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Washington, D.C. 20549

FORM 10-Q
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Operations

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions, except per share data 2006 2005 2006 2005
Revenue
Communication: $ 819 $ 371 $ 1622 $ 881
Information service 695 504 1,14C 970
Coal mining 16 19 34 36
Total revenue 1,53C 894 2,797 1,887
Costs and Expense
Communication: 385 110 781 226
Information service 627 457 1,032 886
Coal mining 14 9 30 22
Total cost of revenue 1,02€ 576 1,842 1,134
Depreciation and amortizatic 167 164 357 333
Selling, general and administrati 326 215 639 439
Restructuring and impairment charges 7 4 12 19
Total costs and expenses 1,52€ 959 2,851 1,92t
Operating Income (Los! 4 (65) (54) (38)
Other Income (Expense
Interest incomi 16 10 25 14
Interest expens (170) (139) (320) (253)
Other, net (48) 9 17) 15
Total other income (expense) (202 (120) (312 (224)
Loss from Continuing Operations Before Income (198) (185) (366) (262)
Income Tax Expense 3) 3) 3) 3)
Loss from Continuing Operations (201) (188) (369) (265)
Loss from Discontinued Operations — — — —
Net Loss $ (201) $ (188 $ (369 $ (265
Basic and Diluted Earnings (Loss) per Sh
Loss from Continuing Operatiol $ (0.23) $ (0.27) $ (0.43) $ (0.39
Loss from Discontinued Operations — — — —
Net Loss $ (0.23) $ (0.27) $ (0.43) $ (0.39

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(unaudited)
June 30, December 31

(dollars in millions, except share amounts 2006 2005
Assets
Current Assets

Cash and cash equivale $ 1,65¢ $ 452

Marketable securitie 507 176

Restricted cash and securit 35 34

Receivables, less allowances of $26 and $23, résphc 868 823

Other 184 185
Total Current Assets 3,252 1,67C
Property, Plant and Equipment, | 5,537 5,63¢
Marketable Securitie — 234
Restricted Cash and Securit 90 75
Goodwill and Other Intangibles, n 728 533
Other Assets, net 144 127
Total Assets $ 9,751 $ 8,277
Liabilities and Stockholde’ Deficit
Current Liabilities:

Accounts payabl $ 834 $ 787

Current portion of lon-term debt 462 —

Accrued payroll and employee bene 82 96

Accrued interes 153 102

Deferred revenu 220 266

Other 168 172
Total Current Liabilities 1,91¢ 1,425
Long-Term Debt, less current portis 6,55€ 6,023
Deferred Revenu 746 748
Other Liabilities 561 559
Commitments and Contingenci
Stockholder' Deficit:

Preferred Stock, $.01 par value authorized 10,@@0ghares: no shares outstanc — —

Common Stock, $.01 par value, authorized 2,2500@@0shares: 1,000,173,489 outstanding in 2006 a

817,767,818 outstanding in 20 10 8

Additional paic-in capital 8,54E 7,75¢

Accumulated other comprehensive |i (24) (51)

Accumulated deficit (8,564) (8,192
Total Stockholders’ Deficit (33) (476)
Total Liabilities and Stockholders’ Deficit $ 9,751 $ 8,277

See accompanying notes to consolidated financassients.




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

Six Months Ended

June 30,
(dollars in millions) 2006 2005
Cash Flows from Operating Activitie
Net Loss $ (369 $ (265)
(Income) Loss from discontinued operations — —
Loss from continuing operations (369) (265)
Adjustments to reconcile loss from continuing ogieres to net cash used in operating activities o
continuing operations
Depreciation and amortizatic 357 333
Gain on sale of property, plant and equipment ahdrasset (4) ?3)
Non-cash compensation expense attributable to stockda 36 20
Deferred revenu (54) (169)
Loss on extinguishment of debt, 28 —
Non-cash impairment expens 7 4
Amortization of debt issuance co: 7 8
Accreted interest on lor-term debt discour 20 23
Accrued interest on loi-term debt 52 35
Changes in working capital items net of amountsiaed:
Receivable! (15) (12)
Other current asse 11 8
Payable: 35 (14)
Other current liabilitie (37) (25)
Other (1) (15)
Net Cash Provided by (Used in) Operating Activitid€ontinuing Operation 73 (72)
Cash Flows from Investing Activitie
Capital expenditure (134) (143)
Proceeds from sales and maturities of marketalolarites 5 150
Purchases of marketable securi (98) (648)
Decrease (increase) in restricted cash and sex3ynite: (12) 1
Proceeds from sale of property, plant and equipnasm other asse 2 4
Investments and acquisitions (82) (10)
Net Cash Used in Investing Activiti (319 (646)

(continued)

See accompanying notes to consolidated finanassients.




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

(unaudited)
Six Months Ended
June 30,

(dollars in millions) 2006 2005
Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c $1,007 $ 877

Refinancing costs and payments on -term debt, including current portion (net of rested cash (104) (130)

Equity offering 543 —
Net Cash Provided by Financing Activiti 1,44€ 747
Discontinued Operations (Revise

Net Cash Used in Discontinued Operating Activi — (5)

Net Cash Used in Investing Activiti — 3)

Net Cash Used in Financing Activities — —
Net Cash Used in Discontinued Operati — (8)
Effect of Exchange Rates on Cash and Cash Equigalen 6 (16)
Net Change in Cash and Cash Equival: 1,20€ 5
Cash and Cash Equivalents at Beginning of Period 452 443
Cash and Cash Equivalents at End of Period $ 1,65€ 448
Supplemental Disclosure of Cash Flow Informati

Cash interest pai $ 241 187

Income Taxes Pai 2 1
Noncash Investing and Financing Activit

Common stock issued for acquisitic $ 197 —

Amendment and restatement of $730 million creditlits 730 —

Long-term debt issued in exchange transac 619 —

Long-term debt retired in exchange transac 692 —

Use of restricted securities to repay I-term deb — 13

See accompanying notes to consolidated financgdsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderBeficit
For the three months ended March 31, 2006
(unaudited)

Accumulated

Additional Other
Common Paid-in Comprehensive Accumulated

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 8 $ 7,75¢ $ (1) $ (8,192) $ (476)

Adjustment for EITF No. 04-6 (3) (3)
Adjusted balance at December 31, 2005 8 7,75¢ (52) (8,195) (479
Common Stock

Issuances, net of offering co: 2 541 543

Stock plan grant 28 28

Shareworks pla 12 12

401(k) plan 8 8

Acquisitions 197 197
Net Loss (369) (369)
Other Comprehensive Income 27 27
Balances at June 30, 2006 $ 10 $ 8,54t $ (24) $ (8,564) $ (33)

See accompanying notes to consolidated financitdsients.




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

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2006 2005 2006 2005
Net Loss $ (201) $ (188 $ (369 $ (265
Other Comprehensive Income (Loss) Before 1
Foreign currency translation income (loss 23 (35) 30 (64)
Unrealized holding gains (losses) on marketablétygecurities and other arising during
period 4 1) 2 1)
Reclassification adjustments for (income) lossehigted in net loss 1) (2) 1) 2
Other Comprehensive Income (Loss) Before 18 (38) 27 (63)
Income Tax Benefit Related to Items of Other Corhpresive Income (LoSS) — — — —
Other Comprehensive Income (Loss), Net of Taxes 18 (38) 27 (63)
Comprehensive Loss $ (183 $ (226) $ (342 $ (328

SUPPLEMENTARY STOCKHOLDERS’ DEFICIT INFORMATION

(unaudited)

Net Foreign

Currency

Translation
(dollars in millions) Adjustment Other Total
Accumulated other comprehensive income (Ic
Balance at December 31, 2C $ 19 $ 32 $ (51)

Change 30 (3) 27

Balance at June 30, 2006 $ 11 $ (35 $ (24)

See accompanying notes to consolidated financgsients.




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies

The consolidated financial statements include tu®ants of Level 3 Communications, Inc. and subsiés (the “Company” or “Level 3") in
which it has control. The Company is engaged iemntses primarily related to communications, infation services, and coal mining.
Fifty-percent-owned mining joint ventures are cditsded on a pro rata basis. All significant im@mpany accounts and transactions have
been eliminated.

The Company completed its acquisition of Progrededom, LLC (“Progress Telecom”) on March 20, 208 its acquisition of ICG
Communications, Inc. (“ICG Communications”) on M2y, 2006. The Progress Telecom and ICG Communitatiesults of operations,
cash flows and financial position are includedhe tonsolidated financial statements from the r@spmedates of their acquisition (See Note
2).

On December 23, 2005, Level 3 acquired WilTel Comitations Group, LLC and its operating subsidia(i®gilTel”). The financial
position, results of operations and cash flowshattable to WilTel are included in the consolidafedncial statements from the date of
acquisition (See Note 2).

On November 30, 2005, Level 3 sold)Structure, LLC (“(i) Structure”), Level 3's wholly-owned IT infrastructumanagement outsourcing
subsidiary to Infocrossing, Inc. (“Infocrossing”Jhe results of operations and cash flows for thisifiess have been classified as disconti
operations in the consolidated financial statemfmtall periods presented (See Note 3).

The consolidated balance sheet of Level 3 Commtiaitg Inc. and subsidiaries at December 31, 2@@5deen taken from the Company’s
audited balance sheet as of that date. All othantial statements contained herein are unauditddin the opinion of management, contain
all adjustments (consisting only of normal recugraccruals) necessary for a fair presentationnafrftial position, results of operations and
cash flows for the periods presented. The Comaagtounting policies and certain other disclosaresset forth in the notes to the
consolidated financial statements contained inGbmpany’s Annual Report on Form 10-K, for the yeaded December 31, 2005. These
financial statements should be read in conjunatiith the Company’s audited consolidated financiatesnents and notes thereto. The
preparation of the consolidated financial states@ntonformity with accounting principles geneyaltcepted in the United States requires
management to make estimates and assumptiondfiztttae reported amount of assets and liabilitiésclosure of contingent assets and
liabilities and the reported amount of revenue exjpenses during the reported period. Actual resdltid differ from these estimates.

The results of operations for the three and sixtmperiods ended June 30, 2006 are not necessatibative of the results expected for the
full year.

In December 2004, the FASB issued SFAS No. 123Raf&Based Payment” (“SFAS No. 123R"). SFAS No.R 2&quires that
compensation cost relating to share-based paymadactions be recognized in the financial statésriessed on the fair value of equity or
liability instruments issued. The U.S. Securitiad &xchange Commission extended the effective afa®-AS No. 123R such that the
Company was first required to adopt SFAS No. 128Riiming January 1, 2006. The adoption of SFASI®8R did not have a material
effect on the Company’s financial position or réswif operations.

Emerging Issues Task Force Issue No. 04-6, “Acéogrior Stripping Costs Incurred during Productinrthe Mining Industry” (“EITF No.
04-6") establishes appropriate accounting for ptrig costs incurred during the production phaseisiedfective for fiscal years beginning
after December 15, 2005. EITF No. 04-6 conclutias stripping costs incurred during the producpibase of a mine are variable production
costs




that should be included in the costs of the invgnproduced during the period that the strippingts@re incurred. EITF No. 04-6 further
defines inventory produced as mineral that has leatacted. As a result, stripping costs relateeiposed, but not extracted mineral mus
expensed as incurred rather than deferred untihiheral is extracted. The Compasyoal mining business had previously deferregjsimg
costs and amortized these costs over the periathich the underlying coal was mined. The Compaagsption of EITF No. 04-6 required
it to adjust by $3 million beginning retained eags (accumulated deficit) for the amount of prediibping costs previously deferred as of
January 1, 2006.

In June 2006, the FASB issued Interpretation No:*ABcounting for Uncertainty in Income Taxes — Anterpretation of FASB Statement
No. 109" (“FIN No. 48"). FIN No. 48 clarifies the accoting for uncertainty in income taxes recognizedinenterprise’s financial
statements in accordance with FASB Statement N@. “Ktcounting for Income Taxes.” FIN No. 48 als@scribes a recognition threshold
and measurement attribute for the financial statémezognition and measurement of a tax positikartaor expected to be taken in a tax
return that results in a tax benefit. AdditionalyN No. 48 provides guidance on de-recognitioapme statement classification of interest
and penalties, accounting in interim periods, disgte, and transition. This interpretation is effe for fiscal years beginning after
December 15, 2006. The Company is currently evialgidhe effect that the application of FIN No. w8l have on its consolidated results of
operations and financial condition, but given iisrent net operating losses and operating losgfoawards, does not expect a significant
effect on its results of operations or financiahdition as a result of adopting FIN No. 48.

In June 2006, the FASB ratified the consensus oargimg Issues Task Force (“EITF”) Issue No. 0630w Taxes Collected from
Customers and Remitted to Governmental Authorilesuld Be Presented in the Income Statement” (“BEN6F06-3"). The scope of

EITF No. 06-3 includes any tax assessed by a gavemtal authority that is directly imposed on a e producing transaction between a
seller and a customer and may include, but isinotdd to, sales, use, value added, Universal Servund (“USF”) contributions and some
excise taxes. The Task Force affirmed its concluthat entities should present these taxes imtt@ne statement on either a gross or a net
basis, based on their accounting policy, which khba disclosed pursuant to APB Opinion No. 22 siosure of Accounting Policies.” If
such taxes are significant, and are presentedgoass basis, the amounts of those taxes shouldsbtlesed. The consensus on EITF No. 06-3
will be effective for interim and annual reportipgriods beginning after December 15, 2006. The @my currently records USF
contributions on a gross basis in its consolidatatements of operations, but records sales, atg wdded and excise taxes billed to its
customers on a net basis in its consolidated stttsf operations. The Company does not expatttie effect of adopting EITF No. 06-3
will be significant to its reported revenue, opargincome and net earnings or loss, but is culyr@valuating the effect.

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

In 2006, the Company embarked on a strategy torekjie presence in metropolitan markets. Theegsawill allow the Company to
terminate traffic over its owned facilities rathban paying third parties to terminate the traffiche expansion into new metro markets should
also provide additional opportunities to sell seegi to bandwidth intensive businesses on the Coyigaational and international networks.

In order to expedite the expansion of its metranmss, Level 3 acquired ICG Communications, Pragiesdecom, TelCove, Inc. (“TelCove”)
and Looking Glass Networks Holding Co., Inc. (“Laad Glass”) in 2006.

ICG Communications

On May 31, 2006, Level 3 acquired all of the stoEKCG Communications Inc., a privately held Colbwebased telecommunications
company, from MCCC ICG Holdings, LLC excluding @éntassets and liabilities. Under the terms ofpihiechase agreement dated April 14,
2006, Level 3 purchased ICG Communications forggregate consideration consisting of approxima2élynillion shares of Level 3
common stock, valued at $131 million, and approtétya$45 million in cash. The Company also incdreests of less than $1 million
related to the transaction. Working capital andeottontractual matters resulted in the paymentiditinal consideration of approximately
$1 million in the third quarter of 2006. The casimsideration at closing was increased from theiptesly disclosed amount of $36 million to
reflect an improvement in ICG Communications’ waoikicapital.




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

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

ICG Communications primarily provides transportaiil voice services to wireline and wireless cesrilternet service providers and
enterprise customers. ICG Communications’ netwak imore than 2,000 metro and regional fiber mileSalorado and Ohio and includes
approximately 500 points of presence. ICG Commuitna serves more than 1,600 customers.

Progress Telecom

On March 20, 2006 ,Level 3 completed its acquisition of all of the mmmrship interests of Progress Telecom from PT higl€@ompany
LLC (“PT Holding”) excluding certain specified assand liabilities of Progress Telecom. Progresigdom was owned by PT Holding
which is jointly owned by Progress Energy, Inc. @dlssey Telecorp, Inc. Under the terms of thelpase agreement dated January 25,
2006, Level 3 purchased Progress Telecom for areggte purchase price consisting of approximaté/illion in cash and approximately
20 million shares of Level 3 common stock, value@&6 million. The purchase price was subsequesatlyced by $2 million for working
capital and other contractual matters. The Compeogived payment of the $2 million adjustmentity 2006. The Company also incurred
costs of approximately $1 million related to thensaction.

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

Progress Telecom is a regional wholesale netwarkices company based in St. Petersburg, Floridagress Telecoms’network spans 9,0l
miles, includes 29 metro networks and connectatgrmational cable landings in south Florida andri@bile switching centers in the
southeastern region of the United States. Prodrelesom serves approximately 200 customers witibrafeeant concentration of
international and wireless carrier customers.

WilTel

On December 23, 2005, the Company acquired WikbehfLeucadia National Corporation and its subsid&aftogether “Leucadia”). The
consideration paid consisted of approximately $88l0on in cash, plus $100 million in cash to reflé.eucadia’s having complied with its
obligation to leave that amount of cash in WilTaid 115 million shares of newly issued Level 3 cammtock (“Shares”), valued at $313
million. The Company also incurred approximateRyrsillion of costs related to this transaction.eTash purchase price was subject to post
closing adjustments based on actual working cagitdlother contractual items as of the closing.dateMarch, 2006, Leucadia and Level 3
agreed that the purchase price for WilTel shoulttelese by approximately $27 million as a resulvofking capital and other contractual
post-closing adjustments. Level 3 received payroéttie $27 million adjustment in April 2006.

The preliminary valuation indicated that the faatue of the WilTel assets acquired exceeded tla abthe purchase price paid and the
liabilities assumed in the transaction. As a riesié excess value was applied against the faievaf the property, plant and equipment
obtained in the transaction. The $27 million pdsting adjustment resulted in an additional desgeéa property, plant and equipment in the
first quarter of 2006.
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In accordance with the terms of a registrationtsgigreement between Level 3 and Leucadia datedriiser 23, 2005, Level 3 filed a
registration statement covering the Shares, whittaime effective on December 27, 2005. Duringitseduarter of 2006, Leucadia sold all

of the Shares under the registration statement.

Pro Forma Financial Information

The following is unaudited pro forma financial imfeation of the Company assuming the WilTel, ProgifEslecom and ICG Communicatic

transactions occurred at the beginning of the perfmesented

Three Months Ended Six Months Ended
June 30, June 30,

(dollars in millions, except per share de 2006 2005 2006 2005
Revenue $ 154 $ 1354 $ 284 $ 2,802
Loss from Continuing Operations $ (196) $ (151) $ (355 $ (201
Income from Discontinued Operations $ — % — % — % —
Net Loss $ (196) $ (151) $ (355 $ (201
Net Loss per Shai $ (022 $ (018 $ (040 $ (0.29

The fair value of the assets acquired and thelitigsiassumed in the ICG Communications and Pssgf@lecom transactions are based upon
preliminary valuations and are subject to changetan post-closing purchase price adjustmentslasages to the integration plans of the
combined business. The fair value of assets amgjaind liabilities assumed in the WilTel transati®based upon a preliminary valuation as
of the acquisition date after reflecting other caatual purchase price adjustments and is suljestidnge due to integration plans. The
Company will continue to evaluate assets acquinetliabilities assumed based on the valuation asbnd integration efforts for the

WilTel, Progress Telecom and ICG Communicationsdaations. The estimated fair value of assetsieemjand liabilities assumed for the
ICG Communications, Progress Telecom and WilTeldaations are as follows.

ICG Progress
(dollars in millions) Communications Telecom WilTel
Assets:
Cash and cash equivale! $ 6 $ — 8 128
Accounts receivabl 7 3 257
Other current asse 2 2 20
Property, plant and equipment, | 10 77 629
Goodwill 118 30 —
Identifiable intangible asse 49 36 152
Other assets 4 — 26
Total Assets 196 148 1,212
Liabilities:
Accounts payabl 6 1 204
Accrued payrol 2 1 29
Other current liabilitie: 6 5 67
Current portion of capital leas — 1 —
Capital lease 2 8 —
Deferred revenu— ICG/Progress/WilTe 2 2 41
Deferred revenu- Level 3 1) (4) (2)
Other liabilities 3 — 90
Total Liabilities 20 14 429
Purchase Price $ 176 $ 134 $ 783
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TelCove Acquisition

On July 24, 2006, Level 3 completed the acquisitbfielCove, a privately held Pennsylvania-basésttanmunications company. Under
terms of the agreement, Level 3 paid $446 millioeash and issued approximately 150 million shafégvel 3 common stock. In addition,
Level 3 repaid $132 million of TelCove debt and@iogd $13 million in capital leases in the trangatt Also, the Company paid third party
costs of approximately $15 million related to trensaction, which included certain costs incurred ®lCove.

TelCove is a leading facilities-based provider @tropolitan and regional communications servicegiging transport, Internet access and
voice services. TelCove’s network has more tha@@2|ocal and long haul route miles serving 70 raeglacross the eastern United States
with approximately 4,000 buildings on net.

Looking Glass Acquisition
On August 2, 2006, Level 3 completed the acquisitibLooking Glass, a privately held lllinois-basgetecommunications company.

The consideration paid by Level 3 consisted of appnately $9 million in cash and approximately 2illion shares of Level 3 common
stock. In addition, at the closing, Level 3 repajgbroximately $67 million of Looking Glass lialidis. The transaction purchase price is not
subject to any post-closing adjustments.

