice services, including domestic vééecmination,

international voice termination and toll free sees.
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2) Other Communications Services includes revenue framaged modem and its related reciprocal compenssgrvices an
SBC Contract Services, which includes revenue fitoenSBC Master Services Agreement, which was obdkiin the acquisition

of WilTel.
Core Other
Communications Communications
Services Services Total
(in millions)
Communications
Revenue
2009
North America $ 3,171 192 $ 3,36¢
Europe 32€ — 32€
$ 3,50 $ 192 $ 3,69t
2008
North America $ 3,532 % 36€ $ 3,90C
Europe 32¢ — 32¢
$ 3,86( $ 36€ $ 4,22¢
2007
North America $ 3,366 $ 575 $ 3,941
Europe 25€ 2 25¢
$ 3,622 $ 577 $ 4,19¢

The following information provides a recdiation of Net Income (Loss) to Adjusted EBITDA bgportable segment, as defined by the
Company, for the years ended December 31, 2008 208 2007 (in millions):

2009

Coal

Communications Mining
Net Income (Loss $ (605) $ 6
Income Tax Provision (Benefi — —
Total Other (Income) Expen: 55C (15)

Depreciation and Amortizatic

Expense 90€ 9
Non-Cash Compensation Exper 59 —
Adjusted EBITDA $ 91C $ —
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(14) Segment Information (Continued)

2008
Coal
Communications Mining
Net Income (Loss $ (322) $ 3
Income Tax Provision (Benefi 4 —
Total Other (Income) Expen: 35C —
Depreciation and Amortizatic
Expense 92¢ 2
Non-Cash Compensation Exper 78 —
Adjusted EBITDA $ 1,03¢ $ 5
2007
Coal
Communications Mining
Net Income (Loss $ 1145 $ (3
Income Tax Provision (Benefi ()] 1
Total Other (Income) Expen: 927 —
Non-Cash Impairment Charg 1 —
Depreciation and Amortization
Expense 93¢t 7
Non-Cash Compensation Exper 122 —
Adjusted EBITDA $ 82: $ 5
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The Company and certain of its subsidigties "companies") are parties to a number of piggloclass action lawsuits involving the
companies' right to install fiber optic cable netwin railroad right-of-ways adjacent to plaintiffand. The only lawsuit in which a class has
been certified against the companies occurrdtbiyle, et. al. v. Level 3 Communications, Inc.aét.a purported two state class action filed in
the U.S. District Court for the District of Idahio. November of 2005, the court granted class ceatibbn only for the state of Idaho. The
companies have defeated motions for class cetiifitén a number of these actions but expect thanfiffs in the pending lawsuits will
continue to seek certification of statewide or rinsilite classes. In general, the companies obtaireedghts to construct their networks from
railroads, utilities, and others, and have insthtleeir networks along the rights-efay so granted. Plaintiffs in the purported clastoas asse!
that they are the owners of lands over which thmpanies' fiber optic cable networks pass, andthwatailroads, utilities, and others who
granted the companies the right to construct andtaia their networks did not have the legal auitlyado do so. The complaints seek damages
on theories of trespass, unjust enrichment andistaof title and property, as well as punitive dges The companies have also received, and
may in the future receive, claims and demandseeltd rights-of-way issues similar to the issueth@se cases that may be based on similar or
different legal theories.

The companies negotiated a series of skttements affecting all persons who own or owlaed next to or near railroad rights of way
which the companies have their fiber optic cablsvoek. The United States District Court for the Bttt of Massachusetts iKingsborough v.
Sprint Communications Co. L.Branted preliminary approval of the proposed ssttlet; however, on September 10, 2009, the couieden
motion for final approval of the settlement on basis that the court lacked subject matter jurtzticand dismissed the case.

It is still too early for the Company taddh a conclusion as to the ultimate outcome ofetlaetions. However, management believes that
the companies have substantial defenses to the<ksserted in all of these actions (and any simlitggms which may be named in the future),
and intends to defend them vigorously if a satisfigcsettlement is not ultimately negotiated andraped. Additionally, management believes
that any resulting liabilities for these actionsybnd amounts reserved, will not materially aftbet Company's financial condition or future
results of operations, but could affect future cieWs.

In February 2009, Level 3 Communicatioms, | certain of its current officers and a form#icer were named as defendants in purported
class action lawsuits filed in the United Statestidit Court for the District of Colorado, whichvyeabeen consolidated as Inlrevel 3
Communications, Inc. Securities Litigati¢@ivil Case No. 09-cv-00200-PAB-CBS). The Plairdiffi each complaint allege, in general, that
throughout the purported class period specifiethéncomplaint that the defendants failed to disclositerial adverse facts about the Comp:
integration activities, business and operationg démplaints seek damages based on purportedioidaif Section 10(b) of the Securities
Exchange Act of 1934, Securities and Exchange Casion Rule 10b-5 promulgated thereunder and Se20¢e) of the Securities Exchange
Act of 1934. On May 4, 2009, the Court appointddaal plaintiff in the case, and on June 29, 2089 Jead plaintiff filed a Consolidated Class
Action Complaint (the "Complaint"). On July 29, Z)@he Company and the other defendants namee iG@dmplaint filed a motion to dismiss
the Complaint with prejudice which is pending beftie court.
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It remains too early for the Company tockea conclusion as to the ultimate outcome of tlaesiens. However, management believes that
the Company has substantial defenses to the ckssested in all of these actions (and any simi&ns which may be named in the future)
and intends to defend these actions vigorously.

