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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Operations

(unaudited)

Revenue
Communications (Note ¢
Information Service
Coal Mining

Total revenue

Costs and Expenses (exclusive of depreciation aradtezation shown separatel
below):
Cost of revenue
Communication:
Information Service:
Coal Mining

Total cost of revenu
Depreciation and amortizatic
Selling, general and administrati
Restructuring charge

Total costs and expens

Operating Income (Los!

Other Income (Expense
Interest incom
Interest expense, n
Other, ne

Total other income (expens
Loss from Continuing Operations Before Income Tag €hange in Accounting
Principle

Income Tax Benefit (Expens

Loss from Continuing Operatiol
Income from Discontinued Operatio

Net Loss Before Change in Accounting Princi
Cumulative Effect of Change in Accounting Princi

Net Loss

Earnings (Loss) per Share of Level 3 Common St8elsic and Diluted)
Loss from Continuing Operatiol
Income from Discontinued Operatio
Cumulative Effect of Change in Accounting Princi

Net Loss

See accompanying notes to consolidated finanassients.
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Three Months Ended

September 30,

Nine Months Ended
September 30,

2004

2003

2004

2003

(dollars in millions, except per share data)

$ 42: $ 41 $  1,20¢ 1,54¢
392 437 1,38¢ 1,43¢
25 24 65 56
84cC 874 2,657 3,03¢
11€ 91 31€ 28¢
352 40¢ 1,257 1,317
18 18 48 44
487 50¢ 1,621 1,644
17C 21C 52€ 64E
234 25C 712 79¢
— 14 2 34
891 082 2,861 3,11¢
(51) (10) (204) (80)
3 5 9 15
(120) (15€) (365) (43¢)
@) ) 181 (104)
(120) (159) (175) (52¢)
(177) (262) (379 (60¢)
— 12 @) 12
(172) (250) (381) (59€6)
— 3 — 1
(172) (247) (381) (595)
— — — 5
$  (17) $ (24 $  (38) $ (590

$ (029 $ (039 $ (056 $ (112
_ _ — 0.01
$ (029 $ (039 $ (056 $ (1.1])






LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(unaudited)
September 30, December 31,
2004 2003
(dollars in millions)

Assets
Current Assets

Cash and cash equivale! $ 467 $ 1,12¢

Marketable securitie 22F 42

Restricted cas 50 74

Receivables, less allowances of $27 and $28, résphc 37t 561

Other 11t 14C
Total Current Asset 1,232 1,94¢
Property, Plant and Equipment, | 5,40z 5,72
Marketable Securitie 164 —
Restricted Cas 65 61
Gooduwill and Intangibles, ni 44¢ 45¢
Other Assets, ne 84 10C

$ 7,398 $ 8,29:

See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(continued)

(unaudited)
September 30, December 31,
2004 2003
(dollars in millions, except per share data)
Liabilities and Stockholders' Equity (Defic
Current Liabilities:
Accounts payabl $ 431 $ 651
Current portion of lon-term debr 144 12t
Accrued payroll and employee bene 89 13t
Accrued interes 97 10C
Deferred revenu 15€ 18¢
Other 15¢€ 231
Total Current Liabilities 1,07t 1,431
Long-Term Debt, less current portit 5,032 5,25(
Deferred Revenu 984 954
Other Liabilities 462 A77

Commitments and Contingenci

Stockholders' Equity (Deficit
Preferred stock, $.01 par value, authorized 100@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@shares: 683,380,656

outstanding in 2004 and 677,828,634 outstandirZp08 7 7
Class R, $.01 par value, authorized 8,500,000 shateshares outstandi — —
Additional paic-in capital 7,410 7,36(
Accumulated other comprehensive |i (10¢€) (90
Accumulated defici (7,477) (7,09¢)
Total Stockholders' Equity (Defici (159) 181
$ 7395 % 8,29:

See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(unaudited)
Nine Months Ended
September 30,
2004 2003
(dollars in millions)
Cash Flows from Continuing Operatiol
Net loss $ (38) $ (590
Income from discontinued operatic — Q)
Cumulative effect of change in accounting princi — (5)
Loss from continuing operatiol (381) (59€)
Adjustments to reconcile loss from continuing ofieres to net cash used in continuing operati
Equity earnings, ne — 3
Depreciation and amortizatic 52¢€ 64t
Induced conversion expense on convertible — 20C
Gain on debt extinguishments, | (147 (4)
Gain on sale of property, plant and equipment,rt@dld operations and other ass (32 (70
Non-cash compensation expense attributable to stockda 29 63
Deferred revenu — (349
Amortization of debt issuance co: 11
Accreted interest on lorterm discount dek 55 81
Accrued interest on loi-term debt (4) 1
Change in working capital items net of amounts aequ
Receivable! 17€ 17z
Other current asse 32 50
Payable: (2049) (19¢€)
Other liabilities (112 (39
Other 2 ©)]
Net Cash Used in Continuing Operatic (53 (5)
Cash Flows from Investing Activitie
Purchase of marketable securi (410 —
Proceeds from sale and maturity of marketable #ezs 61 —
Decrease (increase) in restricted cash and sexynite 20 9)
Capital expenditure (202 (142
Release of capital expenditure accrt 8 23
ICG acquisitior (30 —
Genuity transactio — (1449
Investments and acquisitio — (2
Proceeds from sale of toll road operati — 46
Proceeds from sale of property, plant and equipnzem other asse 19 51
Net Cash Used in Investing Activiti $ (539 $ 77

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c
Payments on lor-term debt, including current portic
Proceeds from stock options exerci:
Net Cash Provided by (Used in) Financing Activi
Net Cash Provided by Discontinued Operati
Effect of Exchange Rates on Cash and Cash Equi
Net Change in Cash and Cash Equival

Cash and Cash Equivalents at Beginning of Pe¢

Cash and Cash Equivalents at End of Pe

Supplemental Disclosure of Cash Flow Informati
Cash interest pai

Noncash Investing and Financing Activiti
Common stock issued in exchange for -term debt
Common stock issued for Telverse acquisi
Accrued interest paid with common stc

Long-term debt principal retired by issuing common st

Settlement of obligation with restricted securi

(continued)

(unaudited)

Long-term debt extinguished due to sale of toll roadrapens

See accompanying notes to consolidated financitdsients.
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Nine Months Ended

September 30,
2004 2003

— 8 361
77 (29

— 3

(77 33¢

— 17

2 5

(662) 175
1,12¢ 1,14z
467 $ 1,317
| |
30C 3 31¢

— % 83¢

— 29

— 10

— 657

— 10

— 13¢




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderEquity (Deficit)

For the nine months ended September 30, 2004

(unaudited)
Accumulated
Additional Other
Common Paid-in Comprehensive Accumulated
Stock Capital Income (Loss) Deficit Total
(dollars in millions)

Balances at December 31, 2( $ 7% 7,36( $ (90) $ (7,09¢) $ 181
Common Stock

Stock plan grant — 16 — — 16

Shareworks pla — 28 — — 28

401(k) plan — 13 — — 13
Net Loss — — — (381) (381)
Other Comprehensive Lo — — (16) — (16)
Balances at September 30, 2( $ 79 7,417 $ (106) $ (7,47)% (159

See accompanying notes to consolidated finana#tsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Income (ks)

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003
(dollars in millions)
Net Loss $ (A7) $ (247 $ (38) $ (590

Other Comprehensive Income (Loss) Before 1
Foreign currency translation adjustme — 21
Unrealized holding losses and other arising dup@dod — 26 (2 18

~

Reclassification adjustment for (gains) lossesudet in net los 3 — (24) Q)
Other Comprehensive Income (Loss), Before 10 26 (16) 38
Income Tax Benefit Related to Items of Other Corhpresive Income (Los: — — — —
Other Comprehensive Income (Loss) Net of Te 10 26 (16) 38
Comprehensive Los $ (16)) $ (227) $ (397) $ (559

See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

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

The consolidated financial statements ibelthe accounts of Level 3 Communications, Inc.anbidiaries (the "Company" or "Level
3") in which it has control, which are engageditegprises primarily related to communicationspiniation services, and coal mining. Fifty-
percent-owned mining joint ventures are consolidlate a pro rata basis. Investments in other coneganiwhich the Company exercises
significant influence over operating and finangialicies or has significant equity ownership arecamted for by the equity method. All
significant intercompany accounts and transactiawe been eliminated.

The consolidated balance sheet of Leveb@@unications, Inc. and subsidiaries at Decembge@03 has been taken from the
Company's audited statements included in its AnReglort on Form 10-K for the year ended DecembgeRBQ@3. All other financial
statements contained herein are unaudited andeioginion of management, contain all adjustmesuagisting only of normal recurring
accruals) necessary for a fair presentation ofhfifed position, results of operations and cash $ldor the periods presented. The Company's
accounting policies and certain other disclosuressat forth in the notes to the consolidated fiw@rstatements contained in the Company's
Annual Report on Form 10-K, for the year ended Ddwner 31, 2003. These financial statements shoutédmin conjunction with the
Company's audited consolidated financial statemamdsnotes thereto. The preparation of the core@itifinancial statements in conformity
with accounting principles generally accepted m thmited States requires management to make essraatl assumptions that affect the
reported amount of assets and liabilities, disa®sd contingent assets and liabilities and thergga amount of revenue and expenses during
the reported period. Actual results could diffemfrthese estimates.