Concurrently with the closing, Level 3 entered iateegistration rights agreement with respect ¢osthares of Level 3 common stock issue
the security holders of Looking Glass in the tratisa. Pursuant to the registration rights agrestirieevel 3 filed a registration statement on
August 8, 2006, that covers the shares of LeveBnon stock issued to the Looking Glass securitgidrs in the transaction. The
registration statement became effective autométicglon filing, allowing Looking Glass security li@rs to sell the shares of Level 3
common stock they receive without any limitations.

Looking Glass provides data transport servicesutiog SONET/SDH, Wavelength and Ethernet as wetllaak fiber and carrier-neutral
collocation. Looking Glass’ network includes approately 2,000 route miles serving 14 major metrakats, with lit fiber connectivity to
approximately 215 buildings. Looking Glass also tiask fiber connectivity to approximately 250 adtial buildings.

3. Discontinued Operations

On November 30, 2005, Level 3 sold)Structure to Infocrossing, Inc. for proceeds ob $&llion, which consisted of $82 million in cashc
$3 million of Infocrossing common stock. The casinghase price is subject to post-closing adjustmkased on actual working capital as of
the closing date. The Company and Infocrossingraetiee process of completing the working capitjuatments. Level 3 recognized a $49
million gain on the transaction in the fourth qeamf 2005.
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The following is the summarized results of operagiof the ( )Structure business for the three and six montde@dune 30, 2005.

Three Months Ended Six Months Ended
(dollars in millions) June 30, 200¢ June 30, 200¢
Revenue $ 16 $ 33
Costs and Expense
Cost of revenu 12 25
Depreciation and amortizatic 2 4
Selling, general and administrative 2 4
Total costs and expenses 16 33
Loss from Discontinued Operations $ —  $ —

4 . Restructuring Charges

In 2006, the Company initiated workforce reductitimst are expected to affect approximately 750 egg#s in its North American
communications business related to the integratfoilTel, Progress Telecom and ICG Communications Level 3's operations. The
accounting treatment for the severance costs isrlgmt on whether those individuals affected amméo employees of the acquired
companies or Level 3 employees. The estimatedaeve costs earned by former WilTel, Progress batear ICG Communications
employees as of the acquisition date are includeall&@bility in the balance sheet as of the adtjoisdate. The Company expects to incur
approximately $23 million of severance and relatests for former WilTel, Progress Telecom and IC&@nthunications employees. As of
June 30, 2006, the Company paid $15 million of savee and related costs for these employees. Seeecasts attributable to Level 3
employees are recorded as a restructuring chartpe istatement of operations once the employeeasatifeed that their position will be
eliminated and the severance arrangements are coitaied to the employee.

As of June 30, 2006, the Company had notified wniteated approximately 624 employees (204 for L&vahd 420 for acquired businesses)
pursuant to these activities. The Company had detbapproximately $4 million in restructuring chesdor affected Level 3 employees. As
of June 30, 2006, the Company had remaining olidigatof less than $1 million for those Level 3 eaygles terminated or notified. The
workforce reduction attributable to the WilTel, Bress Telecom and ICG Communications integratidivifies are expected to be
substantially complete by the end of 2006.

In the first quarter of 2006, Software Spectrunt, [fiSoftware Spectrum”) announced a workforce atiden that will affect approximately 95
people in its North American business due to dejia decision to enter into a business solutiartner arrangement for certain business
processes such as credit and collections, accpagtle and other administrative and back-officgitmms. These positions will be
transitioned in phases through the end of 200@@om@ance with Software Spectrum’s implementati@mp The Company will record the
expenses attributable to the incentive stay baheasseverance package and the outplacement feemfiloyees who are required to provide
more than 60 days of additional service to be leliigio receive the stay bonus, placement servicesaverance over the incremental service
period. As of June 30, 2006, the Company had m&zed $1 million of restructuring charges of whiels than $1 million of the obligation
associated with the business process outsourcingined outstanding.

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 empksyé its North American and European
communications business. As a result of the redaoctievel 3 incurred severance and related charfagproximately $15 million in the first
quarter of 2005. As of September 30, 2005, the @aoy had satisfied its obligations associated wighfirst quarter of 2005 workforce
reduction.

13




A summary of the restructuring charges and relatgigity follows:

Severance and Relate Facilities Related

Number of Amount Amount

Employees (in millions) (in millions)
Balance December 31, 2004 — % — % 19
2005 Charge 472 15 1)
2005 Payments (472 (15) ®)
Balance December 31, 2005 — — 13
2006 Charge 299 5 —
2006 Payments (206) 4) (2)
Balance June 30, 2006 93 $ 1 $ 11

Non-cash impairment charges were $4 million and $Tanilfor the three and six months ended June 30620n the second quarter of 2006,
Level 3 recognized $4 million of non-cash impairmnemarges primarily related to excess land of trarmunications business held for sale in
Germany. This charge resulted from the differdmeteveen the recorded carrying value and the estimatrket value of the land. In
addition, the Company recognized $3 million of reash impairment charges in the first quarter of62®@t resulted from the decision to
terminate projects for certain voice services agrdain information technology projects in the conmications business. These projects have
identifiable costs which Level 3 can separatelyuate for impairment. The costs incurred for thesmgects, including capitalized labor, wi
impaired as the carrying value of these projecteeded their estimated fair value.

Nor-cash impairment charges were $4 million for theosel quarter of 2005 and resulted from the decigiderminate projects for certain
Softswitch related products in the communicationsitiess. The costs incurred for these projeatyding capitalized operating expenses,
were impaired as the carrying value of these ptsjexceeded their estimated fair value.

Level 3 continues to periodically conduct comprediemreviews of the long-lived assets of its bussas, specifically communication assets
deployed along its intercity network and in itseyady facilities. It is possible that assets maydeatified as impaired and impairment
charges may be recorded to reflect the realizadlgevof these assets in future periods.

5. Termination Revenue

Termination revenue is recognized when a custorisepdnects service prior to the end of the confpaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revésa¢so recognized when customers
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts tattustomer no longer expects to meet
or when a customer and Level 3 renegotiate a contrader which Level 3 is no longer obligated toyide services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is treg@n the same manner as the original
service provided, and amounted to $3 million fothbiie three and six month periods ended June@IH and $2 million and $131 million
during the three and six months ended June 30,,268pectively. The termination revenue in 2008rimarily attributable to the following
two transactions:

In February 2005, France Telecom Long Distance USA; (“France Telecom”) and Level 3 finalized arregment to terminate a dark fiber
agreement signed in 2000. Under the terms of theeagent France Telecom returned the fiber to LBvElash received for the fiber under
original agreement was deferred and was being &adrto revenue over the 20-year term of the agee¢nh.evel 3 has no further service
obligations with respect to the fiber and theref@eognized approximately $40 million of unamortizieferred revenue as non-cash
termination revenue in the first quarter of 2005.

In March 2005, Level 3 entered into an agreemetit @0networks (USA) Inc. (“360networks”) in whibloth parties agreed to terminate a
20 year Indefeasible Right of Use (“IRU”) agreemésider the new
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agreement, 360networks returned the dark fibeiraily provided by Level 3. Under the original IRigreement signed in 2000, the cash
received by Level 3 was deferred and was being timedrto revenue over the 20-year term of the ages¢. As a result of this transaction,
Level 3 recognized the unamortized deferred revefapproximately $86 million as non-cash termioatievenue in the first quarter of
2005.

6. Loss Per Share

The Company had a loss from continuing operationshfe three and six months ended June 30, 200@@0 Therefore, the dilutive effect
of the approximately 480 million and 417 millionashs issuable pursuant to convertible debt seesdti June 30, 2006 and 2005,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusiould have been anti-dilutive to the
computation. In addition, the dilutive effect bktapproximately 52 million and 59 million optiomsjtperform stock options, restricted stock
units and warrants outstanding at June 30, 200@6a608, respectively, have not been included inrctiraputation of diluted loss per share
because their inclusion would have been anti-diuto the computation.

The following details the loss per share calculaifor the three and six months ended June 30, 200&005 (dollars in millions, except per
share data):

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Loss from Continuing Operatiol $ (201) $ (188) $ (369 $ (265)
Loss from Discontinued Operations — — — —
Net Loss $ (201) $ (188) $ (369 $ (265)
Total Number of Weighted Average Shares Outstandgsgl to
Compute Basic and Dilutive Loss Per Share (in thods) 881,15¢ 695,53 851,70( 692,88¢
Loss Per Share of Common Stock (Basic and Dilu
Loss from Continuing Operatiol $ (0.23) $ (0.27) $ (0.43) $ (0.398)
Loss from Discontinued Operations — — — —
Net Loss $ (0.23) $ 0.27) $ (0.43) $ (0.38)

7. Receivables

Receivables at June 30, 2006 and December 31,28@5as follows (dollars in millions):

Information
Communications Services Coal Total
June 30, 2006
Accounts Receivabl— Trade:
Services and Software Sa $ 388 $ 499 $ 7 $ 894
Allowance for Doubtful Accounts. (19 (7) — (26)
$ 369 $ 492 $ 7 $ 868
December 31, 2005
Accounts Receivabl— Trade:
Services and Software Sa $ 400 $ 437 $ 9 $ 846
Allowance for Doubtful Accounts 17) (6) — (23)
$ 383 $ 431 $ 9 $ 823
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The Company recognized bad debt expense in sefamggral and administrative expenses of less thanifion and $1 million for the three
and six months ended June 30, 2006, respectivatlyless than $1 million and $1 million for the thr@nd six months ended June 30, 2005,
respectively. Level 3 received proceeds for anmpntviously deemed uncollectible of less than $liam for each of the three and six
months ended June 30, 2006, respectively, andHass$1 million for the three and six month periedsled June 30, 2005, respectively. The
Company increased accounts receivable and allowfanckubtful accounts by approximately $2 millifiom the six months ended June 30,
2006, primarily due to the customers acquired @WilTel acquisition. The Company decreased actsowateivable and allowance for
doubtful accounts by approximately $2 million fbetsix month period ended June 30, 2005 for prelyoeserved amounts the Company
deemed as uncollectible.

8. Property, Plant and Equipment, net

Costs associated directly with expansions and irgments to the network and customer installatiomtdiiding employee related costs, have
been capitalized. The Company generally capitakiosss associated with network construction, piowisg of services and software
development. Capitalized labor and related caste@ated with employees and contract labor workimgapital projects were approximat
$16 million and $26 million for the three and sixmnths ended June 30, 2006, respectively. Inclimedpitalized labor and related costs
were less than $1 million and $1 million of capitet non-cash compensation costs related to outper$tock options, restricted stock and
warrants for the three and six months ended Jun2@Ib, respectively. Capitalized labor and relatests associated with employees and
contract labor working on capital projects wereragpnately $11 million and $23 million for the tlr@nd six months ended June 30, 2005,
respectively. Included in capitalized labor anidted costs were less than $1 million and $1 mmltéd capitalized non-cash compensation
costs related to outperform stock options, regtticttock and warrants for the three and six masrtidled June 30, 2005, respectively.

The Company continues to develop business supysteras required for its business. The externattuests of software, materials and
services, payroll and payroll related expensegfioployees directly associated with the projectirediwhen developing the business support
systems are capitalized and included in the cap#@icosts above. Upon completion of a projectidied cost of the business support system
is amortized over an estimated useful life of thyears.

In the second quarter of 2006, Level 3 recordefildnmillion decrease in property, plant and equipnaad an $11 million increase in
customer lists to reflect their estimated valuechiasn a further review of the purchase price atloodor the Progress Telecom transaction.

During the second quarter of 2006, Level 3 deteeabithat the period the Company expects to us«igsirgy fiber is longer than the
remaining useful life as originally estimated. #&sesult, the Company extended the depreciableflifis existing fiber from 7 years to 12
years. This change in estimate, effected as ol ApR006, was accounted for prospectively, incadance with SFAS No. 15“Accounting
Changes and Error Corrections - A Replacement & ®pinion No. 20 and FASB Statement No. 3", anduoedl depreciation expense by
$18 million in the second quarter of 2006. In &ddj, this change in estimate reduced net loss frominuing operations and net loss by $18
million, or approximately $0.02 cents per share.
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Depreciation expense was $150 million and $318anilfor the three and six months ended June 306,2@3pectively. Depreciation expense
was $147 million and $298 million for the three aiximonths ended June 30, 2005, respectively.

9. Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at June 30,6280d December 31, 2005 were as follows (dollarsillions):

Other
Goodwill Intangibles

June 30, 2006
360networks $ — 3 3
Sprint — 11
ICG — —
Telverse — 13
Genuity — 18
WilTel — 143
Progress Telecot 30 35
ICG Communication 118 49
Software Spectrur 194 44
McLeod 40 —
XCOM 30 —

$ 412 % 316
December 31, 2005
360networks $ — % 4
Sprint — 16
ICG — 4
Telverse — 16
Genuity — 30
WilTel — 151
Software Spectrur 194 48
McLeod 40 —
XCOM 30 —

$ 264 $ 269

The Company completed the acquisition of ICG Comications on May 31, 2006. A preliminary valuatioiithe assets acquired indicated a
value of $49 million for identifiable intangible sets with a life of 15 years.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. A preliminary valuatioritedf assets acquired resulted in a value
of $25 million for customer-related intangible asseith an 8 year life. In the second quarter@d&, Level 3 adjusted the fair value of the
customer-related intangible assets to $36 millioch ieduced the value of property, plant and equipirtee$77 million based on an updated
valuation of the assets acquired and liabilitiesiaged in the transaction.

The preliminary purchase price valuations for PesgrTelecom and ICG Communications indicated tieaptirchase price exceeded the fair
value of the assets acquired and liabilities assuoyeb30 million and $118 million, respectively.

Gooduwill is assessed at least annually for impairnire accordance with SFAS No. 142, beginning wligh first anniversary of the acquisition

and December 31 of each year thereafter. As af 3002006, the Company has not recorded impairexgenses for the goodwill or
intangible assets identified in the previous table.
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Amortization expense was $17 million and $39 millfor the three and six months ended June 30, 2886ectively. Amortization expense
was $17 million and $35 million for the three amdraonths ended June 30, 2005, respectively.

The amortization expense related to intangibletagserently recorded on the Company’s books fehe# the five succeeding years is
estimated to be the following for the years endedddnber 31: 2006-$76 million; 2007-$50 million; 86886 million; 2009-$32 million and
2010 and thereafter-$130 million.

10. Long-Term Debt

At June 30, 2006 and December 31, 2005, long-tesioh was as follows:

June 30, December 31

(dollars in millions) 2006 2005
Senior Secured Term Loan (11.82% due 2( $ 730 $ 730
Senior Notes (9.125% due 20( 398 954
Senior Notes (11.0% due 20(C 78 132
Senior Discount Notes (10.5% due 20 62 144
Senior Euro Notes (10.75% due 20 62 59
Convertible Senior Notes (2.875% due 20 374 374
Senior Discount Notes (12.875% due 20 488 488
Senior Euro Notes (11.25% due 20 131 123
Senior Notes (11.25% due 20! 96 96
Senior Notes (11.5% due 201 692 —
Fair value adjustment on Senior No (65) —
Senior Notes (10.75% due 20! 500 500
Floating Rate Senior Notes (11.42% due 2( 150 —
Issue discount on Floating Rate Senior N (5) —
Convertible Senior Notes (5.25% due 20 345 345
Convertible Senior Notes (10.0% due 20 880 880
Convertible Senior Notes (3.5% due 20 335 —
Senior Notes (12.25% due 20! 550 —
Issue discount on Senior Not (2) —
Convertible Senior Discount Notes (9.0% due 2( 263 252
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
CBRE Commercial Mortgage (6.86% due 20 70 70
Capital Lease 11 —
Other 1 —
7,02C 6,025
Less current portion. (462) —

$ 6,55¢ $ 6,025

The debt instruments above contain certain findmeid non-financial covenants with which the Comphalieves it is in full compliance as
of June 30, 2006.

No interest expense or amortized debt issuance eese capitalized to property, plant and equipri@nthe six months ended June 30, 2
and June 30, 2005.
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3.5% Convertible Senior Notes due 2012

On June 13, 2006 Level 3 Communications, Inc. kexk$326 million of net proceeds, after giving effo offering expenses, from a public
offering of $335 million aggregate principal amouwiiits 3.5% Convertible Senior Notes due 20125%8.Convertible Senior Notes”). The
3.5% Convertible Senior Notes were priced at 100%h@ principal amount. The notes are senior umsetobligations of the Company,
ranking equal in right of payment with all the Ccemng’s existing and future unsubordinated indebtesnd he 3.5% Convertible Senior
Notes will mature on June 15, 2012. Interest enntbites will be payable on June 15 and Decembef &&ch year, beginning on Decem
15, 2006.

At any time before the close of business on Jun@52, the 3.5% Convertible Senior Notes are cuitle by holders into shares of Level
3's common stock at a conversion price of $5.46share (subject to adjustment in certain eventss iE equivalent to a conversion rate of
approximately 183.1502 shares of common stock p&0® principal amount of these notes. Upon caiwer the Company will have the
right to deliver cash in lieu of shares of its coamstock, or a combination of cash and sharesmhoon stock. In addition, holders of the
3.5% Convertible Senior Notes will have the rightéquire the Company to repurchase the notes tifgoaccurrence of a change in control,
as defined, at a price of 100% of the principal ani@f the notes plus accrued interest. In addlitioa holder elects to convert its notes in
connection with certain changes in control, Leveb8ld be required to pay a make whole premiunmbyeiasing the number of shares
deliverable upon conversion of the notes.

On or after June 15, 2010, Level 3, at its optinay redeem for cash all or a portion of the nofHse 3.5% Convertible Senior Notes are
subject to redemption at the option of Level 3yhmole or in part, at any time or from time to tinog, not more than 60 nor less than 30 days
notice, on or after June 15, 2010, plus accrueduapaid interest thereon (if any) to the redemptiate, if redeemed during the twelve
months beginning June 15, of the years indicatéoibe

Year Redemption Price
2010 101.17%
2011 100.5¢%

Level 3 used a portion of the net proceeds from differing and its common stock offering compleitethe second quarter to redeem certain
debt securities maturing in 2008. The remainirgepeds will be used to potentially repurchase,eeder refinance other existing
indebtedness from time to time, for acquisitiond &or general corporate purposes, including worldagital and capital expenditures.

Floating Rate Senior Notes due 2011

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, Inc. (“Level 8atcing”), a whollyewned subsidiat
of the Company, as borrower, entered into an indentith the Bank of New York, as trustee, andess$i150 million aggregate principal
amount of floating rate senior notes due 2011 @ktm Rate Senior Notes due 2011”) in a privateniffy.

The Floating Rate Senior Notes due 2011 rank equaiht of payment with all other senior unsecuoddigations of Level 3 Financing and
have an initial interest rate equal to the six rhdrdndon Interbank Offered Rate (“LIBOR”), plus 8536, which will be reset senainnually.
Interest on the notes is payable on March 15 apteSer 15 of each year, beginning on Septembe2. The interest rate was 11.42%
at June 30, 2006 and was determined at the commemtef the interest period beginning on the isseatate. The Floating Rate Senior
Notes due 2011 were priced at 96.782% of par. digmount is reflected as a reduction in I-term debt and is being amortized as interest
expense over the term of the Floating Rate SenibeiNdue 2011.

The Floating Rate Senior Notes due 2011 are sutgjgedemption at the option of Level 3 Financingvhole or in part, at any time or from
time to time, on or after March 15, 2008 at thesragtion prices (expressed as a percentage of palh@mount) set forth below, plus accrued
and unpaid interest thereon to the redemption ifatedeemed during the twelve months beginningd&t5, of the years indicated below:

Year Redemption Price

2008 102.C%
2009 101.C%
2010 100.C%
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On March 14, 2006, Level 3, Level 3 Financing dmelinitial purchasers of the Floating Rate Senioteld due 2011 entered into a registre
rights agreement relating to the Floating Rate &edxotes due 2011 pursuant to which Level 3 andeL8VFinancing agreed to file an
exchange offer registration statement with the 8tes and Exchange Commission. The CompamXchange offer registration statemen
those notes was declared effective by the Secsiatiel Exchange Commission on August 8, 2006.

Debt issuance costs of $3 million were capitaliaad are being amortized over the term of the Figa#ate Senior Notes due 2011.
12.25% Senior Notes due 2013

On March 14, 2006, Level 3 Communications, Incgaarantor and Level 3 Financing, as borrower,redteto an indenture with the Bank
of New York, as trustee, and issued $250 milliogragate principal amount of 12.25% senior notes2ie3 (“12.25% Senior Notes due
2013") in a private offering.