During March 2009, Level 3 Communicatiolms,., as a nominal defendant, certain of its doexctnd its current officers, and a former
officer, were named as defendants in purportedkhtder derivative actions in the District CourtoBmfield County, Colorado, which have
been consolidated as Inltevel 3 Communications, Inc. Derivative Litigati(head Case No. 2009CV59Dn December 11, 2009, Level 3
Communications, Inc., as a nominal defendant, icedfits directors and current officers, and arer officer, were named as defendants in
purported stockholder derivative action in the EdiStates District Court for the District of Coldaein Iron Workers District Council Of
Tennessee Valley & Vicinity Pension Plan v. Lev&@@mmunications, Inc., et. al. The Plaintiffs aliegat during the period specified in the
complaints the named defendants failed to disaleaterial adverse facts about the Company's integrattivities, business and operations.
The complaints seek damages on behalf of the Coyripased on purported breaches of fiduciary dutieslisseminating false and misleading
statements and failing to maintain internal costrahjust enrichment; abuse of control; gross misagament; waste of corporate assets; and,
with respect to certain defendants, breach of fatyaduties in connection with the resignation @vih O'Hara. The parties have agreed to a
temporary stay of all activities in these actiorsgling the outcome of the motion to dismiss or othkevant time periods in the securities
litigation described above.

It remains too early for the Company tactea conclusion as to the ultimate outcome of tldesivative actions. However, management
believes that the complaints have numerous defigsrincluding that each plaintiff failed to makdemand on the Company's Board of
Directors before filing the suit.

In March 2009, late April 2009 and early w009, Level 3 Communications, Inc., the Level@r@nunications, Inc. 401(k) Plan
Committee and certain current and former officerd directors of Level 3 Communications, Inc. weaged as defendants in purported class
action lawsuits filed in the U.S. District Court filne District of Colorado iWalter v. Level 3 Communications, Inc., et. al.gBs v. Level 3
Communications, Inc., et. aindFragale v. Level 3 Communications, Inc., et. @he complaints allege breaches of fiduciary atheoduties
under the Employee Retirement Income Security AER(SA") with respect to investments in the Compampmmon stock held in individual
participant accounts in the Level 3 Communications, 401(k) Plan. The complaints claim that thoseestments were imprudent for reasons
that are similar to those alleged in the securiied derivative actions described above. A motioconsolidate the three actions and specify
lead counsel is pending before the court.

It remains too early for the Company toctea conclusion as to the ultimate outcome of tB#3ESA actions. However, management
believes that the Company has substantial deféogbe claims asserted in all of these actions @mdsimilar claims which may be named in
the future) and intends to defend these actionsreigsly.

The Company and its subsidiaries are mttienany other legal proceedings. Managementusdithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, willragerially affect the Company's financial comatitior future results of operations, but
could affect future cash flows.
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Letters of Credi

It is customary in Level 3's industry teeusrious financial instruments in the normal cewsbusiness. These instruments include letters
of credit. Letters of credit are conditional conimétnts issued on behalf of Level 3 in accordanchk specified terms and conditions. As of
December 31, 2009 and 2008, Level 3 had outstanditeys of credit of approximately $25 million a®80 million, respectively, which are
collateralized by cash, which is reflected on thesolidated balance sheet as restricted cash. dimp&ny does not believe it is practicable to
estimate the fair value of the letters of credi does not believe exposure to loss is likely natemal.

Operating Leases

The Company is leasing rights-of-way, fitieis and other assets under various operating$eakich, in addition to rental payments, may
require payments for insurance, maintenance, ptyfeexes and other executory costs related toahgel. Certain leases provide for adjustn
in lease cost based upon adjustments in varioas prdexes and increases in the landlord's managesuosts.

The right-of-way agreements have varioysration dates through 2060. Payments under thgbeaf-way agreements were $118 mill
in 2009, $112 million in 2008 and $106 million iA@7.

The Company has obligations under non-dabteoperating leases for certain colocation dfideofacilities, including lease obligations
for which facility related restructuring chargesddeen recorded. The lease agreements have vasipiration dates through 2099. Rent
expense, including common area maintenance, urmfecancelable lease agreements was $198 milli@e®9, $193 million in 2008 and
$190 million in 2007.

For those leases involving communicatiomisaation and right-of-way agreements, the Compamticipates that it will renew these leases
under option provisions contained in the leaseagents given the significant cost to relocate tben@any's network and other facilities.

Future minimum payments for the next fieags under network and related right-of-way agredsand non-cancelable operating leases
for facilities consist of the following as of Decber 31, 2009 (in millions):

Right-of-Way
Agreements Facilities Total
2010 $ 121 % 16C $ 281
2011 96 147 24%
2012 93 13€ 231
2013 90 117 207
2014 83 10z 18t
Thereaftel 767 34C 1,107
Total $ 125 $ 1,00¢ $ 2,25¢

Certain right of way agreements includevigions for increases in payments in future perioalsed on the rate of inflation as measured by
various price indexes. The Company has not includidhates for these increases in future periotlseramounts included above.
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Certain non-cancelable right of way agresisierovide for automatic renewal on a periodidsdayments due under these agreements
with automatic renewal options have been includetthé table above for a period of 16 years fronudanl, 2010, which approximates the
economic remaining useful life of the Company'sdton In addition, certain other right of way agments are cancellable or can be termin
under certain conditions by the Company. The Comjraciudes the payments under such cancelable oightly agreements in the table
above for a period of 1 year from January 1, 2@flihe Company does not consider it likely thawill cancel the right of way agreement
within the next year.