The results of operations for the three miné months ended September 30, 2004 are notsadgsndicative of the results expected for
the full year.

Termination revenue is recognized whensaarner disconnects service prior to the end ottrgract period, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. In addition, tertidmarevenue is recognized when
customers make termination penalty payments to IL®t@ settle contractually committed purchase am®that the customer no longer
expects to meet. Settlement revenue is recognibeth\a customer and Level 3 renegotiate a contrat#ruvhich Level 3 is no longer
obligated to provide product or services for coasidion previously received and for which reveremognition has been deferred.
Termination/settlement revenue is reported in Hraesmanner as the original product or service gexijiand amounted to less than
$1 million and $13 million during the three andeimonths ended September 30, 2004, respectivedy$Hh million and $343 million during
the three and nine months ended September 30, B&jR:ctively (See Note 4).

SFAS No. 143 establishes accounting stalsd@r recognition and measurement of a liabilitydn asset retirement obligation and the
associated asset retirement cost. The fair valaeliability for an asset retirement obligatiortasbe recognized in the period in which it is
incurred if a reasonable estimate of fair value mamade. The associated retirement costs araliapit and included as part of the carrying
value of the londived assets and amortized over the useful lifhefassets. The Company's coal mining businespreatbusly accrued, as
component of cost of revenue, an estimate of futeckamation liability. The net effect of the adoptof SFAS No. 143 to the Company's
coal mining business as of January 1, 2003 wagi@adse in noncurrent liabilities of approximatebyrillion (which will be amortized to
expense in future years) and was reflected as alative-effect adjustment in the 2003 consolidatedement of operations. Accretion of
asset
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retirement obligation expense of $3 million andn$ilion was recorded during the three and nine hsminded September 30, 2004,
respectively; resulting in total asset retiremdsitgations for the communications and coal busiesssf $134 million at September 30, 2004.
Accretion of asset retirement obligation expens#lomillion and $7 million was recorded during theee and nine months ended
September 30, 2003, respectively. There were nenmmbpayments or settlements of asset retiremigligations during the three and nine
months ended September 30, 2004 and 2003.

Where appropriate, items within the corgattied financial statements and footnotes have testassified from the previous periods to
conform to current period presentation.

2. Acquisitions

On April 1, 2004, the Company acquiredwhmlesale dial access customer contracts of ICGr@amications, Inc. ("ICG"). The
Company agreed to pay approximately $35 millionash to acquire the contracts and related equipmaanth provides dial-up Internet
access to various large customers and other led8/Pg The terms of the agreement required Letelgay $25 million at closing and
additional payments of $5 million on both July 002 and October 1, 2004. The purchase price wgscub post-closing adjustments, but
those adjustments were not material. Level 3 igatiigg the traffic from the customer contracts aaifrom ICG onto its own network
infrastructure and expects to be substantially detafby the end of 2004.

The following are the estimated fair vatiessets acquired and liabilities assumed in@ fransaction as of the acquisition date.

(dollars in millions)

Assets:

Other current asse $ 2

Identifiable intangible: 37
Total Assets 39
Liabilities:

Other current liabilitiet 4
Total Liabilities 4
Purchase Pric $ 35

On February 4, 2003, Level 3 completedatquisition of substantially all of the assets apdrations of Genuity Inc. ("Genuity"),a T
1 Internet Protocol (IP) communications companye Tdtal cash consideration, including transactiosts; was approximately $144 million.
The preliminary fair value of the assets acquined lgabilities assumed was subsequently adjusteidglthe year ended December 31, 2003
based upon settlements between the Genuity Bardyristate and Level 3 which reduced the purchase paid by Level 3 by $35 million,
as well as increased liabilities by $4 million, wiiresulted in a decrease to the fair value asditméhe related long-lived assets. The results
of operations attributable to the Genuity asseqgiiaed and liabilities assumed are included in28@3 consolidated financial statements from
the date of acquisition.
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The following is unaudited pro-forma findgadnformation of the Company assuming the Gentraysaction occurred at the beginning
of the period presented

Pro-Forma
Nine Months Ended
September 30, 2003

(dollars in millions,
except per share data)

Revenue $ 3,10¢
Loss from Continuing Operatiol (599
Income from Discontinued Operatio 2
Cumulative Effect of Change in Accounting Princi 5
Net Loss (592)
Net Loss per Shai $ (1.19)

3. Discontinued Operations

In December 2003, Level 3 sold Midwest FiDgtic Network ("MFON") to CenturyTel for approxately $16 million. MFON is a
regional communications system located in the madera United States and was acquired by Levelfesof the Genuity transaction in
February 2003.