On April 6, 2006, the Company issued $300 milliggregate principal amount of 12.25% Senior Notes204 3 in a private offering. These
notes together with the $250 million aggregategipal amount of 12.25% Senior Notes due 2013 issmeldarch 14, 2006 will be treated
under the same indenture as a single series af.note

The 12.25% Senior Notes due 2013 are senior ursgalnligations of Level 3 Financing, ranking equalight of payment with all other
senior unsecured obligations of Level 3 Financibgvel 3 has guaranteed the 12.25% Senior Note20@L®. The notes will mature on
March 15, 2013. Interest on the notes accrue2.26% per year and is payable on March 15 and Béy@el5 of each year, beginning on
September 15, 2006. The $250 million of 12.25%i@exdotes due 2013 issued on March 14, 2006 weoegmat 96.618% of par. The $300
million of 12.25% Senior Notes due 2013 issued @nil%, 2006 were priced at 102% of par. The réisginet discount of the two issuances
of approximately $2 million is reflected as a retilue in long-term debt and is being amortized asrast expense over the remaining term of
the 12.25% Senior Notes due 2013.

The 12.25% Senior Notes due 2013 are subject tmption at the option of Level 3 Financing in whoten part, at any time or from time
time, on or after March 15, 2010 at the redemptinoes (expressed as a percentage of principal atnset forth below, plus accrued and
unpaid interest thereon to the redemption daredéemed during the twelve months beginning Maggtofl the years indicated below:

Year Redemption Price

2010 106.125%
2011 103.069%
2012 100.00(%

On March 14, 2006, Level 3 Communications, Incyelé Financing and the initial purchasers of tBe25% Senior Notes due 2013 entered
into a registration rights agreement regardinglth@5% Senior Notes due 2013 pursuant to which IL&2@mmunications, Inc. and Level 3
Financing agreed to file an exchange offer redistnastatement with the Securities and Exchange @ission. The Company’s exchange
offer registration statement for those notes wataded effective by the Securities and Exchange i@@sion on August 8, 2006.

Debt issuance costs of approximately $5 millionevespitalized and are being amortized over the tdrthe 12.25% Senior Notes due 2013.
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The debt represented by the 12.25% Senior Note2@ll@ together with the Floating Rate Notes duel2fihstitutes purchase money
indebtedness under the indentures of Level 3, lamaét proceeds from the offering were used tafieghe cash purchase price of Level 3's
acquisition of WilTel and Progress Telecom, whigtr&vconsummated on December 23, 2005 and Marck0P8, respectively. The
remaining net proceeds will be used to fund the ecbsonstruction, installation, acquisition, leadevelopment or improvement of
communications assets.

Capitalized Leases

As part of the Progress Telecom transaction comgleh March 20, 2006, the Company assumed cepitet lease obligations of Progress
Telecom for IRU dark fiber facilities of $9 millionThe capital leases mature at various dates ghr@021.

As part of the ICG Communications transaction ory[@4, 2006, the Company assumed certain capitsé¢lebligations of ICG
Communications for IRU dark fiber facilities of $#llion. The capital leases mature at various sitteough 2018.

Debt Redemption

On June 13, 2006, Level 3 announced, and on Jylgads, Level 3 completed the redemption of alt®butstanding 9.125% Senior Notes
due 2008 and 10.5% Senior Discount Notes due 2008.

The 9.125% Senior Notes due 2008 were redeemetedeaption price equal to 100% of the principabant of those notes plus accrued
and unpaid interest. The aggregate principal amoi®.125% Senior Notes due 2008 that were reddemas $398 million. The 10.5%
Senior Discount Notes due 2008 were redeemedetteanption price equal to 101.75% of the principabant at maturity of those notes plus
accrued and unpaid interest. The aggregate pahaipount at maturity of 10.5% Senior Discount Matae 2008 that were redeemed was
$62 million. The aggregate principal amounts ef tlotes were included in the current portion ofjléerm debt on the June 30, 2006
consolidated balance sheet.

Amendment and Restatement of Credit Facility

On June 27, 2006, Level 3 Financing amended andteekits existing $730 million senior secured #ritility to reduce the interest rate
payable under the agreement by 400 basis poin@ifyrthe pre-payment provisions and make other ifipecchanges.

The amendment of the credit facility was treatedmextinguishment of the existing debt instruntire to the significant change in lender
the debt per EITF No. 96-19, “Debtor’s Accountitmg & Modification or Exchange of Debt Instrumert€ITF No. 96-19"). The fair value

of the amended and restated credit facility appnatéed the carrying value of the original creditifgcas the interest rate of the amended and
restated credit facility approximated current mari¢es. As part of the transaction, Level 3 majtepayment premium of approximately !
million to existing debt holders. The prepaymempium along with the unamortized deferred dehtasse costs of $13 million from the
original offering, were recognized as a loss onexiinguishment of debt in the second quarter @620The Company also incurred $11
million of third party costs to complete this traoson. These costs were reflected as deferretlisiiance costs and will be amortized to
interest expense over the term of the debt.

Debt Exchange

On January 13, 2006, the Company completed prastbange offers to exchange a portion of its onthiey 9.125% Senior Notes due 2008,
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaevireld by eligible holders in a
private placement for cash and new 11.5% SenioeNdtie 2010. The Company issued $692 million aggesprincipal amount of 11.5%
Senior Notes as well as paid $46 million of cashsaderation in exchange for the 2008 Notes tenderéte transactions. The Company i
paid approximately $13 million in cash for totataged interest to the closing date on the 2008 d\ibtat were accepted for exchange.
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Pursuant to the guidance in EITF No. 96-19, the @amy accounted for the exchange of the 9.125% Saluites and the 11% Senior Notes
as an extinguishment of debt and recognized agfapproximately $27 million in Other Income in tfiest quarter of 2006. The gain was
determined using the fair value of the new 11.5%i@eNotes at the time of issuance. The fair valfithe 11.5% Senior Notes was
approximately $73 million less than the face amaifrihe debt. The accretion of the $73 millioncdisnt will be reflected as interest
expense. The 11.5% Senior Notes were recorddabiatfair value on the transaction date and witlrate to their face value at maturity.
Premiums paid to holders of the 9.125% Senior Natesthe 11% Senior Notes of $41 million were aggphgainst the gain on
extinguishment of debt.

In accordance with EITF No. 96-19, the exchangihefl0.5% Senior Discount Notes was accountedsfar modification of the existing
debt. The premiums paid to the holders of the%0Sgnior Discount Notes of $5 million were addethexisting debt issuance costs and
will be amortized over the term of the 11.5% SeMotes.

The Company incurred approximately $5 million dfdiparty costs associated with the exchange trdiase The costs were allocated to
each tranche of debt based on the amount tendereddhange. The $4 million of fees allocatedhi®9.125% Senior Notes due 2008 ant
11% Senior Notes due 2008 were capitalized andbgithmortized to interest expense over the tertheofespective notes. The $1 million of
costs allocated to the 10.5% Senior Discount Ndtess2008 were expensed in the first quarter of 2006

The principal amount of 2008 Notes tendered isaét in the table below (dollars in millions).

Aggregate
Aggregate Principal Amount

Principal Amount Aggregate of Old Notes that Total Cash
2008 Notes Outstanding Before Principal Amount Remained Premium
Exchanged Exchange Offers Tendered Qutstanding Payment
9.125% Senior Notes due 2008 $ 954 $ 556 $ 398 $ 36
11% Senior Notes due 20 132 54 78 5
10.5% Senior Discount Notes due 2( 144 82 62 5

The exchange offers were made only to qualifietitintgonal buyers and institutional accredited istges inside the United States and to
certain non-U.S. investors located outside theadh&tates.

The 11.5% Senior Notes are senior unsecured oigigabf the Company, ranking equal in right of paytnwith the old notes not tendered in
the exchange offers as well as all other senioecurgd obligations of the Company. The 11.5% Sdwades mature on March 1, 2010, and
bear interest at a rate per annum equal to 1115%rest on the notes is payable on March 1 anteSsger 1 of each year, beginning on
September 1, 2006. The Company may redeem soalkafithe 11.5% Senior Notes at any time on agrdffarch 1, 2009, at 100% of their
principal amount plus accrued interest.

The Company’s exchange offer registration staterfeerthese notes was declared effective by the iB&1and Exchange Commission on
August 8, 2006.
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Future Debt Maturities

The Company’s contractual obligations at June B062elated to debt, including capital leases awtuding issue discounts and fair value
adjustments, will require estimated cash paymemtisig each of the five succeeding years as foll@@€6-$462 million; 2007-$2 million;
2008-$142 million; 2009-$363 million and 2010-$234illion and thereafter-$3,761 million.

11. Stock-Based Awards

Beginning January 1, 2006, the Company adopted SFAI 23R, “Share-Based Payment.” The adopticBFeAS No. 123R on January 1,
2006 did not have a significant effect on the Conypafinancial position or results of operationstlas Company adopted the expense
recognition provisions of SFAS No. 123, “Accountifog Stock-Based Compensation” in 1998. SFAS NxRR requires that estimated
forfeitures be included in the amount of expensegaized for awards that are not fully vested. Toenpany has historically recorded the
effect of forfeitures of equity awards as they acciihe effect of applying the change from the ioidd) provisions of SFAS No. 123 on the
Company’s results of operations and basic andatllernings per share for the three and six mamtied June 30, 2006 was not significant.

The Company recognized in the consolidated stateofesperations a total of $21 million and $36 ioifl of non-cash compensation for the
three and six months ended June 30, 2006, respBctiduring the second quarter of 2006, the Oat@€5 and January 2006 grants were
revalued using May 15, 2006 as the grant datecdénrdance with SFAS No. 123R, and resulted in en#in increase in non-cash
compensation expense. As stated in the Compangig/ pnaterials for its 2006 Annual Meeting of Stbolders, over the course of the years
since April 1, 1998, the compensation committethefCompany’s Board of Directors had administehed995 Stock Plan under the belief
that the action of the Company’s Board of Directoramend and restate that plan effective Aprii998 had the effect of extending the
original term of the Plan to April 1, 2008. Aftarfurther review of the terms of the plan, howeteg, compensation committee determined
that an ambiguity could exist as to the date ofetk@ration of the plan. To remove any ambiguitye Board of Directors sought the approval
of the Company’s stockholders to amend the plaxtend the term of the plan by five years to Septm5, 2010. This approval was
obtained at the 2006 Annual Meeting of Stockholdeisl on May 15, 2006. In addition, the Compangite¢ized $1 million of non-cash
compensation for those employees and contractoestlii involved in the construction of the netwairistallation of customers or
development of the business support systems fahtiee and six months ended June 30, 2006, regphcti

The Company recognized in the consolidated stateofesperations a total of $10 million and $21 ioifi of non-cash compensation for the
three and six months ended June 30, 2005, respictilncluded in discontinued operations is noskhcaompensation expense of $1 million
for the three and six months ended June 30, 200&ddition, the Company capitalized less than $iliam and $1 million of non-cash
compensation for those employees and contractmsthii involved in the construction of the netwairkstallation of customers or
development of the business support systems fahtiee and six months ended June 30, 2005, regphcti

SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash in flow if
the tax benefits are expected to be realizablethALompany is currently in a net operating lossitppn, Level 3's management does not
expect to realize tax benefits from share-basedpemsation for the foreseeable future.

The following table summarizes non-cash compensatigpense and capitalized non-cash compensatidghdahree and six months ended
June 30, 2006 and 2005.

Three Months Ended Six Months Ended

June 30, June 30,
(dollars in millions) 2006 2005 2006 2005
0SsO $ 13 $ 4 $ 17 $ 9
Restricted Stoc 4 5 10 6
Shareworks Match Ple — 3) — (2)
401(k) Match Expens 5 4 9 8
401 (k) Discretionary Grant Plan — — 1 1

22 10 37 22
Capitalized Non-cash Compensation (1) — (1) (1)

21 10 36 21
Discontinued Operations- (i) Structure — (1) — (1)

$ 21 % 9 $§ 36 $ 20
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Non-qualified Stock Options and Warrants

At June 30, 2006, there were approximately 14.@aniwarrants outstanding ranging in exercise f@item $4.00 to $29.00. As of June 30,
2006, all of the warrants previously granted weilly fvested and the compensation expense had lbélgmdcognized in the consolidated
statements of operations. Of these warrants, exéwexercisable at June 30, 2006, with a weightethge exercise price of $7.79 per warr

The Company has not granted NQSOs since 2000.f Asne 30, 2006, all NQSOs previously granted vilhg vested and the compensat
expense had been fully recognized in the consetistatements of operations. At June 30, 2006 tlvere approximately 6 million NQSOs
outstanding with exercise prices ranging from $1/$8.00. The weighted average exercise prica@dNQSOs outstanding was $5.71 at
June 30, 2006.

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforatisioption (“OSQO”) program that was designed battthe Company’s stockholders
would receive a market return on their investmegfibte OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management'’s and stockhsldeterests by basing stock option value on tbenBany’s ability to outperform the
market in general, as measured by the Standardo®$@'S&P”) 500 Index. Participants in the OSQ@ggram do not realize any value from
awards unless the Company’s common stock priceediatpms the S&P 500 Index during the life of thargr When the stock price gain is
greater than the corresponding gain on the S&PIB@Ex (or less than the corresponding loss on &f@ Bdex for grants awarded before
June 30, 2005), the value received for awards uth@e®SO plan is based on a formula involving atipliér related to the level by which the
Company’s common stock outperforms the S&P 500xnde the extent that Level 3's common stock outpens the S&P 500 Index, the
value of OSOs to a holder may exceed the valu@ofjnalified stock options.

The Company’s OSO program targets that no more2b&t of Level 3's outperformance is delivered tqptayee-owners, and that the
exercise of past and future OSO grants does neeeixshares reserved for issuance under the Congpd®95 Stock Plan, as amended. The
method for determining the value of an individu8@is described below:

The initial strike price, as determined on the geyr to the OSO grant date, is adjusted over fiihe “Adjusted Strike Price”), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéthge of the S&P 500 Index from the
date of grant to the date of exercise. The vafubeOSO increases for increasing levels of otitgperance. OSO awards outstanding as of
June 30, 2006 have a multiplier range from zerfoto depending upon the performance of Level 3 comistock relative to the S&P 500
Index as shown in the following table.

If Level 3 Stock Outperforms Then the Pre-multiplier Gain Is
the S&P 500 Index by: Multiplied by a Success Multiplier of:
0% or Less 0.00
More than 0% but Less than 11% Outperformance percentage

multiplied by 4/11

11% or More 4.00
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The Pre-multiplier gain is the Level 3 common stpcdke minus the Adjusted Strike Price on the déitexercise.

Upon exercise of an OSO, the Company shall detivgray to the grantee the difference between tlieMrket Value of a share of Level 3
common stock as of the day prior to the exercise,dass the Adjusted Strike Price, the “Exercisasideration.” The Exercise
Consideration may be paid in cash, Level 3 commaocksor any combination of cash or Level 3 commimtls at the Company’s discretion.
The number of shares of Level 3 common stock tddbeered by the Company to the grantee is detachby dividing the Exercise
Consideration to be paid in Level 3 common stockheyFair Market Value of a share of Level 3 comratotk as of the date prior to the
exercise date. Fair Market Value is defined in@®0 agreement, but is currently the closing ppieeshare of Level 3 common stock on the
NASDAQ exchange. Exercise of the OSOs does nafire@ny cash outlay by the employ

OSO awards are granted quarterly to eligible pgditts. Awards outstanding at June 30, 2006 hal#year life and vest 50% at the end of
the first year after the grant, with the remaint@§6 vesting over the second year (12.5% per qQarter

The Company utilizes a modified Black-Scholes madelalue outperform stock options granted to eiygds. The Company believes that
given the relative short life of the options and tther variables used in the model, the modifiettiBScholes model provides a reasonable
estimate of the fair value of the OSOs at the tirihgrant.

The fair value under SFAS No. 123R for the appratity 2.0 million OSO awarded to participants dgrine six months ended June 30,
2006 was approximately $13 million using a modifideck-Scholes valuation model with the assumptimuitined in the table below. The
resulting theoretical value per option granted@0&is 153% of the stock price on the grant dagefised in SFAS No. 123R. The
theoretical value of options granted in 2005 wai% bf the stock price. In accordance with SFAS N8R, the Company used an estimated
forfeiture rate of 10.19% in determining expensmgmition. As of June 30, 2006, the Company hadeftected $23 million of unamortized
compensation expense in its financial statememtprieviously granted OSOs. The weighted averagegever which this cost will be
recognized is 1.5 years.

The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 ecoon stock price on the grant date. The
modified Black-Scholes valuation model used théfeing assumptions during the six months ended 30ne

2006 2005
S&P 500 Expected Dividend Yield Rate 1.78% 1.99%
Expected Life 3.4 year: 2 years
S&P 500 Expected Volatility Ra 12% 13%
Level 3 Common Stock Expected Volatility Ri 55% 55%
Expected S&P 500 Correlation Fac .28 .30
Calculated Theoretical Valt 153% 116%

The expected life data was stratified based orldesferesponsibility within the Company. The thetizal value used in 2006 was determined
using the weighted average exercise behavior &sdlgroups of
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employees. Upon adoption of SFAS No. 123R, the @01 updated its calculation of the Expected LN@latility assumptions were
derived using historical data as well as currentketadata.

As part of a comprehensive review of its long-t@empensation program, the Company temporarily swudgukawards of OSOs in April
2005. During the second quarter of 2005, the Camgmanted participants in the plan restrictedlstauits, as discussed below.

Beginning in the third quarter of 2005, the Compasyed both restricted stock units and OSOs dopis long-term compensation
program. In the third quarter of 2005, the Comparage a grant for 2005 of restricted stock uniés test ratably over four years. The
Company plans to make quarterly OSO grants to eyaplothat have similar terms as those OSOs grantké first quarter of 2005.

A summary of OSO activity for the six months endede 30, 2006 follows:

Weighted
Weighted Aggregate Average
Average Intrinsic Remaining
Initial Strike Value Contractual
Number Price (in_millions) Term
Outstanding at January 1, 2006 14,245,971 $ 3.34
Options grante: 3,968,88 4.08
Options exercise (1,356,68) 3.14
Options forfeitec (599,96 2.88
Options expired (2,446,48) 3.3¢
Outstanding at June 30, 2006 13,811,72. $ 358 $ 43 2.60 year
Outstanding, exercisable (“vested”) 6,983,09° $ 382 $ 15 1.84 year

In the table above, the weighted average initidtestprice represents the values used to calcthat¢theoretical value of OSOs on the grant
date and the intrinsic value represents the valll@S®Ds that have outperformed the S&P 500 Indexf dsine 30, 2006.

The total realized value of OSOs exercised for ed¢he three and six month periods ended Jun2@@5 was $6 million and $7 million,
respectively.

Restricted Stock and Units

During the first six months of 2006, approximat@l9 million shares of restricted stock or restdcstock units were granted to employees
non-employee members of the Board. The restridtmzksunits and shares were granted to the recipento cost. Restrictions on transfer
lapse over one to four year periods. The fair valuestricted units and stock granted in 2006 $asillion as calculated using the fair value
of the Level 3 common stock on the grant date.ofAlune 30, 2006, the total compensation costa@lat nonvested restricted stock or
restricted stock units not yet recognized was $1Bom and the weighted average period over whiuh cost will be recognized is 2.5 years.

For the first six months of 2006, the changes #trieted stock and restricted stock units are shiovthe following table:

Weighted Average

Number Grant Date Fair Value
Nonvested at January 1, 20 23,376,84. $ 2.0€
Stock and units grante 888,05¢ 4.03
Lapse of restriction (7,313,84) 2.08
Stock and units forfeited (1,495,27¢) 2.13
Nonvested at June 30, 20 15,455,781 $ 2.15
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The Weighted Average Grant Date Fair Value of retstd stock and restricted stock units grantedrdptie six months ended June 30, 2006
and 2005 were $4.03 and $1.99, respectively. @ta fair value of restricted stock and restricséack units vested during the six month
ended June 30, 2006 and 2005 was $15 million amdifidn, respectively.

401(k) Plan

The Company and its subsidiaries offer their gieliemployees the opportunity to participate irefingtd contribution retirement plan
qualifying under the provisions of Section 401(k}re Internal Revenue Code. Each employee isbddidgo contribute, on a tax deferred
basis, a portion of annual earnings generally meixceed $15,000 in 2006. The Company matches Hi@¥tiployee contributions up to 7%
of eligible earnings or applicable regulatory lisiior employees of the communications businesBesployees of Software Spectrum are
eligible to receive matching contributions of $f60 every dollar contributed up to 6% of eligiblerrings or applicable regulatory limits. 1
Company’s matching contributions are made with L&wommon stock based on the closing stock pniceaxh pay date. Employees are
able to diversify the Company’s matching contribatas soon as it is made, even if they are not fdsted. The Company’s matching
contributions will vest ratably over the first thrgears of service. The Company made matchingibatibns of $5 million and $9 million fc
the three and six months ended June 30, 2006,atésgg, and $4 million and $8 million for the tlr@nd six months ended June 30, 2005,
respectively, which were recorded as selling, galreard administrative expenses.

The Company made a discretionary contribution 0401 (k) Plan in Level 3 common stock as of Decar3tie 2005, equal to three percent
of eligible employees’ 2005 eligible earnings. Teposit was made into the eligible employees’ Wpa¢counts during the first quarter of
2006.