(16) Condensed Consolidating Financial Information

As discussed in Note 11, Level 3 Finandiag issued senior notes as described below:

. In October 2003, Level 3 Financing issued $500iamlbf 10.75% Senior Notes due 2011. The 10.75%08&otes were
registered with the Securities and Exchange Comamse 2005. The Company repurchased $497 millibthe 10.75% notes
2006.

. In March 2006, Level 3 Financing issued $150 millaf Floating Rate Senior Notes due 2011 and $28®mof 12.25%

Senior Notes due 2013. The Company repurchasedi$ilddn of the Floating Rate Senior Notes due 2012007 and the
remaining $6 million of the Floating Rate Seniortédue 2011 in 2009.

. In April 2006, Level 3 Financing issued an addiab$i300 million of 12.25% Senior Notes due 2013 Sete 17—Subsequent
Events for addition information on the 12.25% SeiNotes due 2013.

. In October 2006, Level 3 Financing issued $600iomIbf 9.25% Senior Notes due 2014 and in Decer2b86 issued a
additional $650 million of 9.25% Senior Notes dd.2.

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

The notes discussed above are unsecurigghtibhs of Level 3 Financing; however, they aogbintly and severally and fully and
unconditionally guaranteed on an unsecured seasistby Level 3 Communications, Inc. and Level 3n@wnications, LLC.

In addition, Level 3 Financing's 12.25% idelNotes due 2013, Floating Rate Senior Notes2iel and 9.25% Senior Notes due 201«
jointly and severally and fully and unconditionafjyaranteed by Broadwing Financial Services, mevholly owned subsidiary of Level
Communications, Inc. Broadwing Financial Servidas, was acquired in the acquisition of BroadwimgJanuary 3, 2007. As a result of this
guarantee, the Company has included Broadwing Eiab8ervices, Inc. in the condensed consoliddimancial information below for the
periods from January 3, 2007 through December 329 2vhen the Company merged Broadwing Financiali€es, Inc. with and into Level 3
Communications LLC. In the Condensed ConsolidaBatance Sheets for the year ended December 31, Bd6&dwing Financial
Services, Inc. is included in Level 3 Communicagioln C.
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In conjunction with the registration of th@.75% Senior Notes, Floating Rate Senior Notesail, 12.25% Senior Notes due 2013,
9.25% Senior Notes due 2014, 8.75% Senior Note@WiZ and Floating Rate Senior Notes due 2015dbenapanying condensed
consolidating financial information has been pregaaind presented pursuant to SEC Regulation S-¥ BaD "Financial statements of
guarantors and affiliates whose securities colddites an issue registered or being registered."offggating activities of the separate legal
entities included in the Company's consolidatedriial statements are interdependent. The accorimgpogndensed consolidating financial
information presents the results of operationgHial position and cash flows of each legal erditgd, on an aggregate basis, the other non-
guarantor subsidiaries based on amounts incurrestidly entities, and are not intended to presentbeating results of those legal entities
stand-alone basis.

Level 3 Communications, LLC leases equipnaerl certain facilities from other wholly ownedsidiaries of Level 3
Communications, Inc. These transactions are elirathi the consolidated results of the Company.

The Condensed Consolidating Balance Stseet Becember 31, 2008 has been adjusted to refflececlassification of noncurrent
deferred tax liabilities from Level 3 CommunicatiphLC. to Other Non-Guarantor Subsidiaries. THeatfof this change was an increase in
the Other Liabilities for the Other Non-GuarantaibSidiaries and a reduction in the Other Liab#itfer Level 3 Communications, LLC., with
corresponding changes to Due from (to) affiliadss change did not have any effect on the Lev@b8solidated Balance Sheet as of
December 31, 2008 or the financial results fornytha ended December 31, 2008.
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Revenue
Costs and
Expenses
Cost of
Revenue
Depreciation
and
Amortizatio
Selling,
General an
Administral
Restructuring
and
Impairment
Charges

Total Costs
and
Expense:

Operating
Income
(Loss)

Other Income

(Expense)

Interest

income

Interest

expense
Interest
income
(expense)
affiliates,
net

Equity in net
earnings
(losses) of
subsidiarie:

Other income
(expense),
net

Other Incom
(Expense

Income (Loss)

Before

Income

Taxes

Income Tax
Benefit
(Expense’

Net Income
(Loss)

Condensed Consolidating Statements of Operations
For the year ended December 31, 2009

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

— % — $ 1,64z $ — $ 2,35 $ (230) $ 3,76:
— — 737 — 1,047 (21¢) 1,56t
— — 412 — 502 — 91¢

2 — 1,10¢ 23¢ (11) 1,33¢

— — 9 — — — 9

2 — 2,26¢€ — 1,78¢ (2300 3,821

2 — (624) — 561 — (65)

— — 1 — 1 — 2
(219) (379 (@] (1) (7) — (599)
79t 1,18( (2,057) — 82 — —
(1,247) (2,04%) 387 — — 2,902 —
42 — 4 — (5) — 41
(61€) (1,247) (1,667) ) 71 2,90z (552)
(61¢) (1,242) (2,29) (1) 632 2,90z (617)
— — 2 — (3 — (1)
61¢) $ (1,242 $ (2,289 $ 1) $ 62¢ $ 2,90 $ (619
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Revenue
Costs and
Expenses
Cost of
Revenue
Depreciation
and
Amortizatio
Selling,
General an
Administral
Restructuring
and
Impairment
Charges

Total Costs
and
Expense!