The following is the summarized result®pérations of the MFON business for the three ane months ended September 30, 2003
(since acquisition on February 4, 2003).

Three Months Nine Months
Ended Ended

September 30, 2003

(dollars in millions)

Revenue $ 5 % 12
Costs and Expense

Cost of revenu 2 2
Selling, general and administrati — 2
Total costs and expens 2 4
Income from Discontinued Operatio $ 3 % 8

In June 2003, Software Spectrum annourftaittwas exiting the contact services businessder to concentrate on the software
reseller business.

The following is the summarized result®pérations and loss on disposal of the contacicsebusiness for the period from January 1,
2003 through June 18, 2003, the date the contadtss business was disposed.

(dollars in millions)

Revenue $ 38
Costs and Expense
Cost of revenu 25
Depreciation and amortizatic 1
Selling, general and administrati 10
Total costs and expens 36
Income from Operation 2
Loss from Sale of Discontinued Operatic 9)
Loss from Discontinued Operatio $ (7)
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4. Settlement Revenui

In February 2003, Level 3 and XO Commurna® ("XO") amended their 1998 IRU agreement. Ag phthe 1998 agreement, XO
purchased 24 fibers and one empty conduit alonglL&g North American intercity network. The amehdgreement, among other things,
required XO to return six fibers and the empty agntb Level 3. In return, Level 3, 1) reduced #rmual operations and maintenance che
that XO was required to pay under the original agrent, 2) provided XO an option, expiring July 20@7acquire a 20 year IRU for a single
conduit within or along Level 3's intercity netwaatkd 3) provided XO an option to purchase up to 25%e fiber installed in the next
conduit within or along each segment of the intgroetwork.

As individual segments were delivered to, X@vel 3 deferred and amortized the revenue ataitile to the conduit over the term of the
original agreement. As a result of the amendedeamgeat, Level 3 has no further service obligatiothwéspect to the original conduit, and
thus recognized $294 million of communications rewe which was the remaining unamortized defereedmue from the original sale of the
conduit, less the fair values of the operationsrmathtenance services, and options to purchasedikconduit provided by Level 3 under
the amended agreement. The values of the servicksmions to purchase fiber and conduit were deterd based on the fair value of sim
services and assets.

5. Restructuring and Impairment Charges

During 2003, Level 3 announced workforoguations that were primarily a result of the intgn of acquired operations from the
Genuity transaction into Level 3's operations dredl@ompany matching its European cost structure e¥pected revenues. In 2004, the
Company paid approximately $3 million in severaand employee related costs as part of the Gemtigiation. The Company also paid
$2 million of facilities related costs for restrudng charges recorded in 2001.

For the nine months ended September 3@1,2806 information services business recognizedaipately $2 million of restructuring
charges related to the ongoing integration anduettring of Software Spectrum announced in 2003ofal, the information services
business paid approximately $8 million of costsmtythe nine months ended September 30, 2004 ,dimgjub4 million for employee related
matters and $4 million in facilities related coassociated with the 2003 and 2004 integration astiucturing actions.

A summary of the restructuring charges imtated activity follows:

Severance and Related Facilities Related

Number of Amount Amount

Employees (in millions) (in millions)
Balance December 31, 20 55 $ 3 $ 10
2003 Charge 1,71 39 6
2003 Payment (1,669 (35) 4
Balance December 31, 20 10¢ 7 12
2004 Charge 80 1 1
2004 Payment (174 @) (6)
Balance September 30, 20 15 $ 1 $ 7

Level 3 continues to periodically conductoanprehensive review of its communications asseesifically assets deployed along its
intercity network and in its gateway facilitiesidtpossible that communications assets may bdifdehas impaired and additional
impairment charges may be recorded to reflectéhézable value of these assets in future periods.
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6. Earnings (Loss) Per Share

The Company had a loss from continuing aens for the three and nine months ended SepteBih@004 and 2003. Therefore, the
dilutive effect of the approximately 64 million aed million shares issuable pursuant to conversbleordinated notes at September 30, 2004
and 2003, respectively, have not been includetlercomputation of diluted loss per share becawseititlusion would have been anti-
dilutive to the computation. In addition, the dilt effect of the approximately 51 million and 53lion options and warrants outstanding at
September 30, 2004 and 2003, respectively, havbaw®t included in the computation of diluted loss ghare because their inclusion would
have been anti-dilutive to the computation.