Employees of WilTel Communications that participat¢he WilTel 401(k) Plan receive an employer rhiatig cash contribution of 100% of
employee contributions up to 6% of eligible earsing regulatory limits. The matching cash contiiduis invested in the same investment
funds selected by participants for employee coutitins. The Company made matching cash contribsitid $2 million and $4 million for
the three and six months ended June 30, 2006.

12. Industry and Segment Data

SFAS No. 131 “Disclosures about Segments of anrfnse and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy €ompany’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate strategic business unitsffeadifferent products and serve different megk The Company’s reportable segments
include: communications; information services aadlenining (See Note 1). Other primarily includéser corporate assets and overhead not
attributable to a specific segment.

Adjusted OIBDA, as defined by the Company, consi$tsperating income (loss) before (1) depreciatiod amortization expense, (2) stock-
based compensation expense included within selfjageral and administrative expenses on the caladetl statements of operations and (3)
any non-cash impairment costs included within testring and impairment expenses all as reportetti@®consolidated statements of
operations. The Company excludes stock-based awsafien due to the recording of non-cash compessatipense under the provisions of
SFAS No. 123R. Adjusted OIBDA is an
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important part of the Company’s internal reportangl is an indicator of profitability and operatipgrformance used by the chief operating
decision maker or decision making group to evalpatéormance and allocate resources. It is a camyngsed indicator in the capital-
intensive communications industry to analyze congsan the basis of operating performance over.thadgusted OIBDA is not intended to
represent net income or cash flow for the perigdsgnted, is not calculated consistently with timonly used metric “EBITDA”, and is
not recognized under generally accepted accouptingiples (“GAAP”), but is used by management$sess segment results and allocate

resources.

The data presented in the following tables includé&smation for the three and six months endece M 2006 and 2005 for all statement of
operations and cash flow information presented,andf June 30, 2006 and December 31, 2005 foatdhce sheet information presented.
Information related to acquired businesses is d®wiufrom their respective acquisition dates. Reeeand the related expenses are attributed
to countries based on where services are provittddrmation for the prior periods has been revidad to discontinued operations (See Note

3).
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Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the 2006
presentation.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months ended June 30, 200
Revenue
North America $ 774 % 431 $ 16 $ — 3 1,221
Europe 45 236 — — 281
Other — 28 — — 28
$ 819 $ 695 $ 16 $ — 3 1,53C
Adjusted OIBDA:
North America $ 162 $ 19 $ 2 $ (2)
Europe 8 6 — —
Other — 1 — —
$ 170 $ 26 $ 2 $ (2)
Net Capital Expenditure:
North America $ 62 $ 2 3 1 $ — % 65
Europe 10 — — — 10
Other — — — — —
$ 72 $ 2 % 1 3 — 3 75
Depreciation and Amortizatiol
North America $ 144 $ 3 3 1 3 — 3 148
Europe 19 — — — 19
Other — — — — —
$ 163 $ 3 $ 1 $ — 3 167
Six Months ended June 30, 200
Revenue
North America $ 153 $ 716 $ 34 $ — % 2,28€
Europe 87 379 — — 466
Other — 45 — — 45
$ 1,62 $ 1,14C $ 34 $ — 3 2,797
Adjusted OIBDA:
North America $ 293 $ 22 % 3 8 (3)
Europe 24 6 — —
Other — 1 — —
$ 317 $ 29 $ 3 $ 3)
Net Capital Expenditure:
North America $ 112 $ 3 3 1 $ — % 116
Europe 18 — — — 18
Other — — — — —
$ 130 $ 3 3 1 3 — 3 134
Depreciation and Amortizatiol
North America $ 310 $ 6 $ 2 3% — 3 318
Europe 39 — — — 39
Other — — — — —
$ 349 $ 6 $ 2 $ — 357
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(dollars in millions) Communications

Information
Services

Coal
Mining

Other

Total

Three Months ended June 30, 2005

Revenue
North America $ 334 304 19 — 657
Europe 37 180 — — 217
Other — 20 — — 20
$ 371 504 19 — 894
Adjusted OIBDA:
North America $ 83 7
Europe 5 4 — —
Other — 1 — —
$ 88 12 7 5
Net Capital Expenditure:
North America $ 72 2 1 — 75
Europe 8 — — — 8
Other — — — — —
$ 80 2 1 — 83
Depreciation and Amortizatiol
North America $ 139 — 142
Europe 22 — — — 22
Other — — — — —
$ 161 2 1 — 164
Six Months ended June 30, 200
Revenue
North America $ 809 590 36 — 1,43¢
Europe 72 346 — — 418
Other — 34 — — 34
$ 881 970 36 — 1,887
Adjusted OIBDA:
North America $ 286 9 10
Europe 3 7 — —
Other — 1 — —
$ 289 17 10 3
Net Capital Expenditure:
North America $ 123 3 1 — 127
Europe 16 — — — 16
Other — — — — —
$ 139 3 1 — 143
Depreciation and Amortizatiol
North America $ 283 — 290
Europe 43 — — — 43
Other — — — — —
$ 326 5 2 — 333
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Communications Revenue and Adjusted OIBDA incluetentnation revenue of $3 million in each of theethiand six months periods ended
June 30, 2006, respectively, and $2 million andi$idlion for the three and six months ended Jule2B05, respectively.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Identifiable Assets
June 30, 200¢
North America $ 5,90¢€ $ 589 $ 99 $ 2,12¢ $ 8,72%
Europe 748 210 — 41 999
Other — 26 — 3 29
$ 6,654 $ 825 $ 99 $ 2172 $ 9,751
December 31, 2005
North America $ 578z $ 584 $ 90 $ 857 $ 7,312
Europe 716 190 — 34 940
Other — 20 — 4 24
$ 6,49¢ $ 794 $ 90 $ 895 $ 8,277
Long-Lived Assets (excluding Goodwill
June 30, 2006
North America $ 5222 $ 69 $ 87 $ — % 5,37¢
Europe 707 1 — — 708
Other — 1 — — 1
$ 592¢ $ 71 $ 87 $ — 3 6,087
December 31, 200!
North America $ 5502 $ 68 $ 75 $ — 3 5,64E&
Europe 696 1 — — 697
Other — 1 — — 1
$ 6,19¢ $ 70 $ 75 $ — 3 6,34<
Goodwill
June 30, 200¢
North America $ 218 $ 194 $ — % — 3 412
Europe — — — — —
$ 218 $ 194 $ — 3 — 3 412
December 31, 200!
North America $ 70 $ 194 $ — 3 — 3 264
Europe — — — — —
$ 70 $ 194 $ — 3 —  $ 264

Communications revenue is grouped into three caitegydl) Core Services (including transport arfchstructure services, IP & data servit
voice services and Vyvx services) 2) Other Servioeduding managed modem and related reciprocalpamsation, DSL aggregation, and
Internet access services), and 3) SBC Contracic®stv This revenue reporting structure represgietsange from prior year presentations to
reflect how the Company’s management will invest aranage cash flows in the communications busigeisg) forward. Management
believes this product grouping provides more megfoirinformation to the reader of the financialtstaents because each of the revenue
categories has different expectations with resgefiiture revenue performance.
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Services

SBC Contract
(dollars in millions) Core Other Services Total

Communications Revenue

Three Months Ended June 30, 200

North America $ 377 $ 119 % 278 % 774
Europe 44 1 — 45
Other — — — —
$ 421 $ 120 $ 278 $ 819
Six Months Ended June 30, 200
North America $ 725 % 241 % 570 $ 1,53¢€
Europe 85 2 — 87
Other — — — —
$ 810 $ 243 $ 570 $ 1,622
Three Months Ended June 30, 200
North America $ 158 $ 176 $ — 3 334
Europe 35 2 — 37
Other — — — —
$ 193 $ 178 $ —  $ 371
Six Months Ended June 30, 2005
North America $ 439 $ 370 % — % 809
Europe 69 3 — 72
Other — — — —
$ 508 $ 373 $ — 3 881

Core includes termination revenue of $1 million bath the three and six months ended June 30, 288gectively, and $2 million and $131
million for the three and six months ended June2B05, respectively.

The majority of North American revenue consistsefvices delivered within the United States. Tlagomity of European revenue consists of
services delivered within the United Kingdom budceincludes France and Germany. Transoceanic wevisrallocated to Europe.
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The following information provides a reconciliatiohNet Income (Loss) to Adjusted OIBDA by opergtsegment, as defined by the
Company, for the three and six months ended Jun2@®® and 2005:

Information
(dollars in millions) Communications Services Coal Mining Other
Three Months Ended June 30, 200
Net Income (Loss $ (224) $ 23 $ 1 3 1)
Income Tax Expens — 2 — 1
Total Other (Income) Expense 207 3) — (2)
Operating Income (Loss) 17) 22 1 (2)
Depreciation and Amortization Exper 163 3 1 —
Non-Cash Compensation Exper 20 1 — —
Non-Cash Impairment Charge 4 — — —
Adjusted OIBDA $ 170 $ 26 $ 2 9 (2)
Six Months Ended June 30, 200
Net Income (Loss $ (390) $ 21 % 1 3 1)
Income Tax Expens (2) 3 — 1
Total Other (Income) Expense 318 (3) — (3)
Operating Income (Loss) (73) 21 1 3)
Depreciation and Amortization Exper 349 6 2 —
Non-Cash Compensation Exper 34 2 — —
Non-Cash Impairment Charge 7 — — —
Adjusted OIBDA $ 317 $ 29 $ 3 ¢ (3)
Three Months Ended June 30, 200
Net Income (Loss $ (205) $ 8 % 5 % 4
Income from Discontinued Operatio — — — —
Income Tax Expens — 1 1 1
Total Other (Income) Expense 119 1 — —
Operating Income (Loss) (86) 10 6 5
Depreciation and Amortization Exper 161 2 1 —
Non-Cash Compensation Exper 9 — — —
Non-Cash Impairment Charge 4 — — —
Adjusted OIBDA $ 88 $ 12 $ 7 9 5
Six Months Ended June 30, 2005
Net Income (Loss $ (284) $ 9 $ 7 $ 3
Income from Discontinued Operatio — — — —
Income Tax Expens — 1 1 1
Total Other (Income) Expense 224 1 — (1)
Operating Income (Loss) (60) 11 8 3
Depreciation and Amortization Exper 326 5 2 —
Non-Cash Compensation Exper 19 1 — —
Non-Cash Impairment Charge 4 — — —
Adjusted OIBDA $ 289 $ 17 ¢ 10 $ 3
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13. Other Matters

On June 13, 2006, Level 3 completed the sale ofifllon shares of its common stock at $4.55 pershpar value $0.01 per share, in an
underwritten public offering. Level 3 received peeds of $543 million net of $26 million in tran8an costs. Level 3 used a portion of the
net proceeds from this transaction and its offedhd.5% Convertible Senior Notes completed ingbeond quarter to redeem certain debt
securities maturing in 2008. The remaining proseeil be used to potentially repurchase, redeemefinance other existing indebtedness
from time to time, for acquisitions and for genezaiporate purposes, including working capital eaglital expenditures.

In April 2002, Level 3 Communications, Inc., andtef its subsidiaries were named as a defendaBauer, et. al. v. Level 3
Communications, LLC, et gla purported class action covering 22 statesq fih state court in Madison County, lllinois. yJ2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc.aét, a purported two state class action filed inth8. District
Court for the District of Idaho. In November of Z)@he court granted class certification only fog state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatioib€, and Williams Communications, LLC were namediafendants irsmith et. al. v.
Sprint Communications Company, L.P., et @.purported nationwide class action filed intheted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 20@%el 3 Communication
LLC and Williams Communications, LLC were namediatendants ifMcDaniel, et. al., v. Qwest Communications Corpioratet al., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingtamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfr@ilroads, utilities, and others, and have itetiaiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over wthieltompanies’ fiber optic cable networks
pass, and that the railroads, utilities, and otldrs granted the companies the right to constmdtraaintain their networks did not have the
legal authority to do so. The complaints seek dasam theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receanelimay in the future receive, claims and demagldsed to rights-ofvay issues simile
to the issues in these cases that may be baseanhitar ®r different legal theories. To date, otligan as noted above, all adjudicated attempts
to have class action status granted on complalatbdgainst the companies or any of their subs&lanvolving claims and demands related
to rights-of-way issues have been denied.

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

The Company and its subsidiaries are parties to/ratrer legal proceedings. Management believesaimaresulting liabilities for these le
proceedings, beyond amounts reserved, will not niagdlieaffect the Company’s financial condition forture results of operations, but could
effect future cash flows.

It is customary in Level 3's industries to use vas financial instruments in the normal courseusibess. These instruments include items
such as letters of credit. Letters of credit ameditional commitments issued on behalf of Leval accordance with specified terms and
conditions. As of
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June 30, 2006, Level 3 had outstanding lettersexditof approximately $37 million which are cobaalized by cash that is reflected on the
consolidated balance sheet as restricted casheandtes.

14. Condensed Consolidating Financial Information

In October 2003, Level 3 Financing, Inc., a whalyned subsidiary of Level 3 Communications, Ingspied $500 million 10.75% Senior
Notes due 2011. These notes are unsecured obfigaifd_evel 3 Financing, however, they are joinflgyerally, fully and unconditional
guaranteed on an unsecured senior basis by Leveh8nunications, Inc. and Level 3 CommunicationsCL(a wholly-owned subsidiary).
The 10.75% Senior Notes were registered with tlei®ées and Exchange Commission in 2005.

In March 2006, Level 3 Financing issued $150 millidoating Rate Senior Notes due 2011 and $250omill2.25% Senior Notes due 2013.
In addition, on April 6, 2006, Level 3 Financingigd an additional $300 million of 12.25% Seniotddadue 2013. These notes are
unsecured obligations of Level 3 Financing, howetraay are fully and unconditionally guaranteedaorunsecured senior basis by Level 3
Communications, Inc.

In conjunction with the registration of the 10.73nior Notes, Floating Rate Senior Notes due 201112.25% Senior Notes due 2013 the
accompanying condensed consolidating financiarmédion has been prepared and presented pursugQdregulation S-X Rule 3-10
“Financial statements of guarantors and affilia#®se securities collateralize an issue registerdxbing registered.” This information is not
intended to present the financial position, resofitsperations and cash flows of the individual pamies or groups of companies in
accordance with generally accepted accounting iples
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Condensed Consolidating Statements of Operatiarthéathree and six months ended June 30, 2002 @0 follow. Level 3
Communications, LLC leases equipment and certailfitias from other wholly-owned subsidiaries ofuat 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.

Condensed Consolidating Statements of Operations
For the three months ended June 30, 2006

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other

(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Revenue $ — $ — $ 323 $ 1,27C $ 63)$ 1,53C
Costs and Expense

Cost of Revenu — — 139 948 (61) 1,02€

Depreciation and Amortizatic — — 83 84 — 167

Selling, General and Administrati 2 — 198 128 2) 326

Restructuring and Impairment Charges — — 3 4 — 7

Total Costs and Expenses 2 — 423 1,164 (63) 1,52€

Operating Income (Loss) (2) — (100) 106 — 4
Other Income (Loss), ne

Interest Income¢ 5 — 10 1 — 16

Interest Expens (111) (58) — 1) — (170)

Interest Income (Expense) Affiliates, r 218 166 (389) 5 — —

Equity in Net Earnings (Losses) of Subsidia (311) (365) 9 — 617 —

Other Income (Expense) — (54) 2 4 — (48)

Other Income (Loss) (199) (311) (318) 9 617 (202)

Income (Loss) from Operations Before Income Taxe (201) (311) (418) 115 617 (198)
Income Tax (Expense) Benefit — — — (3) — (3)
Net Income (Loss $ (201) $ (311) % (418) % 112 $ 617 $ (201)
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Condensed Consolidating Statements of Operations
For the six months ended June 30, 2006

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other

(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Revenue $ — 3 — $ 643 $ 2,263 $ (109) $ 2,797
Costs and Expense

Cost of Revenu — — 271 1,67€ (104) 1,843

Depreciation and Amortizatic — — 192 165 — 357

Selling, General and Administrati 2 — 384 258 5) 639

Restructuring and Impairment Charges — — 7 5 — 12

Total Costs and Expenses 2 — 854 2,104 (109) 2,851

Operating Income (Loss) 2) — (211) 159 — (54)
Other Income (LosS), ne

Interest Income 9 — 13 8 — 25

Interest Expens (222) (95) — 3) — (320)

Interest Income (Expense) Affiliates, r 427 324 (767) 16 — —

Equity in Net Earnings (Losses) of Subsidia (609) (784) 101 — 1,292 —

Other Income (Expense) 28 (54) 2 7 — a7)

Other Income (Loss) (367) (609) (651) 23 1,292 (312)

Income (Loss) from Operations Before Income Taxe (369) (609) (862) 182 1,292 (366)
Income Tax (Expense) Benefit — — — (3) — (3)
Net Income (Loss $ (369) $ (609) $ (862) $ 179 $ 1,292 $ (369)
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Condensed Consolidating Statements of Operations
For the three months ended June 30, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other

(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Revenue $ — 3 — $ 336 $ 599 $ (41)$ 894
Costs and Expense

Cost of Revenu — — 141 473 (38) 576

Depreciation and Amortizatic — — 108 56 — 164

Selling, General and Administrati 2 — 158 58 ) 215

Restructuring and Impairment Charges — — 4 — — 4

Total Costs and Expenses 2 — 411 587 (41) 959

Operating Income (Loss) 2) — (75) 12 — (65)
Other Income (LosS), ne

Interest Income 6 — 2 2 — 10

Interest Expens (102) (32) 1) 4) — (139)

Interest Income (Expense) Affiliates, r 201 127 (328) — — —

Equity in Net Earnings (Losses) of Subsidia (292) (387) 1) — 680 —

Other Income (Expense) 1 — 7 1 — 9

Other Income (Loss) (186) (292) (321) (1) 680 (120)

Income (Loss) from Continuing Operations Before

Income Taxe: (188) (292) (396) 11 680 (185)
Income Tax Expense — — — (3) — (3)
Income (Loss) from Continuing Operations (188) (292) (396) 8 680 (188)
Income from Discontinued Operations — — — — — —
Net Income (Loss $ (188) $ (292) $ (396) $ 8 $ 680 $ (188)

38




Condensed Consolidating Statements of Operations
For the six months ended June 30, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other

(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Revenue $ — 3 — $ 813 $ 1,154 $ (80) $ 1,887
Costs and Expense

Cost of Revenu — — 286 921 (73) 1,134

Depreciation and Amortizatic — — 226 107 — 333

Selling, General and Administrati 4 — 319 123 ) 439

Restructuring and Impairment Charges — — 15 4 — 19

Total Costs and Expenses 4 — 846 1,155 (80) 1,925

Operating Loss 4) — (33) 1) — (38)
Other Income (LosS), ne

Interest Income 6 — ) 8 — 14

Interest Expens (183) (64) 1) (5) — (253)

Interest Income (Expense) Affiliates, r 401 255 (661) 5 — —

Equity in Net Earnings (Losses) of Subsidia (487) (678) 2) — 1,167 —

Other Income (Expense) 2 — 9 4 — 15

Other Income (Loss) (261) (487) (650) 7 1,167 (224)

Income (Loss) from Continuing Operations Before

Income Taxe: (265) (487) (683) 6 1,167 (262)
Income Tax (Expense) Benefit — — — (3) (3)
Income (Loss) from Continuing Operations (265) (487) (683) 3 1,167 (265)
Income (Loss) from Discontinued Operations — — — — — —
Net Income (Loss $ (265) $ (487) $ (683) $ 3% 1,167 $ (265)
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Condensed Consolidating Balance Sheets as of Iyr#H36 and December 31, 2005 follow:

Condensed Consolidating Balance Sheets
June 30, 2006

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications,

(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Assets
Current Assets

Cash and cash equivalel $ 18 $ 16 $ 1,481 $ 143 $ — $ 1,658

Marketable securitie 408 — 98 1 — 507

Restricted cash and securit — 3 21 11 — 35

Accounts receivable, n — — 77 791 — 868

Due from (to) affiliates 11,22¢ 5,492 (17,14¢) 431 — —

Other 22 6 37 119 — 184
Total Current Assets 11,671 5,517 (15,437) 1,49€ — 3,252
Property, Plant and Equipment, | — — 3,324 2,213 — 5,537
Marketable Securitie — — — — — —
Restricted Cash and Securit 2 — — 88 — 90
Goodwill and Intangibles, n — — 62 666 — 728
Investment in Subsidiarie (6,593) (10,167) 1,18¢ — 15,571 —
Other Assets, net 65 27 14 38 — 144
Total Assets $ 5145 $ (4,623 $ (10,84%) $ 4501 $ 15,571 $ 9,751
Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:

Accounts payabl $ 2% 2 $ 119 $ 711 $ — $ 834

Current portion of lon-term debi 460 — — 2 — 462

Accrued payroll and employee bene — — 42 40 — 82

Accrued interes 110 43 — — — 153

Deferred revenu — — 109 111 — 220

Other 1 1 50 116 — 168
Total Current Liabilities 573 46 320 980 — 1,91¢
Long-Term Debt, less current portic 4,554 1,923 — 81 — 6,558
Deferred Revenu — — 626 120 — 746
Other Liabilities 51 1 197 312 — 561
Stockholders’ Equity (Deficit) (33) (6,593 (11,986) 3,008 15,571 (33)
Total Liabilities and Stockholders’ Equity (Defigit $ 5,145 $ (4,623) $ (10,843 $ 4501 $ 15,571 $ 9,751
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Condensed Consolidating Balance Sheets
December 31, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other

(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Assets
Current Assets

Cash and cash equivale! $ 37 % 8 8 275 $ 132 $ — $ 452

Marketable securitie 173 3 — — — 176

Restricted cash and securit — 3 20 11 — 34

Accounts receivable, n — — 84 739 — 823

Due from (to) affiliates 10,117 4,613 (14,857) 123 — —

Other 16 4 29 136 — 185
Total Current Assets 10,34z 4,631 (14,44%) 1,141 — 1,67C
Property, Plant and Equipment, | — — 3,40¢ 2,228 — 5,638
Marketable Securitie 234 — — — — 234
Restricted Cash and Securit 16 — — 59 — 75
Goodwill and Intangibles, ni — — 85 448 — 533
Investment in Subsidiarie (6,251) (9,651) 802 — 15,10 —
Other Assets, net 44 21 14 48 — 127
Total Assets $ 4,38€ $ (4,999 $ (10,13%) $ 3,925 $ 15,10C $ 8,277
Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:

Accounts payabl $ — $ 1% 141 $ 645 $ — $ 787

Current portion of lon-term debi — — — — — —

Accrued payroll and employee bene — — 46 50 — 96

Accrued interes 83 18 — 1 — 102

Deferred revenu — — 138 128 — 266

Other 1 2 50 119 — 172
Total Current Liabilities 84 21 375 943 — 1,423
Long-Term Debt, less current portic 4,722 1,23C — 71 — 6,023
Deferred Revenu — — 633 115 — 748
Other Liabilities 56 1 196 306 — 559
Stockholders’ Equity (Deficit) (476) (6,251) (11,339 2,49C 15,10C (476)
Total Liabilities and Stockholders’ Equity (Defigit 4,38€ $ (4,999 $ (10,135) $ 3,925 $ 15,10C $ 8,277
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Condensed Consolidating Statements of Cash Flomthdosix months ended June 30, 2006 and 2005xfollo

Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2006

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Net Cash Provided by (Used in) Operating Activi $ a71) $ (69) $ 18)$ 331 $ — $ 73
Cash Flows from Investing Activitie
Proceeds from sale and maturity of marketable
securities — 5 — — — 5
Purchases of marketable securi — — (98) — — (98)
Increase in restricted cash and secur — — — (12) — (12)
Capital expenditure — — (68) (66) — (134)
Investments and acquisitic — — (88) 6 — (82)
Proceeds from sale of property, plant and equipm:
and other asse = — 2 — — 2
Net Cash Provided by (Used in) Investing Activil — 5 (252) (72) — (319)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance ci 326 681 — — — 1,007
Refinancing costs and payments on long-term debt,
including current portiol (51) (53) — — — (104)
Equity offering 543 — — — — 543
Increase (decrease) in due from affiliates, net (666) (556) 1,468 (246) — —
Net Cash Provided by (Used in) Financing Activit 152 72 1,468 (246) — 1,446
Effect of Exchange Rates on Cash and Cash Equig — — 8 (2) — 6
Net Change in Cash and Cash Equival (19) 8 1,20€ 11 — 1,20€
Cash and Cash Equivalents at Beginning of Period 37 8 275 132 — 452
Cash and Cash Equivalents at End of Period $ 18 $ 16 $ 1,481 $ 143 $ — $ 1,658
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Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Net Cash Provided by (Used in) Operating Activi $ (118) $ (62) $ 56 $ 52 ¢ — $ (72)
Cash Flows from Investing Activitie
Proceeds from sale and maturity of marketable
securities — — 150 — — 150
Purchases of marketable securi (648) — — — — (648)
Decrease (increase) in restricted cash and sexs — 3 (2) — — 1
Capital expenditure — — (70) (73) — (143)
Investments and acquisitio (10) — — — — (10)
Proceeds from sale of property, plant and equipm:
and other asse — — 2 2 — 4
Net Cash Provided by (Used in) Investing Activit (658) 3 80 (71) — (646)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance ci 877 — — — — 877
Payments on longerm debt, including current portit
(net of restricted casl — — (25) (105) — (130)
Increase (decrease) due from affiliates, net 8 54 (171) 109 — —
Net Cash Provided by (Used in) Financing Activit 885 54 (196) 4 — 747
Net Cash Used in Discontinued Operati — — — (8) — (8)
Effect of Exchange Rates on Cash and Cash Equisalen (1) — (10) (5) — (16)
Net Change in Cash and Cash Equival 108 (5) (70) (28) — 5
Cash and Cash Equivalents at Beginning of Period 3 17 245 178 — 443
Cash and Cash Equivalents at End of Period $ 111 $ 12 $ 175 $ 150 $ — $ 448

15. Subsequent Events
2008 Debt Redemption

On July 13, 2006, Level 3 redeemed all of its @utding 9.125% Senior Notes due 2008 and 10.5% SBisoount Notes due 2008.
Aggregate principal, call premium and accrued ggetotaled $470 million.

The 9.125% Senior Notes due 2008 were redeemetkdeaption price equal to 100% of the principleoant of those notes plus accrued

and unpaid interest. The aggregate principal amof®.125% Senior Notes due 2008 that were reddemas $398 million. The 10.5%
Senior Discount Notes due 2008 were redeemedexteanption price equal to 101.75% of the principabant at maturity of those
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notes plus accrued and unpaid interest. The agtgggincipal amount at maturity of 10.5% Seniosdount Notes due 2008 that were

redeemed was $62 million.

Software Spectrum

On July 20, 2006, Level 3 signed a definitive agrest to sell it wholly owned subsidiary SoftwareeSpum, Inc. to Insight Enterprises, Inc.,
a leading provider of information technology protbuand services. Under the terms of the agreerhengl 3 will receive consideration of
$287 million in cash. The purchase price is sulifipcustomary working capital and certain othestpdosing adjustments. The sale is
subject to regulatory approval as well as cert#ieioclosing conditions and is expected to cloghénthird quarter of 2006. The Company
expects to reflect Software Spectrum’s resultspafrations and financial position as discontinueerafions beginning in the third quarter of

2006.

The following is the summarized results of operaiof the Software Spectrum business for the thnekesix month periods ended June 30,

2006 and 2005:

(dollars in millions)

Three Months Ended
June 30,

Six Months Ended
June 30,

2006 2005

2006 2005

Revenue!

Costs and Expense

Cost of revenu

Depreciation and amortizatic

Selling, general and administrative

Total costs and expenses

Income from operations

Total Other Income (Expens

Income Tax Benefit (Expense)
Net Earnings

$ 695 $ 504

$ 1,14C $ 970

627 457 1,032 886
3 2 6 5
43 35 81 68
673 494  1,11¢ 959
22 10 21 11
3 1) 3 )
) 1) 3) @)

$ 23 $ 8

$ 21 $ 9
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The following is summarized balance sheet infororafor Software Spectrum as of June 30, 2006 arméDber 31, 2005 (dollars in
millions):

December 31

June 30,
(dollars in millions) 2006 2005
Assets
Current Assets
Receivable! $ 492 $ 431
Other 65 93
Total Current Assets 557 524
Property, Plant and Equipment, | 8 6
Goodwill and Other Intangibles, n 238 242
Other Assets, net 19 16
Total Assets 822 788
Liabilities:
Current Liabilities:
Accounts payabl 459 420
Accrued payroll and employee bene 17 17
Deferred revenu 43 67
Other 41 35
Total Current Liabilities 560 539
Deferred Revenu 10 11
Other Liabilities 16 12
Net Assets $ 236 $ 226

TelCove Acquisition

On July 24, 2006, Level 3 acquired all of the stoERelCove, Inc., a privately held Pennsylvanigdshtelecommunications company. Under
terms of the agreement, Level 3 paid $446 millioeash and issued approximately 150 million in sbaf Level 3 common stock. In
addition, Level 3 repaid $132 million of debt arcdjaired $13 million in capital leases in the trastgm. Also, the Company paid third party
costs of approximately $15 million related to trensaction, which included certain costs incurred ®lCove.

TelCove is a leading facilities-based provider @trapolitan and regional communications servicekitling transport, Internet access and
voice services. TelCove’s network has over 22,@@@lland long haul route miles serving 70 marketsss the eastern United States, with
approximately 4,000 buildings on net.

Looking Glass Acquisition

On August 2, 2006, Level 3 completed the acquisiibLooking Glass Networks Holding Co., Inc., a/ptely held lllinois-based
telecommunications company.

The aggregate consideration paid by Level 3 coeist approximately $9 million in cash and approaiety 21 million shares of Level 3
common stock. In addition, at the closing, Leve¢faid approximately $67 million of Looking Gldebhilities.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read in conjiorctvith the Company’s consolidated financial stagats (including the notes thereto),
included elsewhere herein and the Company’s 200%uAhReport on Form 10-K filed with the Securitégsl Exchange Commission.

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8f@munications, Inc. and its subsidiaries (“Leveb8the “Company”). When used in this
document, the words “anticipate”, “believe”, “plarigstimate” and “expect” and similar expressiasthey 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 risksetaimties and assumptions. Should one or moreeskt risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatsults may vary materially from those descrilethis document. For a more detailed
description of these risks and factors, pleasd¢tme€ompany’s 2005 Annual Report on Form 10-K fikgth the Securities and Exchange
Commission and Item 1A in this quarterly reportrmrm 10-Q.

Level 3 Communications, Inc., through its operasngsidiaries, is primarily engaged in the commatidns and information services
businesses, with additional operations in coal ngni

Communication Services

The Company is a facilities based provider of aarmange of integrated communications services/eRee for communications services is
recognized on a monthly basis as these servicggavaled. For contracts involving private lineavelengths and dark fiber services, Lev
may receive up-front payments for services to biweled for a period of up to 20 years. In theisgasions, Level 3 will defer the revenue
and amortize it on a straight-line basis to earmioger the term of the contract.

The Company separates its communication servitestiree separate categories: 1) Core Communicagenvices, 2) Other
Communications Services, and 3) SBC Contract Sesvi&ach category of revenue is in a differenspldd the service life cycle, requiring
different levels of investment and focus and pringddifferent contributions to the Company’s AdetOIBDA. Management of Level 3
believes that growth in revenue from its Core Comitations Services is critical to the long-termess of its communications business. At
the same time, the Company believes it must coatinumanage effectively the positive cash flowsrflits SBC Contract Services and its
Other Communications Services including the Companmyature managed modem business and its relatipdosadl compensation. The Ci
Communications Services group includes transpattiafrastructure, IP and data services, voice apakWideo and advertising distribution
services. The Other Communications Services gitetlpdes managed modem and related reciprocal cosatien and legacy managed IP
service business. In 2005, Other Communicatiomgi&ss included DSL aggregation services whichreréonger provided. The SBC
Contract Services product group includes all tivemees related to the SBC Master Services Agreeomanitact, which was obtained in the
December 23, 2005 acquisition of WilTel.

The Companys transport and infrastructure services includecation services, wavelength, private line, dapkifiand transoceanic servic
Growth in transport and infrastructure revenueigely dependent on increased demand for bandwédtlices and available capital of
companies requiring communications capacity foirtben use or in providing capacity as a serviaavfter to their customers. These
expenditures may be in the form of up-front payreaemtmonthly payments for private
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line, wavelength or dark fiber services. An inae#& demand may be partially offset by declinesriit pricing.

IP and data services primarily include the Compsamgh speed Internet access service and IP-VRNcssr Level 3's high speed Internet
access service is a high quality and high-speexiriat access service offered in a variety of caigaci The Company’s IP-VPN services
permit businesses of any size to replace multiptevarks with a single, cost-effective solution thatatly simplifies the converged
transmission of voice, video, and data. This cogerce to a single platform can be obtained witlsaatificing the quality of service or
security levels of traditional ATM and Frame Reti#fferings. IP-VPN services also permit customerprioritize network application traffic
so that high priority applications, such as voind &ideo, are not compromised in performance byfltve of low priority applications such :
email.

The conversion from narrow band dial-up serviceSigher speed broadband services is expected teaise demand for the Company’s core
communications services. Revenue growth in thia arélependent on the continued increase in usapeth enterprises and consumers and
the pricing environment. An increase in the religband security of information transmitted oveetinternet and declines in the cost to
transmit data have resulted in increased utiliratibe-commerce or web based services by busineBsesCompany, however, continues to
experience lower revenue growth due to price cosgioe for its IP and data services. These declirege partially offset by a 68% increase
in IP and data traffic for the second quarter dd@B8ompared to the second quarter of 2005. Cuhightlevels of available capacity and the
numerous companies competing in this market hasidtesl in a very competitive pricing environment.

The Company’s average price per megabyte declipprbaimately 30% in 2005. In addition to pricingepsures, the decline in the
Company’s average price per megabyte was attrilutathigher traffic from larger customers and onstrs moving to higher speed services
with a lower price per megabyte. The larger custianiave a lower price per megabyte due to higbleme commitments. Level 3 believes
that industry-wide, excess network inventory hasnbsignificantly reduced and pricing pressuresbaginning to moderate as evidenced by
the Company’s improved pricing and increased waftilume. For its IP and data services, the Comgapgcts pricing to decline by
approximately 20% in 2006. The decline is pasgtidilie to contract renewals and volume discountsifgh traffic customers.

The Company continues to experience pricing presturthose transport and infrastructure custortiesrequire simple, low quality, point-
to-point services, as competitors aggressivelyyrdghis business. However, Level 3 believesdbatpetitors are less willing to discount
these services if it requires investment in incretalecapacity to meet the customer’s requiremehts. those customers that provide high
quality content or require a combination of tranmspl® and voice solutions on a regional or natiguiatform, Level 3 is seeing some
indications that price compression is starting tadarate and, in many cases, prices are startimgtease. Level 3 intends to remain
disciplined in its approach to pricing for its temort and IP services.

The emergence of a number of companies from batdyrygotection and additional competition from atdestressed carriers continues to
contribute to the difficult and competitive opengtienvironment. The Company does not expect this@mment to change significantly until
the industry consolidates further and/or demanelacates.

The Company has developed voice services thatttngee and existing markets. The Company beli¢hvasthe efficiencies of Level 3's IP
and optical-based network, including its Softswitebhnology, will provide customers a lower costmative than the existing circuit-
switched networks. The Company is moving to dgvéloth its capability to market and sell in theoeomarket and develop the internal
systems and processes necessary to support theeneses being launched. The revenue potentialdime services is large; however, the
revenues and margins are expected to continuectméd®ver time as a result of the new low cosaiid optical-based technologies. In
addition, the market for voice
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services is being targeted by many competitorsrsgwf which are larger and have more financiabteces than the Company.

Vyvx provides audio and video programming for itstomers over the Company’s fiber-optic network aiadsatellite. It uses the Compasay’
fiber-optic network to carry many live tradition@oadcast and cable television events from theo$itkee event to the network control centers
of the broadcasters of the event. For live eveshisre the location is not known in advance, suchraaking news stories in remote locations,
Vyvx provides an integrated satellite and fiberiopetwork-based service to transmit the conteitstoustomers. Most of Vyvx’s customers
for these services contract for the service onvamieby-event basis; however, Vyvx has some custembo have purchased a dedicated
point-to-point service which enables these custsrteetransmit programming at any time.

Vyvx also distributes advertising spots to radid élevision stations throughout the U.S., botlttetmically and in physical form. Customers
for these services can utilize a network-based atketbr aggregating, managing, storing and distiifgucontent for content owners and rights
holders.

The Company’s Other Communications Services aremagiroducts or services that are not areas of asipfor the Company. Other
Communications Services currently include managedam, related reciprocal compensation and legacyaged IP services.

The Company and its customers continue to see omrsumigrate from narrow band dial-up servicesighér speed broadband services as
the narrow band market matures. Additionally, AiceeOnline, a primary customer of the Company’s-diaservices, recently announced a
strategic change in its approach to its dial-uprimtt access business that may accelerate thefliisslial-up subscribers. While this event is
not expected to affect managed modem revenuewttitite to America Online meaningfully in 2006, dutd have the effect of accelerating
the decline in these revenues in 2007 and beydksla result, the Company expects to see contindéngjnes in managed modem revenue in
the future. The Company recognized approximaté/ iillion and $156 million of managed modem reweuthe first three and six mont

of 2006, respectively, an approximate 25% declinenfthe same periods in 2005. These declines mawitigated in the short term by an
increase in market share and mid to longer termgrbwth in IP-based services offered by the Comphataddress the market shift to higher
speed broadband services. Level 3 believes thavtheost structure of its network will enabledtaggressively compete for new business in
the IP-based market.

Level 3 receives compensation from other carridrsmit terminates traffic originating on those &g’ networks. This reciprocal
compensation is based on interconnection agreeméthtshe respective carriers or rates mandateth&yrCC. The Company earns the
majority of its reciprocal compensation revenuerfrproviding managed modem services.

Legacy managed IP services primarily include loeespservices which utilize ATM technology, as veellVPN and managed security
services. The Compars/legacy Internet access business consists printdrdl business that was acquired in the Genuatystaction in 2003
The Company has elected not to pursue additiorstbmers and to limit the capital invested in thismponent of its business.

The SBC Master Services Agreement was an agredmémeen SBC Services Inc. and WilTel and was aeduir the WilTel transaction in
December 2005. Recently, SBC Services Inc. becasubsidiary of AT&T Inc., (together “SBC”). WilTand SBC amended their
agreement in June 2005 to run through 2009. Thairéng gross margin commitment under the agreem&if June 30, 2006 was
approximately $165 million for the period throudietend of 2007, and $75 million from January 2008ugh the end of 2009. Only
purchases of on-net services count toward satisfaof this purchase commitment. Originating armihieating access charges paid to local
phone companies are passed through to SBC in amumedvith a formula that approximates cost. Adddity, the SBC Master Services
Agreement provides for the payment of $50 milliooni SBC if certain performance criteria are metbyel 3. If Level 3 meets the
performance criteria, it is eligible to earn $23liom in 2006 and $25 million in 2007. As of Jun@, 2006, Level 3 has recognized $5 million
attributable to the performance criteria.
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Level 3's management continues to review all of@lmenpany’s existing lines of business and servftariags to determine how those lines
of business and service offerings assist with the@any’s focus on delivery of communications arfdrimation services and meeting its
financial objectives. To the extent that certane$ of business, business segments or servicéngfeare not considered to be compatible
the delivery of the Company’s services or with atitay financial objectives, Level 3 may exit thdsees of business, business segments or
stop offering those services.

Management focuses on Adjusted OIBDA, cash flowmfoperating activities and capital expenditureas®ess the operating performanc
the communications business. Management belieaa\tjusted OIBDA, when viewed over time, reflettie operating trend and
performance of its communications business. Adiu&EBDA, or a similar measure, also is an indicatbperformance used by Level 3's
competitors and is used by management in evaluagiatjve performance.

Management of Level 3 believes the introductioneifv services or technologies, as well as the fudbgelopment of existing technologies,
may reduce the cost or increase the supply oficestavices similar to those provided by LevelThe ability of the Company to anticipate,
adapt and invest in these technology changesimedyt manner may affect the future success of the@any.

The Company completed the initial planned deploytnoéthe next generation of optical transport tembgy in its North American and
European networks in the fourth quarter of 2005 eandly in the first quarter of 2006, respectivelfhe Company has decided to deploy the
technology for additional routes in North AmerigadeEurope and completed the deployments on theges 2006. The Company began
an upgrade of its IP backbone technology in thel thuarter of 2005. Level 3 believes that thisldgment of new equipment to the existing
network equipment will allow the Company to optimithe amount of traffic it carries over the netwarld lower the cost of providing
services.

In order to expand its service offerings in Euradpe, Company expects to invest $20 million for ekdéer based expansion in nine Europ
markets in 2006. The dark fiber is expected tda@por supplement existing wavelength capacity.

The communications industry continues to consadidatevel 3 has participated in this process withdcquisitions of WilTel, Progress
Telecom, ICG Communications, TelCove and Lookinggs! Level 3 will continue to evaluate consoliolatbpportunities and could make
additional acquisitions in 2006.

The successful integration of these businessed.mel 3 is important to the success of Level Bie Tompany must quickly identify
synergies, integrate the networks and support @gaons, while maintaining the service qualityééssexpected by customers.