Operating
Income
(Loss)

Other Income

(Expense)

Interest

income

Interest

expense
Interest
income
(expense)
affiliates,
net

Equity in net
earnings
(losses) of
subsidiarie:

Other income
(expense),
net

Total Other
Income
(Expense’

Income (Loss)

Before

Income

Taxes

Income Tax
Benefit
(Expense

Net Income
(Loss)

Condensed Consolidating Statements of Operations

For the year ended December 31, 2008

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Broadwing Other
Level 3 Level 3 Financial Non-
Communications, Financing, Communications, Services, Guarantor
Inc. Subsidiaries  Eliminations Total
(dollars in millions)

— $ — $ 1,72C $ — $ 2,79t $ (214 $ 4,301
— — 684 — 1,32¢ (203)  1,80¢
— — 362 — 56¢ — 931
1 — 1,24z 272 (11) 1,50¢%
— — 25 — — — 25
1 — 2,31¢ — 2,16¢ (214  4,27C
Q) — (594) — 62€ — 31
— 1 10 — 4 — 15
(291) (369) — (%) (8) — (570
7817 1,10¢ (1,959 — 61 — —
(99¢) (1,739 527 — — 2,20¢ —
85 — 7 — 12¢C — 212
(317) (99¢) (1,407) 2 177 2,20 (343
(31¢) (99¢) (2,007 2 802 2,20 (312
— — (5) — (1) — (6)
(31¢) $ (99¢) $ (2,006 $ 2 % 80z $ 2,20¢ $ (319
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(16) Condensed Consolidating Financial Information(Continued)

Revenue
Costs and
Expenses
Cost of
Revenue
Depreciation
and
Amortizatio
Selling,
General an
Administrat
Restructuring
and
Impairment
Charges

Total Costs
and
Expense:

Operating
Income
(Loss)

Other Income

(Expense)

Interest

income
Interest
expense

Interest
income
(expense)
affiliates,
net

Equity in net
earnings
(losses) of
subsidiarie:

Other Income
(Expense

Total Other
Income
(Expense

Income (Loss)

Before

Income

Taxes

Income Tax
Benefit

Net Income
(Loss)

Condensed Consolidating Statements of Operations

For the year ended December 31, 2007

Broadwing Other
Level 3 Level 3 Level 3 Financial Non-

Communications, Financing, Communications, Services, Guarantor

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

$ — $ — $ 1,43¢ $ 27 $ 2,99 $ (192) $ 4,26¢
— — 552 — 1,43¢ (159 1,83:
— — 34& — 597 — 94z
3 — 1,251 27 47¢ 37) 1,72:
— — 12 — — — 12
3 — 2,161 27 2,51( (193) 4,51(
(3) — (722) — 484 — (241)
2 1 43 — 8 — 54
(239 (36%) (1) (1) ®) — (609)
781 97¢ (1,81¢) — 61 — —
(1,329 (1,939 444 — — 2,81¢ —
(363) (29) 7 — 13 — (372)
(1,149 (1,35)) (1,32%) ) 74 2,81¢ (927)
(1,14¢) (1,35)) (2,047) Q) 55¢ 2,81¢ (1,16%)
— 22 — — — — 22
$ (1,14¢) $ (1,329 $ (2,047 $ 1) $ 55¢ $ 2,81¢ $ (1,14¢)
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Balance Sheets
December 31, 2009

Level 3 Level 3 Level 3 Other
Communications, Financing, Communications, Non-Guarantor
Inc. Inc. LLC Subsidiaries Eliminations Total

(dollars in millions)

Assets
Current Assets
Cash and cash

equivalents $ 23€ % 8 $ 431 $ 161 $ — $ 83€
Restricted cast

and securitie — — 1 2 — 3
Receivable, ne — — 77 24¢€ — 323
Due from (to)

affiliates 11,40« 10,397 (24,06¢) 2,267 — —
Other 3 16 43 35 — 97
Total Current

Assets 11,64 10,42 (23,51¢) 2,711 — 1,25¢
Property, Plant

and

Equipment,

net — — 3,11¢ 2,56¢ — 5,681
Restricted Cast

and Securitie 18 — 23 81 — 122
Goodwill and

Other

Intangibles,

net — — 56€ 1,33( — 1,89¢
Investment in

Subsidiaries (9,222) (15,037) 3,28¢ — 20,97: —
Other Assets, n 7 63 15 13 — 98
Total Assets $ 2,44¢ $ (4,557 $ (16,50%) $ 6,70 $ 20,97 $ 9,062

Liabilities and

Stockholders

Equity

(Deficit)
Current

Liabilities:

Accounts

payable $ 1 9 — & 13¢ $ 2271 $ — $ 364
Current portion

of long-term

debt 151 551 2 1 — 70E
Accrued payrol

and

employee

benefits — — 46 5 — 51
Accrued intere: 47 92 — 1 — 14C
Current portion

of deferred

revenue — — 11€ 46 — 162
Other — 61 35 — 97

Total Current

Liabilities 19¢ 644 361 31t — 1,51¢
Long-Term

Debt, less

current

portion 1,722 3,93¢ 26 71 — 5,75¢
Deferred

Revenue, les

current

portion — — 662 78 — 74C
Other Liabilities 34 93 15€ 274 — 557
Stockholders'

Equity

(Deficit) 491 (9,22¢) (17,710 5,96t 20,97 491
Total Liabilities

and

Stockholders

Equity

(Deficit) $ 2,446 $ (4,557 $ (16,50%) $ 6,702 $ 20,97 $ 9,06

[any
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(16) Condensed Consolidating Financial Information(Continued)

Level 3
Communications,

Inc.