The following details the earnings per shealculations for the Level 3 common stock:

Three Months Ended Nine Months Ended
September 30, September 30,

2004 2003 2004 2003

(dollars in millions, except per share data)

Loss from Continuing Operatiol $ a7y $ 250 $ (38) $ (59¢6)
Income from Discontinued Operatio — 3 — 1
Cumulative Effect of Change in Accounting Princi — — — 5
Net Loss $ a7y $ 247 $ (38) $ (590

Total Number of Weighted Average Shares Outstandgey
to Compute Basic and Dilutive Loss Per Share (@u#ands 685,07 653,08 682,56¢ 530,19:
I I I I
Earnings (Loss) Per Share of Level 3 Common S
(Basic and Diluted)

Loss from Continuing Operatiol $ (0.25) % (0.3)) $ (0.56) $ (1.12)
Income from Discontinued Operatio — — — —
Cumulative Effect of Change in Accounting Princi — — — 0.01
Net Loss $ 0.28) $ 0.3t) $ (0.56) $ (1.1

7. Receivables

Receivables at September 30, 2004 and Dese®i, 2003 were as follows (dollars in millions):

Information
Communications Services Coal Total
September 30, 200
Accounts Receivab—Trade:

Services and Software Sa $ 14 % 244 $ 13 $ 40C
Other Receivable 2 — — 2
Allowance for Doubtful Account (20 (7) — (27)

$ 125 $ 237 % 13 $ 37¢E

December 31, 2003
Accounts Receivab—Trade:

Services and Software Sa $ 125 % 45z $ 11 $  58¢
Other Receivable — — — —
Allowance for Doubtful Account (20 (8 — (28)

$ 108 $ 44 $ 1 $ 561
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The Company recognized bad debt expenselling, general and administrative expenses ahiiion and $5 million for the three and
nine months ended September 30, 2004, respectivelgl 3 received $1 million and $2 million of pesxls for amounts previously deemed
uncollectible for the three and nine months endgat&nber 30, 2004, respectively. The Company reézedibad debt expense in selling,
general and administrative expenses of less thanifitn and $7 million for the three and nine miosiended September 30, 2003,
respectively. Level 3 received less than $1 milar $3 million of proceeds for amounts previow#dgmed uncollectible for the three and
nine months ended September 30, 2003, respectivieeyCompany decreased accounts receivable arvdaalte for doubtful accounts by
approximately $6 million for the nine months en@saptember 30, 2004, for previously reserved amahet€ompany deemed as
uncollectible.

8. Property, Plant and Equipment, net

The Company has substantially completecttimstruction of its communications network. C@stsociated directly with expansions and
improvements to the network and customer instaltati including employee related costs, have bepitatiaed, and interest costs incurred
during construction were capitalized based on thgted average accumulated construction expeegitmd the interest rates related to
borrowings associated with the construction. Then@any generally capitalizes costs associated veittvark construction, provisioning of
services and software development. Capitalizedrlahd related costs associated with employees amuact labor working on capital
projects were approximately $17 million and $51lionil for the three and nine months ended Septe®Be?004, respectively. Included in
capitalized labor and related costs was less thanilion and $2 million of capitalized non-cashngpensation costs related to options and
warrants for the three and nine months ended Sémie8®, 2004, respectively. Capitalized labor axdted costs associated with employees
and contract labor working on capital projects waggproximately $16 million and $44 million for tkieree and nine months ended
September 30, 2003, respectively. Included in afipéd labor and related costs were $1 million $Bdhnillion of capitalized non-cash
compensation costs related to options and warfanthe three and nine months ended September0B3, 2espectively. Intercity segments,
gateway facilities, local networks and operatingipment that have been placed in service are logpgeciated over their estimated useful
lives, primarily ranging from 3 to 25 years.

The Company continues to develop businggpa@t systems required for its business plan.eXternal direct costs of software, matel
and services, payroll and payroll related expefmesmployees directly associated with the projant interest costs incurred when
developing the business support systems are dapdaind included in the capitalized costs aboymrcompletion of a project, the total c
of the business support system is amortized ousetul life of three years.

Depreciation expense was $155 million asid8million for the three and nine months ended&uaper 30, 2004, respectively.
Depreciation expense was $198 million and $60lionilfor the three and nine months ended Septenthe2®3, respectively.
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9. Goodwill and Intangibles, net

Goodwill and Intangibles, net at Septen®r2004 and December 31, 2003 were as followsdaidaih millions):

Goodwill Intangibles

September 30, 200
XCOM $ 30 $ —
Software Spectrum (including Corpsc 207 57
McLeod 41 —
Telverse — 24
Genuity — 61
ICG — 28

$ 27¢ $ 17¢

December 31, 2003

XCOM $ 30 % —

Software Spectrum (including Corpsc 207 62

McLeod 41 11

Telverse — 29

Genuity — 79
$ 27¢ $ 181
|

In April 2004, Level 3 purchased managediem contracts and related equipment from ICG. Asqdahe preliminary purchase price
allocation, Level 3 valued the customer relatiopstand contracts at $37 million and is amortizing &isset over estimated useful lives of
years.