Level 3 has embarked on a strategy to expand iterumetro presence. The strategy will allow@wmpany to terminate traffic over its
owned metro facilities rather than paying thirdtjgerto terminate the traffic. Level 3's ability provide high-speed bandwidth directly to
customer facilities is expected to be a competitifeantage as local exchange companies often doroaitle this service. The Company
intends to offer the traditional set of serviceshase markets and concentrate its sales effortiseobhandwidth intensive businesses. The
expansion into new metro markets should also peaititional opportunities to sell services on@menpany’s national and international
networks. This new metro strategy includes thaisitipns of Progress Telecom, ICG Communicatide$Cove and Looking Glass.

The Company is focusing its attention on 1) growiegenue through Core Communications Servicesp@firuing to show improvements in
Adjusted OIBDA as a percentage of revenue, 3) cetimg) the integration of acquired businesses, 4)agimg cash flows provided by its
Other Communications Services and SBC Contracti@=syvand 5) developing its metro business. Thieipated change in the composition
of the Company’s revenue will require the Companynanage operating expenses carefully and contertsacapital expenditures on those
technologies and assets that will enable the Cognfadevelop its Core Communications Services frrind replace the decline in revenue
and earnings from Other Communications ServicesS81d Contract Services.
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In addition to the operational metrics mentionedwe) the Company is also focusing on improvingdiggsidity, financial condition, and
extending the maturity dates of certain debt ameeting the effective interest rate on its outstagdiebt over the long term. In January 2(
the Company completed the exchange of severaltteanaf its debt maturing in 2008 for a new tranchdebt maturing in 2010. The
Company was able to extend the maturity date ofepmately $692 million of debt due in 2008 to Mar2010.

In March 2006, Level 3 issued $150 million of FingtRate Senior Notes due in 2011 and $250 millibh2.25% Senior Notes due in 2013.
In April 2006, the Company issued an additionalG8&4llion of the 12.25% Senior Notes due in 201Be proceeds from these offerings
were used to fund the cash portion of the WilTel Bnogress Telecom acquisitions as well as funddise of construction, installation,
acquisition, lease, development or improvementtloéioassets to be used in Level 3's communicatioisiness.

In June 2006, Level 3 issued $335 million in anemditten public offering of 3.5% Convertible Seniotes due 2012. The Company also
completed the underwritten public offering of 12Blion shares of its common stock for which it rees $543 million in net proceeds.

Level 3 used a portion of these proceeds to redsdected series of its debt securities maturirgPip8. On July 13, 2006, Level 3 redeemed
all of its 9.125% Senior Notes due 2008 and 10.89i@ Discount Notes due 2008 for total consideratf $461 million, excluding accrued
interest. The remaining proceeds will be usedotemtially repurchase, redeem or refinance othistiag indebtedness from time to time, for
acquisitions and for general corporate purposesjding working capital and capital expenditures.

On June 27, 2006, the Company amended and regatodsting $730 million senior secured creditilfgcto reduce the interest rate payable
under the agreement by 400 basis points, modifptBpayment provisions and make other specifiedgds The Company paid
approximately $42 million to existing debt holdarsd $11 million to third parties in transactiontsa® complete the transaction.

The Company will continue to look for opportunitiesimprove its financial position in 2006 and fsdts resources on growing revenue and
managing costs for the communications business.

Information Services

On November 30, 2005, the Company sold its whollyred subsidiary, i()Structure, LLC, which provided computer outsougcservices
primarily to small and medium-sized businessese Chmpany also announced on July 20, 2006, thaiditagreed to sell its remaining
subsidiary in its information services businesdtare Spectrum, Inc. (“Software Spectrum”). Saftes Spectrum’s results of operations and
financial position are consolidated with the Comparmperations as of and for the periods endinge B0y 2006. Level 3 expects to reflect
Software Spectrum as discontinued operations begjrin the third quarter of 2006.

Software Spectrum is a global reseller of busises$svare, primarily to large and medium sized besses. Software Spectrum recognizes
revenue at the time the product is shipped or dqo@ance with the terms of the licensing contre8tdes under certain licensing programs
permit Software Spectrum to recognize only a serfée paid by the software publisher as revenuitwae Spectrum has experienced an
increase in sales under this form of licensing progand management expects further adoption ofcgderensing programs in the future.
The Company'’s ability to resell software is infloed by the general economic environment, spedyidalNorth America and Western
Europe, as well as the level of IT spending foriless software by large and medium-sized companies.

The software distribution and resale businessiig sempetitive with profitability largely dependempon rebates received from the software
publishers and suppliers. The amount of rebatssved from a publisher or supplier is tied dingd¢t the value of software sold for that
publisher or supplier. These programs vary byicslly contain sales targets that are tiered ab $loftware Spectrum can earn higher rek
on incremental sales above certain sales targdtsrnatively, Software Spectrum may
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forfeit publisher and supplier rebates if certaimimum sales targets are not achieved. As suéhnivt uncommon for software resellers,
including Software Spectrum, to price softwarerab@ow their cost in order to attain the next sabrget and thus earn higher rebates from
software publishers and suppliers.

Microsoft Corporation (“Microsoft”) is the primanyrovider of business software to the Company’s\vé&afé Spectrum business. If Microsoft
should successfully implement programs for thedlisale of software through volume purchase agratsya other arrangements intended to
exclude the distribution or resale channel, Sofen&pectrum’s results of operations would be mdigigad adversely affected.

In 2005, Microsoft notified Software Spectrum ofolges to Microsoft's sales agency program whiclaimeceffective for customer contracts
entered into after July 1, 2006. All contracts ctetgd prior to July 1, 2006, were grandfatheredeuride existing sales agency program.
Under the revised program for agency type salesnttmber of performance metrics against which So#vEpectrum is measured and the
standard of performance on those metrics incred&eskd on an evaluation of Microsoft’s program e Software Spectrum expects that
the amount of agency fees it earns from Microsadlftlve reduced over the three-year period in whidh implemented. Due, in part, to the
grandfathering of existing sales agency programssd&lowever, Software Spectrum anticipates thaptbgram changes will not have a
significant effect on Software Spectrum’s resufteperation or financial position in 2006.

In order to achieve a desired return on invest@italamanagement of Software Spectrum focuses) sevknue growth, 2) Adjusted OIBDA
and 3) cash flow from operating activities, inchuglichanges in working capital accounts, to as$esfirtancial condition and operating
performance of the business. Software Spectrunex@aanded its sales and marketing efforts to samallmid-market businesses as well as
other geographic markets to further increase saldsevenue. In addition to revenue growth, Saivw&pectrum continues to evaluate its
structure in order to improve operating resultstibyithe first quarter of 2006, Software Spectrumaunced certain business solution
partnering agreements which, once implemented,|dladlow Software Spectrum to operate more effitierManagement is focusing its
attention on minimizing working capital requiremebly lowering its days sales outstanding througtsistent collection procedures and
carefully managing vendor payment terms. Managemgrects working capital requirements for the ®afe Spectrum business to decline
in the future as software publishers continue wpathe agency licensing model.

Coal Mining

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

Critical Accounting Policies

The significant accounting policies set forth intdld to the consolidated financial statements énGbmpany’s Annual Report on Form 10-K
for the year ended December 31, 2005 appropriaé@isesent, in all material respects, the currertustof the Company'’s critical accounting
policies, and are incorporated herein by reference.

The Company adopted SFAS No. 123R on January B.286AS No. 123R requires that compensation e&bating to share-based payment
transactions be recognized in the financial statésneased on the fair value of equity or liabiligtruments issued. The Company adopted
the expense recognition provisions of SFAS No. 128counting for Stock-Based Compensation” in 1998erefore, the effect of applying
the change from the original provisions of SFAS &3 on the Company’s financial position or resafteperations for the three months
ended March 31, 2006 was insignificant.

The Company also adopted Emerging Issues Task Fssue No. 04-6, “Accounting for Stripping Costsurred during Production in the
Mining Industry” (“EITF No. 04-6") effective Januad, 2006. EITF No. 04-6
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concluded that stripping costs incurred duringgheduction phase of a mine are variable produatsts that should be included in the costs
of the inventory produced during the period that $lripping costs are incurred. EITF No. 04-6Hartdefines inventory produced as mineral
that has been extracted. As a result, strippirsgsalated to exposed, but not extracted mineust tme expensed as incurred rather than
deferred until the mineral is extracted. The Conysmcoal mining business had previously deferteiging costs and amortized these costs
over the period in which the underlying coal is edn The Company’s adoption of EITF No. 04-6 oruday 1, 2006 required it to adjust
beginning retained earnings (accumulated defioit}tie amount of prepaid stripping costs previousferred. The Company decreased
beginning equity by $3 million as a result of tipation of EITF No. 04-6.

In June 2006, the FASB issued Interpretation N¢.ABcounting for Uncertainty in Income Taxes — Arterpretation of FASB Statement
No. 10¢" (“FIN No. 48"). FIN No. 48 clarifies the accoung for uncertainty in income taxes recognizednreaterprise’s financial
statements in accordance with FASB Statement N@. “Ktcounting for Income Taxes.” FIN No. 48 als@scribes a recognition threshold
and measurement attribute for the financial statémezognition and measurement of a tax positikartaor expected to be taken in a tax
return that results in a tax benefit. AdditionalN No. 48 provides guidance on de-recognitioepme statement classification of interest
and penalties, accounting in interim periods, diseie, and transition. This interpretation is effee for fiscal years beginning after
December 15, 2006. The Company is currently etialgahe effect that the application of FIN No. w8l have on its consolidated results of
operations and financial condition, but given itsrent net operating losses and operating losgfcawards, does not expect a significant
effect on its results of operations or financiahdition as a result of adopting FIN No. 48.

In June 2006, the FASB ratified the consensus oargimg Issues Task Force (“EITF”) Issue No. 0630w Taxes Collected from
Customers and Remitted to Governmental Authorilesuld Be Presented in the Income Statement” (“BEN6F06-3"). The scope of

EITF No. 06-3 includes any tax assessed by a govemtal authority that is directly imposed on a rmeproducing transaction between a
seller and a customer and may include, but isimitdd to, sales, use, value added, Universal 8ervund (“USF”) contributions and some
excise taxes. The Task Force affirmed its conctuthiat entities should present these taxes imitenie statement on either a gross or a net
basis, based on their accounting policy, which &hba disclosed pursuant to APB Opinion No. 22 stihdsure of Accounting Policies.” If
such taxes are significant, and are presentedgnass basis, the amounts of those taxes shouldstlesed. The consensus on EITF No. 06-3
will be effective for interim and annual reportipgriods beginning after December 15, 2006. The @@my currently records USF
contributions on a gross basis in its consolidatatements of operations, but records sales, atg wdded and excise taxes billed to its
customers on a net basis in its consolidated s&atenof operations. The Company does not expatthie effect of adopting EITF No. 06-3
will be significant to its reported revenue, opargincome and net earnings or loss, but is culgr@valuating the effect.

Results of Operations 2006 vs. 2005

Revenuefor the periods ended June 30, is summarized Esv®l(dollars in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Communication: $ 819 $ 371 $ 1622 $ 881
Information Service 695 504 1,14C 970
Coal Mining 16 19 34 36

$ 153C $ 894 $ 2797 $ 1,887

Communicationsrevenue is separated into three categories: 1) Conemunications Services (including transport imfichstructure
services, wholesale IP and data services, voicécesrand Vyvx
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services), 2) Other Communications Services (inolgidnanaged modem and its related reciprocal cosgiem, DSL aggregation, and
legacy managed IP services), and 3) SBC Contragic®s. Revenue attributable to these serviceyogites is provided in the following tab

Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2006 2005 2006 2005
Core Communications Service
Transport and Infrastructu $ 217 $ 123 $ 415 $ 371
Wholesale IP and Da 67 45 131 86
Voice 107 25 205 51
Vyvx 30 — 59 —
421 193 810 508
Other Communication Service
Managed Moden 77 103 156 210
Reciprocal Compensatic 28 29 54 57
Managed IF 15 22 33 45
DSL Aggregation — 24 — 61
120 178 243 373
SBC Contract Services. 278 — 570 —
Total Communications Revenue $ 819 $ 371 $ 162t $ 881

The Company’s Core Communications Services incce&$8% in the second quarter of 2006 comparedesdicond quarter of 2005. The
acquisitions of WilTel, Progress Telecom and ICGr@wunications and growth in the Company’s existingdpcts contributed to the
increase. For the three months ended June 30, P@6gress Telecom and ICG Communications repoeteehue of $15 million and $6
million, respectively. During the first half of @6, the Company integrated a significant portioM6ifTel into the business. As a result
separate revenue information for former WilTel ousérs is no longer available. The Company continaesee demand for complex
nationwide solutions and colocation capacity igéamarkets within its transport and infrastructousiness.

Wholesale IP and data services revenue increaseéldedhree months ended June 30, 2006, primaniégytd the customers obtained in the
WilTel transaction. Wholesale IP and data reveaise increased due to traffic growth in North Aroarfrom new and existing customers
exceeded the rate of price compression. Traffisvftavas mitigated by a customer’s migration offtcafo its own network which was
acquired via a merger with another carrier. Imptbrrearket acceptance of the Company’s IP-VPN semckthe continued growth of
previously awarded contracts also contributed ¢oitisrease in wholesale IP and data revenue.

Level 3's voice revenue increased for the threethmanded June 30, 2006 compared to the same per2@®5 primarily due to the
operations acquired in the WilTel transaction, ipafarly domestic and international voice terminatservices, and growth in Level 3's
existing wholesale and VolP-related services. dditton, 2006 revenue attributable to the Compamxisting local inbound service increa
by approximately $3 million or 167% from 2005 level

The Vyvx business was acquired on December 23, a6Qfrt of the WilTel transaction. Revenue of 88lion is included in the results of
operations for the three months ended June 30,.2006

Managed modem revenue declined in 2006 as a m@&fsthié continued migration from narrow band dialsgovices to higher speed broadband
services by end user customers. This change eesulta decline in
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the demand for managed modem ports. America QriligeCompany’s largest managed modem customerceddhe number of ports it
purchased from Level 3 by approximately 30% duf26§5. Managed modem revenue also declined in 88@6result of certain contracts
being renewed or renegotiated at prices lower tinene in effect in 2005.

The Company expects, excluding the effects of fuagquisitions and increases in market share, neanagdem related revenue to continue
to decline in the future, primarily due to an irase in the number of subscribers migrating to dvaad services and to potential pricing
concessions as contracts are renewed.

The Company’s primary DSL aggregation customer beégamigrate its DSL subscribers to its own netwoekinning in the first quarter of
2005. The customer completed the migration afutsscribers in the third quarter of 2005. The Canyfs other DSL contracts expired in
2005 and were not renewed. The Company did nogréze DSL revenue in 2006 and does not expeedognize DSL aggregation rever
in the foreseeable future.

Reciprocal compensation revenue declined slightihé second quarter of 2006 versus the secondequdir2005 primarily due to the signi
of interconnection agreements with other carrierdd05 that resulted in the Company receiving aloate per minute for terminating trafi
The majority of the Company’s interconnection agreats provide rate structures through 2006. Thagamy earns the majority of its
reciprocal compensation revenue from managed maaewices.

Level 3 has interconnection agreements in placéh®dmajority of traffic subject to reciprocal coemsation. Level 3 continues to negotiate
new interconnection agreements with its local easti To the extent that the Company is unablétorsew interconnection agreements, s
new agreements containing lower rates, there igréfisant decline in the Company’s managed modéatrup business, or FCC or state
regulations change such that carriers are notmredjtd compensate other carriers for terminatirRrh®und traffic, reciprocal compensation
revenue may decline significantly over time.

The Company’s legacy Managed IP business congistaply of a business that was acquired in the @@igrtransaction in 2003. The
Company has not invested in this service and iaottely looking for new customers. The declinggvenue is attributable to the
disconnection of service by existing customerse Tompany expects this trend to continue through606.

The SBC Master Services Agreement was obtaindaeiVtilTel transaction. Under the terms of the agrent, SBC has gross margin
purchase commitments through 2009. Due to thefgignce of the commitment, the Company has eletdesparate and report revenue
generated under this contract from its Other Comioations Services. Level 3 earned revenue of aqmiately $278 million attributable to
this contract in the second quarter of 2006 of Whapproximately 26% will apply to the gross marginchase commitment. The remaining
gross margin commitment under the agreement asnef 30, 2006 was approximately $165 million for pleeiod through the end of 2007,
and $75 million from January 2008 through the eh0®9. Additionally, the SBC Master Services Agrent provides for the payment of
$50 million from SBC if certain performance crigeare met by Level 3. If Level 3 meets the perfarogecriteria, it is eligible to earn $25
million in 2006 and $25 million in 2007. As of JuB®, 2006, Level 3 has recognized $5 million attrdble to the performance criteria.

SBC has begun to migrate its traffic to the AT&Twerk acquired in 2005. The Company expects regemd gross margin to decline in
future periods. However, SBC must still complylwiihe minimum margin commitments contained in d@stcact.

Communications revenue for the six months ended 3002006 increased compared to the same per@@Dif for the same reasons noted
above for the three month periods ended June 3@ &0d 2005. Partially offsetting the increaseeienue in 2006 was the recognition of
$129 million of termination revenue in the firstagter of 2005. Transport and infrastructure reeefou the six months ended June 30, 2005
includes the $130 million of termination revenuerarily attributable to agreements reached witmEeaTelecom and 360networks relating
to the termination of existing dark fiber lease
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agreements with those customers described bel@smifiation revenue of $1 million was included iansport and infrastructure revenue for
the six months ended June 30, 2006.

In February 2005, France Telecom and Level 3 fmealian agreement to terminate a dark fiber agreesigamed in 2000. Under the terms of
the agreement France Telecom returned the fibeetel 3. Under the original IRU agreement, thehaaseived by Level 3 was deferred and
amortized to revenue over the 20-year term of greement. As a result of this transaction, Leved@gnized unamortized deferred revenue
of approximately $40 million as non-cash terminatievenue in the first quarter of 2005.

In March 2005, Level 3 entered into an agreemetit @0networks in which both parties agreed to ieate a 20year IRU agreement. Unc
the new agreement, 360networks returned the daek &iriginally provided by Level 3. Under the origl IRU agreement, signed in 2000, the
revenue associated with the cash received by L3weals deferred and amortized to revenue over thged@term of the agreement. As a
result of this transaction, Level 3 recognizeduihamortized deferred revenue of approximately $86om as non-cash termination revenue
in the first quarter of 2005.

The Company expects to recognize termination rexémthe future if customers desire to renegotiatgracts or are required to terminate
service. The Company is not able to estimate tkeifip value of these types of transactions uhgytoccur, but does not currently expect to
recognize significant termination revenue for tbeefeeable future.

Wholesale IP and data services revenue increasg@Did primarily due to the customers obtained eWilTel transaction and traffic growth
in North America from new and existing customersvali as improved market acceptance of the Comal®8*VPN service.

The acquisition of WilTel's domestic and internatib voice termination contracts in December 200% gnowth in these services and Level
3's voice services were the primary factors resultintpe increase in voice revenue for the six msmhded June 30, 2006 as compared t
corresponding period in 2005.

The continued migration from narrow band dial-upsgees to higher speed broadband services resutediecline in demand for ports and a
reduction in managed modem revenue for the six hsoetded June 30, 2006 compared to the same pe20@5. As noted earlier, America
Online reduced the number of ports it purchasech ftevel 3 by approximately 30% and certain contagtre renewed at lower prices dul
2005.

Reciprocal compensation revenue declined from 20@&s primarily due to the signing of interconnestagreements with other carriers in
2005 that resulted in the Company receiving a laat per minute for terminating traffic.

Information servicesrevenue increased 38% from three months ending 3n2005 to the three months ending June 30, 208610 sever
large customer contracts and an increase in salegdtmarket customers. Software Spectrum hagased sales and marketing efforts and
resources targeting mid-market businesses ovdashd8 months resulting in higher revenues in 200Be increase in revenue was partially
offset by an increase in sales under software glibis’ agency licensing programs that result ity ardervice fee being recognized as
revenue, rather than the selling price of the saféw Software Spectrum began experiencing andseri sales under Microsoft’s 6.0
licensing program and similar programs offered theosuppliers several years ago. Under theseagmag new enterprise-wide licensing
arrangements are priced, billed and collected thréy the software publishers. Software Spectramtinues to provide sales and support
services related to these transactions and eaewize fee directly from publishers for thesedtitis. The Company recognizes the service
fee it receives as revenue and not the entire \@ltlee software under this program. Software Spectrecorded approximately $31 million
and $22 million of revenue attributable to thegegesyof contracts in the three months ended Jun20®® and 2005, respectively. The
estimated selling price of the software sold urttese agreements was $492 million and $379 mifbotthe corresponding periods.
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Revenue attributable to Software Spectrum alseas®d for the six months ended June 30, 2006 vérsu®rresponding period in 2005 for
the same reasons noted above. An increase inygales in the first three months of 2006 comp&we2D05 partially offset the increased
revenue attributable to the large contracts andmadket businesses. Software Spectrum recordeaxippately $48 million and $36 million
of revenue attributable to these types of contriactise six months ended June 30, 2006 and 206pecéively. The estimated selling price of
the software sold under these agreements was $B@hrand $635 million for the corresponding pet®

The software reseller industry is seasonal, wittleneie and Adjusted OIBDA typically being highettire second and fourth quarters of the
Company’s fiscal year.