Condensed Consolidating Balance Sheets
December 31, 2008

Broadwing Other
Level 3 Level 3 Financial  Non-Guarantor
Financing, = Communications, Services,
Inc. LLC Inc. Subsidiaries

Eliminations

Total

Assets
Current
Assets:
Cash and
cash
equivalent $
Restricted
cash and
securities
Receivable,
net
Due from
(to)
affiliates
Other

11,14¢

(dollars in millions)

$ 10 $ 55t $ — $ 13¢

— 73 — 317

9,30¢ (22,309 17 1,83¢
9 36 = 32

$ 76¢

39C

81

Total Current
Assets

Property,
Plant and
Equipment
net

Restricted
Cash and
Securities

Goodwill and
Other
Intangibles
net

Investment in
Subsidiarie

Other Assets
net

11,21¢

18

(8,049

9,32¢ (21,640 17 2,321

— 3,15(C — 3,00¢

— 54¢ — 1,451
(13,049 3,48¢ — —

76 15 = 15

17,60(

1,242

6,15¢

127

1,991

112

Total Assets  $

3,20¢

$ (3640 $ (14,420 17 3 6,88(

$ 17,60(

$ 9,63¢

Liabilities
and
Stockholde
Equity
(Deficit)

Current
Liabilities:

Accounts
payable $
Current
portion of
long-term
debt
Accrued
payroll
and
employee
benefits
Accrued
interest
Current
portion of
deferred
revenue
Other

181

24

$ — 3 147 $ — $ 21¢

93 — — —

=

5¢ — 51

18¢

10&

117

16¢
111

Total Current
Liabilities

Long-Term
Debt, less
current
portion

Deferred

20€

1,93(

94 40C 1 34¢

4,21¢ 7 19 73

1,052

6,24%



Revenue, les
current
portion

Other
Liabilities

Stockholders'
Equity
(Deficit)

Total
Liabilities
and
Stockholde
Equity
(Deficit)

— — 63C — 89 — 71¢

44 97 101 — 35¢ — 597
1,021 (8,047 (15,56 ) 6,01 17,60C 1,021
3,20¢ (3,640 $ (14,4260 $ 17 $ 6,88( $ 17,60 $ 9,63¢
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(16) Condensed Consolidating Financial Information(Continued)

Net Cast
Provided
by (Used
in)
Operating
Activities

Cash Flows
from
Investing
Activities:

Capital
expenditt
Proceeds
from sale
of
business
groups,
net
(Increase)
decrease
in
restricted
cash and
securities
net
Proceeds
from sale
of
property,
plant and
equipmet

Net Cast
Used in
Investing
Activities

Cash Flows
from
Financing
Activities:

Long-term
debt
borrowing
net of
issuance
costs

Payments
on and
repurcha
of long-
term
debt,
including
current
portion
and
refinancir
costs

Increase
(decreas!
due from
affiliates,
net

Other

Net Cast
Provided
by (Used
in)

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2009

Non-Guarantor

Communications, Communications,

Total

(dollars in millions)

$ 357

(313

[{e]

| ©

(307)

542

(527)




Financing
Activities

Effect of
Exchange
Rates on
Cash and
Cash
Equivalent

Net Change
in Cash
and Cash
Equivalent

Cash and
Cash
Equivalent
at
Beginning
of Year

Cash and
Cash
Equivalent
at End of
Year

311 367 141 (809 16
— — 8 ) 2
16¢ @ (129 25 68
67 1c 55¢ 13€ 76¢
23€ 8 431 $ 161 $ $ 83€
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(16) Condensed Consolidating Financial Information(Continued)

Net Cast
Provided
by (Used
in)
Operating
Activities

Cash Flows
from
Investing
Activities:

Capital
expenditt
Proceeds
from sale
of
business
groups,
net
(Increase)
decrease
in
restricted
cash and
securities
net
Proceeds
from sale
of
property,
plant and
equipmetr
Other

Net Cast
Used in
Investing
Activities

Cash Flows
from
Financing
Activities:

Long-term
debt
borrowing
net of
issuance
costs

Payments
on and
repurcha:
of long-
term
debt,
including
current
portion
and
refinancir
costs

Increase
(decreasi
due from
affiliates,
net

Other

Net Cast
Provided

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2008

Broadwing Other
Level 3 Level 3 Level 3 Financial Non-Guarantor
Communications, Financing, = Communications, Services,
Inc. Inc. LLC Inc. Subsidiaries Eliminations  Total

(dollars in millions)

$ (149 $ (377 $ (159 $ @ $ 1,09¢ $ — $ 413
— — (160) — (289) — (449
— — — — 124 — 124
- - 3 - (®) — ®)
— — 1 — 2 — 3
— — 2 — 4 = 6
— — (154) — (167 — (321
40¢ — — — — —  40c