Intangible asset amortization expense vi&sriillion and $48 million for the three and ninemths ended September 30, 2004,
respectively. Intangible asset amortization expevee $13 million and $44 million for the three aride months ended September 30, 2003,
respectively.

The amortization expense related to intfaleghssets currently recorded on the Company'sdfooleach of the five succeeding years is
estimated to be the following for the years endedddnber 31: 2004-$63 million; 2005-$57 million; 8843 million; 2007-$19 million and
2008-$11 million.
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10. Long-Term Debt

At September 30, 2004 and December 31,,2088-term debt was as follows:

September 30, December 31,
2004 2003

(dollars in millions)

Convertible Senior Discount Notes (9% due 2( $ 225 3 211
Senior Notes (10.750% due 20: 50C 50C
Convertible Senior Notes (2.875% due 20 374 374
Senior Notes (9.125% due 20( 1,204 1,204
Senior Notes (11% due 20C 362 362
Senior Discount Notes (10.5% due 20 40¢ 40¢
Senior Euro Notes (10.75% due 20 39t 40C
Senior Discount Notes (12.875% due 20 461 42(
Senior Euro Notes (11.25% due 20 12¢ 13C
Senior Notes (11.25% due 20! 96 96
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
Commercial Mortgage:

GMAC (4.27% due 20(-2005) 117 11¢
Capital leases assumed in Genuity transar 24 26¢
Other 4 6

5,17¢ 5,37¢

Less current portio (144 (125)

$ 503: $ 5,25(

The debt instruments above contain ceftaancial and non-financial covenants with whick ttompany believes it is in full
compliance as of September 30, 2004.

No interest expense or amortized debt imsri@osts were capitalized to property, plant andpenent for the nine months ended
September 30, 2004 and 2003.

On April 6, 2004, a bankruptcy court apgda settlement agreement between the Company leegiahce Telecom, Inc.
("Allegiance"). The agreement terminates a multwylease whereby the Company was obligated to Eg@eximately 470,000 managed
modem ports from Allegiance. The capital leasegattion was assumed as part of the Genuity tramsactiFebruary 2003. The Company
paid approximately $54 million and assumed Alleg&ls obligations under an agreement with KMC Tetedac. ("KMC") (See Note 14) to
extinguish the capital lease obligation and recoegphia gain of $147 million on the transaction dyitime second quarter of 2004.

11. Stock-Based Awards

The Company recognized on the consolidsta@ment of operations a total of $10 million 28 million of noneash compensation f
the three and nine months ended September 30, &8Xpkctively. In addition, the Company capitaliiss than $1 million and $2 million of
non-cash compensation for those employees andamoits directly involved in the construction of tietwork, installation of customers or
development of the business support systems fahtiee and nine months ended September 30, 20pEatvely.

The Company recognized on the consolidsta@ment of operations a total of $15 million 88 million of noneash compensation f
the three and nine months ended September 30, &} ctively. In addition, the Company capitalisddmillion and $3 million of non-cash
compensation
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for those employees and contractors directly inedlin the construction of the network, installatadrcustomers or development of the
business support systems for the three and nin¢hmended September 30, 2003, respectively. Irtiaddi1 million of non-cash
compensation was capitalized in 2003 related toigigpns.

The following table summarizes non-cash gensation expense and capitalized non-cash compmnfar the three and nine months
ended September 30, 2004 and 2003.

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003

(dollars in millions)

Warrants $ — % 1 % — % 7
0SsO 5 6 12 25
C-0SO — 4 1 13
Restricted Stoc 1 1 3 1
Shareworks Match Ple 2 — 4 7
401(k) Match Expens 4 4 13 11
Shareworks Grant Plan and Profit Shai Q) — 2 2

11 16 31 66
Capitalized No-cash Compensatic (@D} @ 2 3

$ 10 $ 15 $ 29 % 63

L] | | |
Non-Qualified Stock Options and Warrants

At September 30, 2004, there were warrantstanding requiring the issuance of approximatély million shares of common stock at
prices ranging from $4.00 to $60.06. Of the wasanttstanding at September 30, 2004, approximéatel million shares of common stock
were exercisable pursuant to such warrants witkeighted average exercise price of $8.56 per warrant

The Company did not grant any Non-Qualifgdck Options ("NQSOs") during the nine monthsezh8eptember 30, 2004 or 2003. As
of September 30, 2004, all NQSOs previously grante fully vested.