If Microsoft and the other suppliers are successftlirther implementing agency licensing prograinmay result in a significant decline in
the amount of information services revenue recaghlzy the Company. The decline in revenue is xpeeted to have a meaningful effect
operating income (loss), as the Company shouldrequee a corresponding decline in cost of revenue.

Coal mining revenue decreased from $19 million for the threatirmended June 30, 2005 to $16 million for theghmonths ended June
2006. The decrease in revenue is attributablelt@?a decline in the average price per ton of col and a 3% decline in coal shipped in
2006 compared to the same period in 2005. The piécline is attributable to coal sold under a attthat was renewed in 2005 and
contained a lower price per ton than the origimeitract.

For the six month period ending June 30, 2006, sal@ls declined 6% versus the same period in 28@0511% decline in the average price
per ton of coal sold was partially offset by a #¥rease in tons shipped. The Company began deliveoal under new and amended
contracts during the first quarter of 2005. Thaéase in tons shipped in 2006 is attributable ¢octintracts awarded during 2005.

Cost of Revenudor the communications business, as a percentageyehue, was 47% and 30% for the three monthsdehalee 30, 2006
and 2005, respectively. The increase is due teitir@ficant voice and SBC contract services reeesiotained in the WilTel acquisition. The
margins for the SBC contract services revenueaaveid than the margins earned on other componecitgdied in Core and Other
Communications Services. Partially offsetting ftve@er WilTel margins were the margins earned bygRees Telecom and ICG
Communications. Margins for these businesses sligletly higher in 2006 than those reported by@wempany in 2005.

The communications business’ cost of revenue, s @ntage of revenue for the six months ended 3002006 and 2005 was 48% and
26%, respectively. The increase is primarily atttéle to the recognition of termination revenu@®5 and incremental revenue relating to
the operations acquired from WilTel which was ratagd in 2006. In the first quarter of 2005, thex@pany recognized $129 million of
termination revenue, primarily related to 360netwgcaind France Telecom. The termination revenud, matcorresponding cost of revenue,
positively affected the percentage in 2005. Exclgdermination revenue, the cost of revenue, pareentage of revenue, would have been
30% for the six months ended June 30, 2005. Casivenue, as a percentage of revenue, increas#iDih due to the voice and SBC
Contract Services revenue obtained in the WilTgquagition.

The cost of revenue for Software Spectrum, as eepg¢aige of its revenue, was 90.6% for the secoadeyof 2005 compared to 90.2% for
the same period in 2006. The increase in agereg 822006, which generally have higher margimmthon-agency sales, was the primary
factor in the improved results. This was partialfiset by lower margins earned on several larggracts which were awarded in the second
quarter of 2006. Software Spectrum is very rel@ntebates received from software publishers tadwvpits operating results. For the three
month periods ended June 30, 2006 and 2005, S&t®@ectrum earned approximately $21 million andiililon, respectively, in rebates
which reduced cost of revenue. The increase iateshin 2006 is directly attributable to the insein revenue.
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For the six months ended June 30, 2006 and 2085ptoevenue, as a percentage of revenue, fowamdtSpectrum was 90.5% and 91.3%,
respectively. The increase in agency sales arttehigbates in 2006 resulted in the improved margBoftware Spectrum earned $29 mil
and $19 million in rebates from publishers for dhbemonths ended June 30, 2006 and 2005, resphctive

Cost of revenue, as a percentage of revenue, dacdhl mining business increased from 47% for biheet months ended June 30, 2005 to
for the three months ended June 30, 2006 and fi%n fér the six months ended June 30, 2005 to 88%héosix months ended June 30,
2006. In the second quarter of 2005, the Compaasy able to favorably resolve certain productionisaxes. The resolution of this matter
resulted in a $5 million reduction in cost of reuerfor the three and six months ended June 30,. 200&ddition, the decline in the average
price per ton of coal sold in 2006 versus 2005Itedun an increase in cost of revenue, as a pagerof revenue.

Depreciation and amortizationexpense was $167 million for the second quart@00686, a 2% increase from the depreciation and
amortization expense of $164 million in the samegokof 2005. The increase is primarily attributabd the communications tangible and
intangible assets that were acquired in the Witfi@isaction in December 2005 and the Progress drlé@nsaction in March 2006. This
increase was partially offset by an $18 million@ase in depreciation expense in the second quer#906 attributable to the change in
estimated useful life for fiber. The increase @prkciation and amortization expense was offseh&ghorter-lived communications assets,
including intangible assets, that were placed imise in prior years that became fully depreciatedmortized during the second half of 2005
and the first quarter of 2006.

Depreciation and amortization expense for the sixtims ended June 30, 2006 and 2005 was $357 malidr$333 million, respectively. T
increase is primarily attributable to transactians factors described above.

Selling, general and administrativeexpenses increased 52% to $326 million for theetimenths ended June 30, 2006 compared to the sam
period in 2005. This increase is primarily attrdole to the inclusion of a full quarter of expenassociated with the operations acquired in
the WilTel and Progress Telecom transactions. iBpalty, increases in compensation, bonus, andleyge related costs, network related
costs and facility-based expenses all contributetie increase in selling, general and administaxpenses in 2006. Also, the Company’s
information services business experienced an isergaselling, general and administrative expepsiesarily related to an increase in
headcount and performance incentives at Softwaget8pn.

Selling, general and administrative expenses atalile to the Company’s other businesses in thenseguarter of 2005 included the
favorable settlement of an obligation to providsurance for employees of the Company’s former pgiokgbusiness and the receipt of
insurance proceeds reimbursing the Company for paygmade to settle legacy environmental litigatidhese items resulted in a $6 mill
decline in selling, general and administrative egas in 2005. The Company does not expect taeeadist reductions of this magnitude in
the future for these businesses.

Included in operating expenses for the second guaft2006 and 2005, were $21 million and $9 millicespectively, of non-cash
compensation and professional expenses recognimiel $FAS No. 123R and SFAS No. 123, respectivelgted to grants of outperform
stock options, warrants and other stéigised compensation programs. The increase is fiirdae to an increase in outperform stock opti
restricted stock and restricted stock units grame2D06 and an increase in the value of the optgmanted to employees. In addition, during
the second quarter of 2006, the October 2005 amabdg 2006 grants were revalued using May 15, 260fie grant date, in accordance with
SFAS No. 123R, and resulted in a $6 million incesizisnon-cash compensation expense during the departer of 2006. As stated in the
Company’s proxy materials for its 2006 Annual Megtof Stockholders, over the course of the yearsesApril 1, 1998, the compensation
committee of the Company’s Board of Directors hduhimistered the 1995
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Stock Plan under the belief that the action ofGloenpany’s Board of Directors to amend and restateplan effective April 1, 1998 had the
effect of extending the original term of the PlarApril 1, 2008. After a further review of the tes of the plan, however, the compensation
committee determined that an ambiguity could essto the date of the expiration of the plan. Troaee any ambiguity, the Board of
Directors sought the approval of the Company’sidiolders to amend the plan to extend the termeptan by five years to September 25,
2010. This approval was obtained at the 2006 Aniegting of Stockholders held on May 15, 2006.

Selling, general and administrative expenses ise@d6% to $639 million for the six months endeaeJB80, 2006 compared to the same
period in 2005. This increase is primarily attrédoie to the factors described above. In addipantially offsetting the increase in
communication expenses was a property tax berfe$if anillion pertaining to the Company’s faciliti@sthe United Kingdom in the first
quarter of 2006.

Included in operating expenses for the first haR@06 and 2005, were $36 million and $20 millicespectively, of non-cash compensation
and professional expenses recognized under SFAZ28®R and SFAS No. 123, respectively, related amigrof outperform stock options,
warrants and other stock-based compensation pregrEine increase is primarily due to the factorsdiesd above.

Beginning in the third quarter of 2006, the Comparpects to issue both restricted stock units aB®©on a quarterly basis.

The Company expects selling, general and admitiigraxpenses to increase in 2006 versus 2005esult of the WilTel, Progress Telecc
ICG Communications, TelCove and Looking Glass agitians.

Restructuring and impairment chargeswere $7 million for the three months ended June2806 and $4 million for the same period in
2005. In the second quarter of 2006, the Compatygreized approximately $3 million of restructuriclyarges attributable to the workforce
reductions of the communications business in NArtterica and the business solution partnering agargnts at Software Spectrum.

Non-cash impairment charges were $4 million in eacthefthree months ended June 30, 2006 and 20Q®atdésely. During the second
quarter of 2006, Level 3 recognized $4 million ohrcash impairment charges primarily related teesgdand of the communications
business deemed available for sale in Germanys dirarge resulted from the difference betweendberded carrying value and the
estimated market value of the land.

Nor-cash impairment charges of $4 million were recogdiin the second quarter of 2005 as a resulteofléitision to terminate projects for
certain Softswitch related products in the commaitidms business. The costs incurred for thesegimjincluding capitalized operating
expenses, were impaired as the carrying valueasietiprojects exceeded their estimated fair value.

Restructuring and impairment charges were $12anilfor the first half of 2006 and $19 million fdret same period in 2005. In the first half
of 2006, the Company recognized approximately $8amiof restructuring charges attributable to therkforce reductions of the
communications business in North America and then@ss solution partnering arrangements at Soft®@peetrum. In the first quarter of
2005, the Company recognized approximately $15anilbf restructuring charges related to the worsgareductions of the communications
business in North America and Europe. The emp®waéfected by this workforce reduction providedsan functions or worked directly on
mature products. All obligations attributable e 2005 restructuring activities were paid in 2005.

Non-cash impairment charges were $7 million and $4ionilfor the six months ended June 30, 2006 and,2@8bectively. In addition to tl
$4 million of non-cash impairment charges in theosel quarter of 2006 discussed above, the Compaognized $3 million of non-cash
impairment charges in the first quarter of 2006 tkaulted from the decision to terminate projéotertain voice services and certain
information technology projects in the communicasidousiness. These projects have identifiablescost
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which Level 3 can evaluate separately for impairmdrhe costs incurred for these projects, inclgdiapitalized labor, were impaired as the
carrying value of these projects exceeded theimastd fair value.

Adjusted OIBDA is defined by the Company, as operating incomes)lfsem the consolidated statements of operatiess,depreciation and
amortization expense, less non-cash compensatjmener included within selling, general and admiai&n expense on the consolidated
statements of operations, and less the non-casiopof restructuring and impairment charges. At§dsOIBDA is not a measurement under
accounting principles generally accepted in thetdthStates and may not be used by other compaieasmgement believes that Adjusted
OIBDA is an important component of the Companyt&iinal reporting and is an indicator of profitatyiland operating performance used by
the chief operating decision maker or decision mgkjroup, especially in a capital-intensive indystuich as telecommunications. Adjusted
OIBDA excludes interest expense and income taxmesgand other gains/losses not included in operaitome. Excluding these items
eliminates the expenses associated with the Con'gpaapitalization and tax structures. Note 12 ef tbnsolidated financial statements
provides a reconciliation of Adjusted OIBDA for éaof the Company’s operating segments.

Adjusted OIBDA for the communications businesséased to $170 million in the second quarter of 280® $88 million for the same

period in 2005. This increase is primarily atttéthle to the operations acquired in the WilTel Bndgress Telecom transactions, which were
acquired in December 2005 and March 2006, respaygtivPartially offsetting the increase are castructuring charges of $3 million in the
second quarter of 2006. There were no restrugutirarges in the second quarter of 2005.

Adjusted OIBDA for the communications business %7 million and $289 million for the six monthsdexl June 30, 2006 and 2005,
respectively. The increase in 2006 is primarilyilatitable to the operations acquired in the Wildietl Progress Telecom transactions. In
addition, a decline in restructuring charges frath illion in the first half of 2005 to $4 milliom the first half of 2006 also contributed to
the improved results. Partially offsetting thetsgnis was the $128 million reduction in terminatéond settlement revenue from 2005 to 2006.

Adjusted OIBDA for the information services busis@screased to $26 million for the three monthseehdune 30, 2006 from $12 million for
the same period in 2005. The increase in Soft@aextrum’s adjusted OIBDA is primarily attributalidethe increase in sales activity and
revenues discussed above and improved gross paefitciated with increased publisher sales. Manisetting this increase was higher
operating expenses primarily attributable to améase in sales headcount and related expenseglimgicompensation.

Adjusted OIBDA for the information services busis@screased from $17 million for the six monthsesdune 30, 2005 to $29 million for
the same period in 2006. Adjusted OIBDA for Sof&pectrum increased as a result of improved gnagi from software sales. Partially
offsetting this increase was higher operating espemprimarily attributable to an increase in shmdcount and related expenses, including
compensation. In addition Software Spectrum rezeghapproximately $1 million of restructuring cbes in the first half of 2006 related to
the implementation of a business solutions padn@ngement.

Adjusted OIBDA for the Company’s coal and otheribasses for each of the three and six months ehdeel 30, 2006 was less than $1
million. In 2005, Adjusted OIBDA was $12 milliomd $13 million for the corresponding periods. Tleemase in both periods is primarily
attributable to the favorable resolution of certainduction tax issues, which resulted in a $5iarildecrease in the cost of revenue for the
mining business in the second quarter of 2005,aa%@ million benefit, related to the favorable leatient of an obligation to provide insura
for employees of the Company’s former packagingrass and the receipt of insurance proceeds resmguthe Company for payments
made to settle legacy environmental litigation,tabating to the lower selling, general and adntirive expenses of the Company’s other
businesses in the second quarter of 2005.
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Interest Incomewas $16 million for the three months ended June&B06 increasing from $10 million for the same perof 2005. This
increase is the result of increases in the weigatetlage interest rate earned on the portfoliciatice average cash and marketable security
portfolio balance. The Company’s average returitoportfolio during the second quarter increagsedf2.6% in 2005 to 4.3% in 2006. The
average cash balance also increased by approxyni&ed from 2005 to 2006.

Interest Incomevas $25 million for the first half of 2006 increagifrom $14 million in the same period of 2005 hisTincrease is the result
increases in the weighted average interest rateedam the portfolio and in the average cash anftetable security portfolio balance. The
Company'’s average return on its portfolio during tinst half of the year increased from 2.4% in 208 4.0% in 2006. The average cash
balance also increased by approximately 15% frob520 2006. Pending utilization of cash and caglivalents, the Company invests the
funds primarily in government and government agesenyurities and money market funds. The investrsieategy generally provides lower
yields on the funds than on alternative investmdnisreduces the risk to principal in the shomit@rior to these funds being used in
Company’s business.

Interest Expense, netncreased by $31 million from $139 million for ttieee months ended June 30, 2005 to $170 milli&0D6. Interest
expense increased primarily as a result of incebagerest expense from the issuance of $550 miol2.25% Senior Notes due 2013 is¢
in the first half of 2006, $335 million of Convéyte Senior Notes due 2012 issued on June 13, F00&ting Rate Senior Notes due 2011
issued on March 14, 2006 and the $880 million &flDonvertible Senior Notes due 2011 in the secaradtgr of 2005. In addition, the
Company exchanged portions of its 9.125% Senioedldue 2008, 11% Senior Notes due 2008 and 10.5%r32ziscount Notes due 2008
for new 11.5% Senior Notes due 2010 during the fuarter of 2006, thereby increasing the effedtiterest expense on this debt. The
Company experienced a higher interest rate on786 #illion Senior Secured Term Loan due 2011 pgodts amendment in late June of
2006 which also resulted in increased interestgg®ain the second quarter of 2006.

Interest expense increased by $67 million from $288on for the first half of 2005 to $320 millioim 2006. Interest expense increased
primarily as a result of the transactions descriteave. Overall, the debt exchange transactiortfaddditional debt issued in the first and
second quarters of 2006, partially offset by reduogerest expense due to the amended and re§ta8&dmillion senior secured credit facil
and the redemption in July 2006 of the 9.125% SeMades due 2008 and 10.5% Senior Discount Note2@08, are expected to increase
Company’s annual interest expense in 2006.

Other, net decreased in the second quarter of 2006 compatbe tame period in 2005 primarily as a resulhef$55 million loss realized
on the amendment and restatement of the Compaeyi®iSSecured Term Loan due 2011 recognized is¢khend quarter of 2006.

Other, net decreased in the first half of 2006 careg to the same period in 2005 primarily as alre$the transaction described above. 1
decrease was partially offset by the $27 milliomgaalized on the debt exchange in the first aqurast 2006.

Income Tax Expensavas $3 million for each of the three and six momhded June 30, 2006 and 2005.
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Financial Condition—June 30, 2006

Cash flows provided by (used in) continuing operagifor the six months ended June 30, 2006 and, 286pectively are as follows (dollars
in millions):

Six Months Ended

June 30,
2006 2005
Communications** $ 46 $ (72
Information Service 21 (2)
Other 6 2
Total $ 73 $ (72

** Includes interest expense net of interest income

The improvement in communications operating casdlfor the six months ended June 30, 2006 is piliyrettributable to improved
operating results after excluding the effects d%fhnillion of non-cash termination revenue in thistfquarter of 2005. The improved results
are directly attributable to the operations of WilTProgress Telecom and ICG Communications, wiviete acquired late in 2005 and first
half of 2006, and additional revenue from Core Camitations Services. Fluctuations in working caldiialances resulted in an incremental
source of cash of $15 million in the six month2006 compared to the same period in 2005. An &s&én cash provided by accounts
receivable was partially offset by an increaseashcused for accounts payable and other currdnilities and a decline in deferred revenue.
Partially offsetting the increase in cash provitdgdperations and working capital fluctuations wieigher cash interest payments in 2006.
Cash interest payments increased by $54 milligherfirst six months of 2006 compared to the saered in 2005.

The improvement in cash provided by operating #&ai/for the information services group for the sionths ended June 30, 2006, is
primarily the result of higher earnings and flu¢tols in working capital. Operating cash flows Emgely dependent on the timing of
collections from customers and payments to suppliddjusted OIBDA for the information services imgss improved from $17 million for
the six months ended June 30, 2005 to $29 milliwritfe same period in 2006. In addition, a dedlineash used for accounts payable and
other current liabilities partially offset an inaes®e in accounts receivable in the first six moof&006 compared to the same period in 2005
and resulted in the additional cash being provigedperating activities.

The increase in operating cash flows for the oblusinesses is primarily attributable to the paynoémiertain legal and benefit obligations of
the coal and packaging business in 2005. Paymentkdse types of obligations decreased in 2006.

Investing activities in the first half of 2006 pramily include $70 million and $45 million of casked for the acquisition of Progress Telecom
and ICG Communications, respectively, $134 millicsed for capital expenditures, primarily in the coamications business, and $98 million
to purchase short-term marketable securities.dttitian, the Company increased its restricted sgesiby $12 million, primarily for its coal
business. In the second quarter, the Companyvext&27 million from Leucadia for the WilTel purceaprice adjustment and $5 million of
proceeds from the sale of Infocrossing sharesveden the ( )Structure transaction.

Financing sources in 2006 consisted of $379 miltibproceeds from the issuance of the Floating Bat@or Notes due in 2011 and 12.25%

Senior Notes due in 2013, $301 million from theedfig of additional 12.25% Senior Notes due in 268326 million from the offering of
3.5% Convertible Senior Notes due 2012
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and $543 million of proceeds from the offering @51million shares of common stock. The debt exgeamansaction in January 2006
required Level 3 to pay $46 million of premiumshimders of the exchanged notes. Level 3 also iredu$5 million of third-party costs
associated with this transaction. The $730 milkoedit agreement amendment and restatement redgbieegpayment of $53 million in fees to
debt holders and third parties.

In July 2006, the Company used $470 million of castedeem all the outstanding 9.125% Senior Nates10.5% Senior Discount Notes
due in 2008, including accrued interest. The Comaso completed the acquisition of TelCove on B4y2006. In the transaction, Level 3
issued approximately 150 million shares of comntocksand paid $446 million in cash consideratidine Company also repaid $132 mill
of TelCove debt at closing. Also, the Company phitd party costs of approximately $15 millionatdd to the transaction, which included
certain costs incurred by TelCove.

On August 2, 2006, Level 3 completed the acquisitibLooking Glass The aggregate consideratiod pgiLevel 3 was $96 million
consisting of approximately $9 million in cash approximately 21 million shares of Level 3 commuock. In addition, at the closing,
Level 3 repaid approximately $67 million of Looki@jass liabilities.