(431) — — () @) — (43¢
24¢ 36C 28z 2 (889) — —
2 - = = — — 2




by (Used in)

Financing

Activities 21€ 36( 282 1 (899 — (34)
Effect of

Exchange

Rates on

Cash and

Cash

Equivalent — — 2) — (%) — 4)
Net Change

in Cash

and Cash

Equivalent 67 a7 (33) — 37 — 54
Cash and

Cash

Equivalent

at

Beginning

of Year — 27 58¢ — 99 — 714
Cash and

Cash

Equivalent

at End of

Year $ 67 $ 10 $ 55t $ — $ 13€ $ — $ 76¢
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(16) Condensed Consolidating Financial Information(Continued)

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2007

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

Net Cast
Provided b
(Used in)
Operating
Activities $ (229) $ (306) $ (14¢) $ 15 $ 927 $ — $ 23
Cash Flows
from
Investing
Activities:
Capital
expenditu — — (273) — (362) — (633)
Proceeds
from sale
and
maturity
of
marketab
securities 28C — — — 53 — 332
Decrease in
restricted
cash and
securities
net — — 1 — 11 — 12
Acquisitions
net of
cash
acquired
and
investmer — — (897) — 217 — (67€)
Proceeds
from sale
of
property,
plant and
equipmer — —
Other — ) — — — — )
Net Cast
Provided b
(Used in)
Investing
Activities 28C ) (1,167) — (78) — (961)
Cash Flows
from
Financing
Activities:
Long-term
debt
borrowing
net of
issuance
costs — 2,34¢ — — — — 2,34¢
Payments o
and
repurchas
of long-
term debt
including
current
portion
and
refinancin
costs (1,619 (887) — 1) (111 — (2,61¢)
Proceeds
from
warrants
and stock
basec

N
|

w
|

ol




equity plans

Increase
(decrease
due from
affiliates,
net

Net Cast
Provided b
(Used in)
Financing
Activities

Effect of
Exchange
Rates on
Cash and
Cash
Equivalents

Net Change i
Cash and
Cash
Equivalents

Cash and Ca:
Equivalents
at
Beginning
of the Yeal

Cash and Ca
Equivalent:
at End of
the Year

26 = = = = 26
1,527 (1,139 30C 16 (709) —

(66) 322 30C 15 (815) (249)

_ _ 3 — 3 6

(15 15 (1,009 — 37 (967)

15 12 1,59: — 62 1,681

$ = 27 58t $ — 99 714
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(17) Subsequent Events
I ssuance of 10% Senior Notes Due 2018

On January 20, 2010, Level 3 Financing,, limca private offering, issued $640 million ingaggate principal amount of its 10% Senior
Notes due 2018 (the "10% Senior Notes"). The netgmds from the issuance of the 10% Senior Notes $613 million after deductir
discount and debt issuance costs and were useddd_evel 3 Financing, Inc.'s purchase of its 1225enior Notes due 2013 (the "12.25%
Senior Notes") in a concurrent tender offer andseai solicitation. The 10% Senior Notes will matareFebruary 1, 2018 and are guaranteed
by Level 3 Communications, Inc. Interest on theesaiccrues at 10% per year and is payable on Fglriand August 1 of each year,
beginning August 1, 2010.

The offering of the 10% Senior Notes wasregistered under the Securities Act of 1933,masraded, and the 10% Senior Notes may not
be offered or sold in the United States absenstegdion or an applicable exemption from registratiequirements. The 10% Senior Notes \
sold to "qualified institutional buyers" as definedRule 144A under the Securities Act of 1933aasended, and non-U.S. persons outside the
United States under Regulation S under the Seesiitct of 1933, as amended.

On January 20, 2010, Level 3, Level 3 Fairag, Inc. and the initial purchasers of the 10%i&eNotes entered into a registration rights
agreement regarding the 10% Senior Notes pursaamich Level 3 and Level 3 Financing, Inc. agresdpng other things, to file an
exchange offer registration statement with the 8ees and Exchange Commission.

In addition, each of Level 3 Communicatioime. and Level 3 Financing has agreed to endeiavgood faith using commercially
reasonable efforts to cause Level 3 CommunicatioS, to obtain all material governmental authoriaas and consents required in order f
to guarantee the 10% Senior Notes at the earliastipable date and to enter into a guaranteeeol @6 Senior Notes promptly thereafter.

Tender Offer

On January 5, 2010, Level 3 Financing, tmnmenced a tender offer to purchase for castaadyall of the outstanding $550 million
aggregate principal amount of its 12.25% SenioreNdor a price equal to $1,080.00 per $1,000 gradcimount of the notes, which included
$1,050.00 as the tender offer consideration and0$38s a consent payment (the "12.25% Tender Qffertonnection with the 12.25%
Tender Offer, Level 3 and Level 3 Financing, Iraigted consents to certain proposed amendmeritetindenture governing the 12.25%
Senior Notes to eliminate substantially all of do&enants, certain repurchase rights and certantewf default and related provisions
contained in the indenture.