Outperform Stock Option Plan

The fair value under SFAS No. 123 for theraximately 3.4 million OSOs awarded to particiizaturing the nine months ended
September 30, 2004 was approximately $15 milliangia modified Black-Scholes valuation model witB&P 500 volatility rate of 15%
over the term, a Level 3 common stock volatilitteraf 56%, an expected correlation factor of 19% ars&P 500 dividend yield of 1.54%,
which resulted in a decrease in the theoreticalevaker option to 120% of the stock price on the détgrant, from 156% in 2003. As of
September 30, 2004, the Company had not reflect2dllion of unamortized compensation expensgsiiimancial statements for
previously granted OSOs.

Restricted Stock

During the first nine months of 2004, apgnaately 0.4 million shares of restricted stock aigranted to employees and directors of the
Company. The restricted stock shares were gramted eost. The shares vest over three month te tyear periods and the holders are
restricted from selling these shares during théingperiods. The fair value of restricted stocarged in 2004 was
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$2 million as calculated using the value of theélecommon stock the day prior to the grant. ASeptember 30, 2004, the Company had
not reflected $1 million of unamortized compensagxpense in its financial statements for resulict®ck.

401(k) Plan

The Company and its subsidiaries offerrthaalified employees the opportunity to particgat a defined contribution retirement plan
qualifying under the provisions of Section 401(k}lee Internal Revenue Code. Each employee istddigb contribute, on a tax deferred
basis, a portion of annual earnings not to excd&d0®0 in 2004. Effective January 1, 2003, the Camypmatches 100% of employee
contributions up to 7% of eligible earnings or aggible regulatory limits. Employees of Software @pem are eligible to receive matching
contributions of $.50 for every dollar contributeg to 6% of eligible earnings. The Company's matgttontribution is made with Level 3
common stock based on the closing stock price oh pay date. Employees are able to diversify themny's matching contribution as st
as it is made, even if they are not fully vestelde Tompany's matching contributions will be fulgsted upon completion of three years of
service. The Company made matching contributioridahillion and $13 million for three and nine miosended September 30, 2004,
respectively, which were recorded as selling, gareerd administrative expense during the perio@ Chmpany made matching contributi
of $4 million and $11 million for three and nine ntbs ended September 30, 2003, respectively.

12. Industry and Segment Data

SFAS No. 131 "Disclosures about SegmengndEnterprise and Related Information” definesajireg segments as components of an
enterprise for which separate financial informai®available and which is evaluated regularly iy €Company's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate business units that offeratfit products and serve different markets. Them@any's reportable segments include:
communications; information services; and coal ngniOther primarily includes other corporate asaatsoverhead not attributable to a
specific segment. The geographic region Other pilyniacludes the Asia-Pacific region.

Adjusted OIBDA, as defined by the Comparonsists of income (loss) from operations befojed€preciation and amortization
expense, (2) stock-based compensation expensel@ttivithin selling, general and administrative exqes on the consolidated statements of
operations and (3) non-cash impairment costs irdwdithin restructuring and impairment expensetherconsolidated statements of
operations. The Company excludes stock-based caapen due to its adoption of the expense recagnjtrovisions of SFAS No. 123.
Adjusted OIBDA is an important part of the Compargternal reporting and is an indicator of prdfitdy and operating performance used
by the chief operating decision maker or decisi@kimg group, especially in a capitatensive industry such as telecommunications #l$c
a commonly used indicator in the communicationsigtiy to analyze companies on the basis of opergémformance over time. Adjusted
OIBDA is not intended to represent net income a@hddow for the periods presented, is not calcalatensistently with the commonly used
metric "EBITDA", and is not recognized under GetigrAccepted Accounting Principles ("GAAP") butised by management to assess
segment results and allocate resources.

The data presented in the following talietudes information for the three and nine morghded September 30, 2004 and 2003 for all
statement of operations and cash flow informati@sented, and as of September 30, 2004 and Dec&hp2003 for all balance sheet
information presented. Information related to apeghibusinesses is included from their respectigeiattion dates. Revenue and the related
expenses are attributed to countries based on vgeeviees are provided.
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Industry and geographic segment financifdrimation follows. Certain prior year informatibas been reclassified to conform to the

2004 presentation.