Liquidity and Capital Resources

The Company incurred losses from continuing openatof $201 million and $369 million for the thraed six months ended June 30, 2006,
respectively. The Company generated $61 millicth@sed $61 million of cash for operating activitiess capital expenditures in the first
three and six months of 2006, respectively. The gamy expects that the communications businesswilsume cash for the remainder of
2006, however, the amount of cash consumed is &gbéx diminish, excluding the timing effects ofkimg capital requirements and inter
payments. In 2006, the Company expects its cafitsamtinue to exceed revenue and it will continaeeonsume cash primarily due to
interest payments and capital expenditures. Tdragany expects Adjusted OIBDA to improve in 2008narily as a result of the WilTel,
Progress Telecom, ICG Communications, TelCove auking Glass acquisitions and the growth in Coren@uinications Services revent
Interest payments are expected to increase to xippeitely $550 million in 2006 based on debt leal¢he time of this filing. Capital
expenditures for 2006 are expected to range froéd $3illion to $410 million and will consist of $10Million to $150 million of base capital
expenditures (capital required to keep the netvoperating efficiently and product development), ragpmately $30 million of capital
expenditures for the integration of WilTel, $10 linih associated with the expected integration @ ICommunications, TelCove and Look
Glass, and $20 million for a dark fiber based esg@amin Europe. The majority of the Company’s angaapital expenditures is expected to
be success-based, which is tied to incrementahteve In total, the Company expects that cashimedjfior operating activities and capital
expenditures will range from $195 million to $208lion, excluding fluctuations in working capitahd the results of Software Spectrum.
The Company does not have any significant prinapabunts due on its outstanding debt until 2018e CTompany has debt of $142 million
and $363 million that matures in 2008 and 2009 eetvely.

Level 3 has approximately $2.165 billion of casiistt equivalents and marketable securities on hahehe 30, 2006. In addition, $125
million of current and non-current restricted séies are used to collateralize outstanding lettérsredit, long-term debt, certain operating
obligations of the Company or to fund certain re@é#ion liabilities. Subsequent to June 30, 2006 Gbmpany used $470 million to redeem
certain tranches of 2008 debt and related accntedeist as well as $654 million to acquire TelCamd Looking Glass. Based on informat
available at this time, management of the Compafig\es that the Company’s current liquidity ant@pated future cash flows from
operations will be sufficient to fund its businessowever, if the Company has the opportunity,caeptable terms, to improve its liquidity,
refinance its debt, or fund acquisitions, the Conypmay elect to secure additional capital in therfe.

In March 2006, Level 3 issued $150 million of FiogtRate Senior Notes due in 2011 and $250 millibh2.25% Senior Notes due in 2013.

In April 2006, the Company issued an additionalG8&0llion of the 12.25% Senior Notes due in 201Be Pproceeds from these offerings
were used to fund the cash portion of

62




the WilTel and Progress Telecom acquisitions a$ faretl the cost of construction, installation, aisifion, lease, development or
improvement of other assets to be used in Levet@&smunications business.

In June 2006, Level 3 issued $335 million of 3.5%n@ertible Senior Notes due 2012. The Company @sapleted the offering of 125

million shares of its common stock for which iteded $543 million in net proceeds. Level 3 usgubdion of these proceeds to redeem
selected series of its debt securities maturir@Pid8. On July 13, 2006, Level 3 redeemed all©9il25% Senior Notes due 2008 and 10.5%
Senior Discount Notes due 2008 for total considemnadf $461 million, excluding accrued interesthelremaining proceeds will be used to
potentially repurchase, redeem or refinance otkisting indebtedness from time to time, for acdiosis and for general corporate purposes
including working capital and capital expenditures.

Level 3 is aware that the various issuances afutstanding senior notes, senior discount notesandertible notes may trade at discounts to
their respective face or accreted amounts. In daleontinue to reduce future cash interest payspastwell as future amounts due at
maturity, Level 3 or its affiliates may, from tinbe time, enter into debt for debt, debt for equitycash transactions to purchase these
outstanding debt securities in the open marketmmugh privately negotiated transactions. LevelilBavaluate any such transactions in light
of then existing market conditions and the possdililgive effect to stockholders. The amounts imeadl in any such transaction, individually
or in the aggregate, may be material.

On January 13, 2006, the Company completed prastbange offers to exchange a portion of its ontstey 9.125% Senior Notes due 2008,
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaeweld by eligible holders in a
private placement for cash and new 11.5% SenioedNdtie 2010. The Company issued $692 million agdgeeprincipal amount of 11.5%
Senior Notes as well as paid $46 million of cashséteration in exchange for the 2008 Notes tendieréttk transactions. The Company
paid approximately $13 million in cash for totabaged interest on the 2008 Notes that had beerpsatéor exchange to the closing date and
$5 million in transaction costs.

On June 27, 2006 the Company amended and restaidsting $730 million senior secured creditliacto reduce the interest rate payable
under the agreement by 400 basis points, modifptBpayment provisions and make other specifiedgbs The Company paid
approximately $42 million to existing debt holdersd $11 million to third parties in transactiontsa® complete the transaction.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposxisting businesses, investments or o
non-core assets. In 2005, the Company completedale of the i{()Structure business to Infocrossing for approxityeb85 million in cash

and Infocrossing common stock. On July 20, 200&eL8 announced that it had agreed to sell Soft@g@ectrum for $287 million in cash,

subject to working capital and other post-closidatments, to Insight Enterprises, Inc. The SofénBpectrum transaction is expected to
close in the third quarter of 2006.

The communications industry continues to consadidatevel 3 has participated in this process withdcquisitions of WilTel, Progress
Telecom, ICG Communications, TelCove and Lookingss! Level 3 will continue to evaluate consoliolatbpportunities and could make
additional acquisitions in 2006.

On December 23, 2005, the Company completed thaésattgn of WilTel Communications Group, LLC froneucadia National Corporation
and its subsidiaries. The consideration paid ctedisf approximately $363 million in cash (inclugii27 million of post-closing working
capital and other adjustments which reduced tfa patrchase price), plus $100 million in cash fitet Leucadia’s having complied with its
obligation to retain that amount of cash with WilTand 115 million shares, with a fair value of epppmately $313 million, of Level 3
common stock. The Company also incurred costppfaximately $7 million related to the transaction.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom LLC. Under the terms of tire@ment, Level 3 issued
approximately 20 million shares, valued at appratity $66 million, and $69 million in cash. The Quamy also incurred approximately $1
million of costs attributable to the transactiorhe purchase price was reduced by $2 million insi@ond quarter due to post-closing
adjustments based on actual working capital asetlosing date.
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On May 31, 2006, the Company completed the acquisif ICG Communications, Inc., a privately heldi@ado-based telecommunications
company. Under terms of the agreement, Level 3 fgd&d consideration of $176 million, consistingagfproximately 26 million shares of
Level 3 common stock, valued at $131 million, add #illion in cash. The Company also incurred sadtapproximately $1 million related
to the transaction.

On July 24, 2006, Level 3 completed the acquisitbfielCove, Inc., a privately held Pennsylvaniadzhtelecommunications company.
Under terms of the agreement, Level 3 paid $446aniln cash and issued approximately 150 millibares of Level 3 common stock valt
at $637 million. In addition, Level 3 repaid $132lion of TelCove debt and acquired $13 milliondapital leases in the transaction. Also,
the Company paid third party costs of approxima$dlg million related to the transaction, which udgd certain costs incurred by TelCove.

After integration, TelCove’s metropolitan and regabnetworks will connect Level 3's national backbmetwork directly to traffic
aggregation points. These aggregation points ircattler carriers’ points of presence, local telemomications companies’ central offices,
wireless providers’ switch centers, colocation dath centers, cable company head ends, and higlwitth enterprise locations. With the
acquisitions of TelCove, ICG Communications andgrees Telecom, Level 3 has an extensive metrosintreture in 36 markets, connecting
to approximately 900 traffic aggregation pointsvel 3 believes that these facilities will provaeompetitive advantage. With the
acquisition of Progress Telecom, TelCove, ICG Comications and Looking Glass, the number of LevsltBaffic aggregation points
increased to approximately 5,100 in the U.S. ami@pmately 5,300 globally.

On August 2, 2006, Level 3 completed the acquisitibLooking Glass, a privately held lllinois-bagetecommunications company. The
Company paid consideration of approximately $9iomilin cash and approximately 21 million sharetk®fel 3 common stock. In addition,
at the closing, Level 3 repaid approximately $6Wiom of Looking Glass liabilities.

Looking Glass provides data transport servicesugiog SONET/SDH, wavelength and Ethernet as wellaak fiber and carrier-neutral
collocation. Looking Glass’ network includes approately 2,000 route miles serving 14 major metrakats, with lit fiber connectivity to
approximately 215 buildings. Looking Glass also tlask fiber connectivity to approximately 250 adtial buildings.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Level 3 is subject to market risks arising frommdpas in interest rates and foreign exchange rAgeef June 30, 2006, the Company had
borrowed a total of $880 million under a Seniori8ed Term Loan and Floating Rate Senior Notes @14 2Amounts drawn on these debt
instruments bear interest at LIBOR rates plus goliegble margin. As the LIBOR rates fluctuate, go will the interest expense on amounts
borrowed under the debt instruments. The weightedage interest rate on the variable rate instrasn@nJune 30, 2006, was approximately
8.88%. A hypothetical increase in the variable iparbf the weighted average rate by 1% (i.e. a hteig average rate of 9.88%) would
increase annual interest expense of the Compaiappgoximately $8.8 million. At June 30, 2006, thengpany had $6.212 billion (excluding
discounts) of fixed rate debt bearing a weightegtage interest rate of 8.98%. A decline in interatds in the future will not benefit the
Company with respect to the fixed rate debt dueéaerms and conditions of the loan agreementge¢laire the Company to repurchase the
debt at specified premiums.

The Company’s business plan includes operatingaelenunications network businesses in Europe. Amipé 30, 2006, the Company had
invested significant amounts of capital in the oggfior its communications business. In two sepagabt issuances, the Company issued a
total of €800 million (€154 million outstanding &ine 30, 2006) in Senior Euro Notes in Februanf230an economic hedge against its net
investment in its European subsidiaries at the.tishg of June 30, 2006, the Company held enougtigordenominated currency to fund its
current working capital obligations and remaininggrest payments on its Euro denominated debt. Cimepany has not made significant use
of financial instruments to minimize its exposusddreign currency fluctuations.

The change in interest rates is based on hypo#th@tiovements and is not necessarily indicativédnefactual results that may occur. Future
earnings and losses will be affected by actualdiaiions in interest rates and foreign currencgsat

ltem 4. Controls and Procedures

(a) Disclosure controls and procedureS'The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the
effectiveness of the Company’s disclosure conials procedures as of June 30, 2006. Based upbireview, the Chief Executive Officer
and Chief Financial Officer have concluded that@uenpany’s controls and procedures are effectivkeama designed to ensure that
information required to be disclosed by the Compiarthe reports it files or submits under the Seimsr Exchange Act of 1934, as amended,
and the rules there under, is recorded, processeatinarized and reported within the time periodsi§pe in the Commission’s rules and
forms. Disclosure controls and procedures inclwdiyout limitation, controls and procedures desiji@ensure that information required to
be disclosed by an issuer in reports it files domsitis under the Securities Exchange Act is accutadland communicated to the Company’s
management, including its principal executive @fiand principal financial officer, as appropritdellow timely decisions regarding
required disclosure.

(b) Internal controls. As a result of its acquisition of WilTel in the faln quarter of 2005, Progress Telecom in the fjtstrter of 2006 and
ICG Communications in the second quarter of 20@€ll 3 has expanded its internal controls ovemiife reporting to include consolidati
of the WilTel, Progress Telecom and ICG Commun@®iresults of operations and financial conditiswall as acquisition related
accounting and disclosures. There were no othemgds in Level 3's internal controls over financgorting that have occurred during the
second quarter 2006 that have materially affecteat@reasonably likely to materially affect, Le@& internal controls over financial
reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

The Company has provided an update to legal praegeévolving the Company in Note 13 of the coidatied financial statements
contained in Part |, Item 1 of this Form 10-Q. Stisclosure is hereby incorporated by reference.

ltem 1A Risk Factors

In addition to the other information set forth imistreport, you should carefully consider the fezttiscussed in Part |, “Item 1A. Risk
Factors” in our Annual Report on Form 10-K for §fesar ended December 31, 2005, which could matgmdiiéct our business, financial
condition or future results. The risks describeduin Annual Report on Form 1K-are not the only risks facing our Company. Adutigl risks
and uncertainties not currently known to us or thatcurrently deem to be immaterial also may mallgradversely affect our business,
financial condition and/or operating results. Risk Factors included in the Company’s Annual ReparForm 10-K for the year ended
December 31, 2005, have not materially changed titlae as set forth below.

Our communications revenue is concentrated in a linted number of customers

A significant portion of our communications revensi€oncentrated among a limited number of custeniéwe lost one or more of these
major customers, or if one or more major custorsggsificantly decreased orders for our services,communications business would be
materially and adversely affected. Revenue fromteorlargest communications customers in 2005, TWt@ner, Inc. and its subsidiaries
and Verizon Communications, Inc. and its affiliatepresented approximately 18% and 14% of our cenmications revenue for 2005,
respectively. America Online, our largest managed@m customer and an affiliate of Time Warner,,Ireduced the number of managed
modem ports it purchases from us by approximaté®p 8uring 2005. Additionally, America Online redgrdnnounced a strategic change in
its approach to its dial-up internet access busitlest may accelerate the loss of its dial-up silles. While this event is not expected to
affect managed modem revenue attributable to Ara&dicline meaningfully in 2006, it could have th&=ef of accelerating the decline in
these revenues in 2007 and beyond. As a resul€dhgpany expects to see continuing declines im&eaged modem revenue in the future.

Our future communications operating results wilheled on the success of our customers and our suiccsslling services to them. If we
were to lose a significant portion of our commutimas revenue from America Online, we would notlbée to replace this revenue in the
short term and our operating losses would increabih increase may be significant.

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

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

If we were unable to refinance our debt or to raidditional capital on acceptable terms, our ghititoperate our business would be impai

As of June 30, 2006, we had an aggregate of appeigly $7.092 billion of long-term debt on a comdaled basis, excluding discounts and
fair value adjustments and
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including current maturities, and approximately $38ion of stockholders’ deficit. Additionally, iduly, 2006, Level 3 redeemed all of its
9.125% Senior Notes due 2008 and 10.5% Senior Digddotes due 2008 in the aggregate principal atnoi®460 million. Our ability to
make interest and principal payments on our detbtommrow additional funds on favorable terms degemthe future performance of the
business. If we do not have enough cash flow ifuhee to make interest or principal payments onaebt, we may be required to refinance
all or a part of our debt or to raise additiongital. We cannot assure that we will be able tineefce our debt or raise additional capital on
acceptable terms.

As publishers change their distribution model, Softvare Spectrum increasingly relies on sales agenoyefs

In 2005, Microsoft notified Software Spectrum ofolges to Microsoft’s sales agency program whick &ftect for customer contracts
entered into after July 1, 2006. All contracts ctetgxd prior to July 1, 2006, were grandfatheredeurtde existing sales agency program.
Under the revised program for agency type saleatingber of performance metrics against which Saftv&pectrum is measured and the
standard of performance on those metrics will iasee Based on an evaluation of Microsoft's progcaanges, Software Spectrum expects
that the amount of agency fees it earns from Mufitosill be reduced over the three-year period ah it is implemented. Due to the
grandfathering of existing sales agency programssdlowever, Software Spectrum anticipates thaptbgram changes will not have a
significant effect on Software Spectrum’s resuftseration or financial position in 2006.

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

The completion of our acquisitions of WilTel, Pregs Telecom, ICG Communications, TelCove and Lapldfass, and of any future
acquisitions, creates risks associated with thegiattion of recently acquired operations with o@@me integration risks include:

0 difficulties assimilating the personnel and openadi of recently acquired operatio

[0 loss of key personnel of the recently acquired atpans;

[0 loss of customers pc-integration;

01 disruption of ongoing business and additional bnsden our management tea

[0 higher integration costs than anticipat

[0 failure to achieve expected synergies and cosiags)

00 difficulties in maintaining uniform standards, cams, procedures and policies; &

001 difficulties in ensuring accurate and timely repagtof financial information

We cannot be certain that it will realize the bésdfom our recent acquisitions that we anticipatethat we will be able to integrate the
operations of the recently acquired operationsesgfally. If we fail to integrate acquired operascefficiently, it could have a material
adverse effect on our business, financial conditiesults of operation and future prospects.

Item 4. Submission of Matters to a Vote @&ecurity Holders

At the annual meeting of stockholders held on May2D06 the following matters were submitted tatev

1. Election of three Class Il Directors to the BoafDirectors of Level 3 for a three-year term uthié 2009 Annual Meeting of

Stockholders:
In Favor Withheld
Arun Netravali 672,209,39 75,370,17!
John T. Ree: 738,584,220 8,995,36!
Michael B. Yanne) 673,112,17 74,467,39
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In accordance with the stockholders approval tdadsdy the Board of Directors at the Annual Megtof Stockholders, the Class I
Directors elected to the Level 3 Board of Directassnoted above have agreed that their term wplirexat the Annual Meeting held in
2007.

2. To approve of the grant to the Level 3 Board ofbiors discretionary authority to amend our ameraetrestated Certificate of
Incorporation to effect a reverse stock split a& ohfour ratios:

Affirmative votes 730,282,69!
Negative vote: 15,915,67I
Abstain 1,381,21:
Broker noi-vote 0

3. To adopt an amendment to Level 3's Restated Gmtdiof Incorporation to increase the number di@aigted shares of Level 3
common stock, par value $.01 per share from 1l®bito 2.25 billion:

Affirmative votes 735,323,47.
Negative vote: 10,690,33!
Abstain 1,565, 76(
Broker noi-vote 0

4. To adopt an amendment to Level 3's Restated Gaatdiof Incorporation to declassify the Board afediors:

Affirmative votes 738,727,70:
Negative vote: 6,366,46:
Abstain 2,485,40¢
Broker noi-vote 0

5. To adopt an amendment to the Level 3 Communicatiois 1995 Stock Plan (Amended and Restated Apuiff 1, 1998) to extend to
terms of that plan by five years.

Affirmative votes 355,559,00:
Negative vote: 169,746,27.
Abstain 4,205,47:
Broker noi-vote 218,068,82.

ltem 6. Exhibits
(@) Exhibits filed as part of this report are listeddve

12 Statements of Computation of Rat
31.1 Rule 13i-14(a)/15+14(a) Certification of the Chief Executive Offic
31.2 Rule 13i-14(a)/15+14(a) Certification of the Chief Financial Offic

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

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

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

LEVEL 3 COMMUNICATIONS, INC.

Dated: August 9, 2006 /sl Eric J. Mortense

Eric J. Mortense!
Senior Vice President, Controll
and Principal Accounting Office
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STATEMENTS OF COMPUTATION OF RATIOS

STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING S TO FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS

LEVEL 3 COMMUNICATIONS, INC.

Loss from

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

Earnings (Losses) Available for Fixed Charges

Interest on Dek
Preferred Dividend
Interest Expense Portion of Rental Expense

Total Fixed Charges
Ratio of Earnings to Fixed Charges

Deficiency

Six Months Ended Fiscal Year Ended

Exhibit 12

2001

(973 $ (4,35))

(16)

646
68
19

(336)$ (3,639

560 $ 703
19
582 % 722

(918)$ (4,356)




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

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

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

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

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

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitee designed 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 pregzh

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

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presentais report our conclusions ab
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitiit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

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

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

(b) Any fraud, whether or not material, that ined management or other employees who have aisatifole in the registrant’s
internal control over financial reporting.

Date: August 9, 2006

/sl James Q. Crow

James Q. Crow
Chief Executive Office

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




Exhibit 31.2

CERTIFICATIONS*
I, Sunit S. Patel, certify that:
1. | have reviewed this Quarterly Report on Form 16fQevel 3 Communications, Inc.;

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

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

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

(a) Designed such disclosure controls and proesdwr caused such disclosure controls and proeedaibe designed 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 pregzh

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

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presentais report our conclusions ab
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitiit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

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

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

(b) Any fraud, whether or not material, that ined management or other employees who have aisatifole in the registrant’s
internal control over financial reporting.

Date: August 9, 2006
/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

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




Exhibit 32.1

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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the “Company”) on Form 10a@the three and six months
ended June 30, 2006 as filed with the SecuritiesEacchange Commission on the date hereof (the “R§ph James Q. Crowe, Chief
Executive Officer of the Company, certify, pursuamil8 U.S.C. § 1350, as adopted pursuant to 9@t Sarbane®xley Act of 2002, tha

(1) The Report fully complies with thejrerements of section 13(a) or 15(d) of the SemsiExchange Act of 1934; and

(2) The information contained in the Refairly presents, in all material respects, timamcial condition and results of operations of
the Company.

/sl James Q. Crow
James Q. Crow

Chief Executive Office
August 9, 200¢




Exhibit 32.2

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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the “Company”) on Form 10a@the three and six months
ended June 30, 2006 as filed with the SecuritigsEatthange Commission on the date hereof (the “R9ph Sunit S. Patel, Chief Financial
Officer of the Company, certify, pursuant to 18 ICS8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

(1) The Report fully complies with thejterements of section 13(a) or 15(d) of the SemsiExchange Act of 1934; and

(2) The information contained in the Refairly presents, in all material respects, timamcial condition and results of operations of
the Company.

/s/ Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
August 9, 200¢