In January 2010, holders of the 12.25% &dNotes representing approximately 99.4% of thgreggte principal amount of the
outstanding 12.25% Senior Notes (or $546,882,0@0eamte principal amount) tendered notes in thdeeaffer. The 12.25% Senior Notes
tendered in the tender offer were accepted andfpalsly Level 3 Financing, Inc. on January 20, 20A0the expiration of the tender offer on
February 2, 2010, an additional $30 thousand ieswaitere tendered for an aggregate principal amafuendered notes of $546,912,000.

In connection with the 12.25% Tender O#ad consent solicitation, on January 20, 2010, L&@¥nancing, Inc. entered into a
supplemental indenture, among Level 3, Level 3 gy, Inc., Level 3
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(17) Subsequent Events (Continued)

Communications, LLC and The Bank of New York Mellas Trustee (the "Supplemental Indenture") tocétfee amendments to the indent
relating to the 12.25% Senior Notes. On Februar2020, the Company also provided notice to theaieing holders of the 12.25% Senior
Notes, that they would be redeemed in full on Ma8h2010, at a redemption price equal to 106.128%e principal amount thereof, pl
accrued and unpaid interest.

The Company expects to recognize a logscaged with the 12.25% tender offer in the firgacer of 2010, of approximately $55 millic
(18) Unaudited Quarterly Financial Data

Three Months Ended

March 31, June 30, September 30 December 31
2009 2008 2009 2008 2009 2008 2009 2008
(dollars in millions except per share data)
Revenue $ 98C $ 1,092 $ 942 $ 1,09C $ 91€ $ 1,07C $ 924 $ 1,04¢
Gross Margir 57: 617 547 63C 52¢ 62€ 54¢ 61¢
Operating Incom
(Loss) 12 (52) ) ©) (26) 4 (43) 82
Net Income
(Loss) (132) (190 (139 (42) (170 (129) (182 43
Earnings (Loss)
per Share
Basic $ (0.0§ $ (0.12) $ (0.0 $ (0.09 $ (0.10 $ (0.0 $ (0.11) $ 0.0¢
Diluted $ (0.0 $ (0.12 $ (0.0 $ (0.09 $ (0.10 $ (0.06 $ (0.11) $ (0.09

The 2008 financial information has beeruatiid for the retrospective application of Accongtior Convertible Debt Instruments That
May Be Settled in Cash upon Conversion (IncludiagtiiBl Cash Settlement), which has been codifi¢al ine guidance relating to Debt with
Conversion and Other Options.

Earnings (loss) per share for each quéateomputed using the weighted-average numberareshoutstanding during that quarter, while
earnings (loss) per share for the year is compuséty the weighte@verage number of shares outstanding during the Yhas, the sum of tf
earnings (loss) per share for each of the fourtgetmmay not equal the earnings (loss) per sharéoyear.

In the second quarter of 2008, the Compamygpleted the sale of its Vyvx advertising disttibn business to DG FastChannel, Inc. and a
recognized a gain of $96 million.

In the fourth quarter of 2008, the Compeegognized a $12 million restructuring charge, 8d#ion of induced debt conversion expenses
attributable to the exchange of certain of the Camnyfs convertible debt securities, and a gain eretirly extinguishment of debt of
$125 million as a result of certain debt repurcha3&ie Company also revised its estimates of thmuats and timing of its original estimate of
undiscounted cash flows related to certain futssetretirement obligations and reduced sellingegd and administrative expenses by
$86 million and depreciation and amortization by $dillion.
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, ribgistrant has duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, this 28 day of February, 2010.

LEVEL 3 COMMUNICATIONS, INC.

By: /sl JAMES Q. CROWE

Name: James Q. Crowe
Title: Chief Executive Office

Pursuant to the requirements of the Seéeariixchange Act of 1934, this report has beeresidielow by the following persons on behalf
of the registrant and in the capacities and ord#ites indicated.

/sl WALTER SCOTT, JR.

Chairman of the Boar February 26, 201
Walter Scott, Jr

/sl JAMES Q. CROWE

Chief Executive Officer and Director  February 26, 2010
James Q. Crow

/s/ SUNIT S. PATEL Executive Vice President and
Chief Financial Officer February 26, 2010
Sunit S. Pate (Principal Financial Officer

/s/ ERIC J. MORTENSEN Senior Vice President and Controller

(Principal Accounting Officer)

February 26, 2010
Eric J. Mortense!

/sl R. DOUGLAS BRADBURY

Director February 26, 2010
R. Douglas Bradbur
/sl DOUGLAS C. EBY
Director February 26, 2010
Douglas C. Eb
/s/ JAMES O. ELLIS, JR
Director February 26, 2010
James O. Ellis, J
/s/ RICHARD R. JAROS
Director February 26, 2010

Richard R. Jaro




Table of Contents

/s/ ROBERT E. JULIAN

Robert E. Juliat

/s/ CHARLES C. MILLER, 1lI

Charles C. Miller, Il

/sl MICHAEL J. MAHONEY

Michael J. Mahone

/sl RAHUL N. MERCHANT

Rahul N. Merchan

/s/ ARUN NETRAVALI

Arun Netravali

/s/ JOHN T. REED

John T. Reel

/sl MICHAEL B. YANNEY

Michael B. Yanne)

/s ALBERT C. YATES

Albert C. Yates

Director

Executive Vice President,
Vice Chairman and Director

Director

Director

Director

Director

Director

Director

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010
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Exhibit 12

STATEMENTS RE COMPUTATION OF RATIOS
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING S TO FIXED CHARGES
LEVEL 3 COMMUNICATIONS, INC.

Fiscal Year Ended

As As As As
Adjusted Adjusted Adjusted Adjusted
2009 2008 2007 2006 2005

(dollars in millions)
Loss from Continuing Operations Befc

Taxes $ 617 $ (312 $ (1,169 $ (810 $ (71H
Interest on Debt, Net of Capitalized Inter 59k 57C 60¢ 67C 54z
Amortization of Capitalized Intere — 48 68 68 68
Interest Expense Portion of Rental Expe 68 68 63 44 25
Earnings (Losses) Available for Fix

Charges $ 46 $ 374 $ (4293 (289 % (79
Interest on Dek $ 59t $§ 57 $ 60 $ 67C $ 54:
Preferred Dividend — — — — —
Interest Expense Portion of Rental Expe 68 68 63 44 25
Total Fixed Charge $ 66 $ 63¢ $ 672 $ 714 $ 56¢
Ratio of Earnings to Fixed Charg — — — — —
Deficiency $ 617 $ (264 $ (1,100 $ (742) $ (64))

Financial information for periods prior to January2009 have been adjusted for the retrospectipbcagpion of Accounting for Convertible
Debt Instruments That May Be Settled in Cash uponv@rsion (Including Partial Cash Settlement) whiels been codified into the guidance
relating to Debt with Conversion and other Options.
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Exhibit 21
Significant Subsidiaries As of and for the Fiscal ¥ar ending December 31, 2009

Level 3 Communications, In
Level 3 Financing, Inc
Level 3 Communications, LL!
Broadwing, LLC
Broadwing Communications, LL
TelCove Operations, LL¢
WilTel Communications, LLC
BTE Equipment, LLC
Level 3 International, Inc
Level 3 Holdings, B.V
Level 3 Communications Limited (Uk
Level 3 Communications GmbH (Germatr
Level 3 Holdings, Inc
KCP, Inc.
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Exhibit 23
Consent of Independent Registered Public Accountingirm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference irréggstration statements (Nos. 333-53914, 333-91833-68887, 333-71713, 333-115062,
333-125262, 333-153644, 333-154976, 333-156709;1888 93, and 333-162854) on Form S-3 and the ragish statements (Nos. 333-
79533, 333-42465, 333-68447, 333-58691, 333-52883115472, and 333-115751) on Form S-8 of LevebBimunications, Inc. of our
reports dated February 26, 2010, with respectéatnsolidated balance sheets of Level 3 Commuoitgtinc. and subsidiaries as of
December 31, 2009 and 2008, and the related coiaset! statements of operations, cash flows, changseckholders' equity and
comprehensive loss for each of the years in treetgear period ended December 31, 2009, and tbetieEness of internal control over
financial reporting as of December 31, 2009, whigborts appear in the December 31, 2009 annuattrepd-orm 10-K of Level 3
Communications, Inc.

/s KPMG LLP

Denver, Colorado
February 26, 2010




QuickLinks

Consent of Independent Registered Public Accouriing



QuickLinks-- Click here to rapidly navigate through this dioant

Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

I have reviewed this annual report on Form 10-Kefel 3 Communications, Inc.;

Based on my knowledge, this annual report doesomiain any untrue statement of a material factnoit to state a material fa
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))%(d internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

b. Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

C. Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimeiport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

d. Disclosed in this report any change in the regmtsadnternal control over financial reporting tloatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

The registrant's other certifying officer(s) antblve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknesiethe design or operation of internal contra¢iofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize ambrt financial information; ar

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

Date: February 26, 2010

/sl James Q. Crow

James Q. Crowe
Chief Executive Office

*

Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules -14(a)
and 15d-14(a).
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Exhibit 31.2

CERTIFICATIONS*

I, Sunit S. Patel, certify that:

1.

2.

I have reviewed this annual report on Form 10-Kefel 3 Communications, Inc.;

Based on my knowledge, this annual report doesomiain any untrue statement of a material factnoit to state a material fa
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))%(d internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

b. Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

C. Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimeiport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

d. Disclosed in this report any change in the regmtsadnternal control over financial reporting tloatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

The registrant's other certifying officer(s) antblve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknesiethe design or operation of internal contra¢iofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize ambrt financial information; ar

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

Date: February 26, 2010

/s/ Sunit S. Pate

Sunit S. Patel
Chief Financial Office!

*

Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules -14(a)
and 15d-14(a).
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Exhibit 32.1

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

In connection with the Form 10-K of LeveC8mmunications, Inc. (the "Company") for the yeaded December 31, 2009 as filed with
the Securities and Exchange Commission on thetdasof (the "Report”), I, James Q. Crowe, Chiefdttiwe Officer of the Company, certi
pursuant to 18 U.S.C. § 1350, as adopted pursa&h906 of the Sarbanes-Oxley Act of 2002, that:

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

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

/s/ James Q. Crow

James Q. Crowe
Chief Executive Officer
February 26, 201
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Exhibit 32.2

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

In connection with the Form 10-K of LeveC8mmunications, Inc. (the "Company") for the yeaded December 31, 2009 as filed with
the Securities and Exchange Commission on thehdaeof (the "Report"), I, Sunit S. Patel, Chiefdnnial Officer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursa&h906 of the Sarbanes-Oxley Act of 2002, that:

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

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

/s/ Sunit S. Pate

Sunit S. Patel
Chief Financial Officer
February 26, 201
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