Three Months ended September 30, 20(
Revenue

North America

Europe

Other

Adjusted OIBDA:
North America
Europe
Other

Gross Capital Expenditure
North America
Europe
Other

Depreciation and Amortizatiol
North America
Europe
Other

Nine Months ended September 30, 20(
Revenue

North America

Europe

Other

Adjusted OIBDA:
North America
Europe
Other

Gross Capital Expenditure
North America
Europe
Other

Depreciation and Amortizatiol
North America
Europe
Other

Communications

Information
Services

Total

(dollars in millions)

$ 39C $ 263 25 $ 67¢
33 114 — 147
— 15 — 15
$ 42:  $ 392 25 $ 84C
| | | |
$ 10¢ $ 8 5
4 1 —
$ 11 % 9 5
| | |
$ 72 $ 2 — $ 74
10 — — 10
$ 82 $ 2 — $ 84
| | | |
$ 14z % 5 2 $ 14¢
21 — — 21
$ 16 $ 5 2 $ 17C
| | | |
$ 1,101 $ 90t 65 $ 2,071
102 444 — 54€
_ 40 — 40
$ 1,20 $ 1,38¢ 65 $ 2,657
| | | ]
$ 304 $ 25 12
4 6 —
$ 306 $ 31 12
| | |
$ 178 $ 4 — $ 17¢
23 — — 23
$ 19¢ % 4 — $ 20z
| | | ]
$ 434 % 19 4 $ 457
69 — — 69




$ 502

20

$ 52¢

Three Months Ended September 30, 2003
Revenue

North America

Europe

Other

Adjusted OIBDA:
North America
Europe
Other

Capital Expenditures
North America
Europe
Other

Depreciation and Amortizatiol
North America
Europe
Other

Nine Months Ended September 30, 2003
Revenue

North America

Europe

Other

Adjusted OIBDA:
North America
Europe
Other

Capital Expenditures
North America
Europe
Other

Depreciation and Amortizatiol

Communications

Information Coal
Services Mining

Other

Total

(dollars in millions)

$ 37¢ $ 287 $ 24§ — $ 69
34 11¢ — — 152
— 31 — — 31
$ 417 $ 437 $ 24§ — $ 874
$ 115 $ G) $ 4 —
5 4) _ _
— 1 — —
$ 12¢ $ ©® $ 4 $ —
$ 47 $ 13 1$ — 3 49
3 — — — 3
$ 50 $ 1% 1 — 3 52
$ 176 $ 6 $ 2 $ — % 18€
23 1 — — 24
$ 201 $ 7% 2 $ — & @ 21C
$ 1,445 $ 96€ $ 56 $ — $ 2,467
102 417 — — 51F
1 55 — — 56
$ 1,54¢ $ 1,43 $ 56 $§ — $ 3,03¢
$ 621 $ — 3 9 $ @
4 (6) — —
_ 1 _ _
$ 625 $ G) $ 9 $ @
$ 124 $ 7% 2 $§ — $ 13t
9 — — — 9
$ 132 $ 7% 2 $ — $ 14z



North America $ 554 $ 21 $ 4 3 — $ 57¢
Europe 64 2 — — 66
Other — — — — —

$ 61 $ 23 % 4 % — $ 64t

Revenue and Adjusted OIBDA for the thred aime months ended September 30, 2004 includesfllidn attributable to an agreement
reached with a local carrier. Revenue and AdjuStlBDA for the nine months ended September 30, 200Bde $294 million of termination
revenue related to XO (See Note 4).
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Identifiable Assets
September 30, 200
North America
Europe

Other

December 31, 200:
North America
Europe
Other

Al
J

Long-Lived Assets (excluding Goodwill
September 30, 2004

North America

Europe

Other

December 31, 2003
North America
Europe
Other

Goodwill
September 30, 200.
North America

Europe

December 31, 2003
North America
Europe

Communications

Information
Services

Coal
Mining

Other

Total

(dollars in millions)

$ 4,95¢ $ 481 81 $ 872 $ 639

84( 10C — 48 98¢

— 10 — 4 14
$ 579¢ $ 591 81 $ 924 $ 7,39
I I I | |
$ 521f $ 69C 78 $ 123 $ 7217

884 14¢ — 30 1,06¢

— 13 — — 13
$ 6,09¢ $ 852 78 $ 1260 $ 829
I I I | |
$ 4917 $ 10€ 62 $ — $ 5,08

79¢ 1 — — 80C
$ 571€ $ 107 62 $ — $ 588
| | | | |
$ 502 $ 11¢ 60 $ 2 $  520¢

85¢ 2 — — 86(
$ 588¢ $ 121 60 $ 2 $  6,06¢
| | | | |
$ 71 % 207 — 3 — $  27€
$ 71 % 207 — 3 — $  27€
| | | | |
$ 71 % 207 — 3 — $  27€
$ 71 % 207 — 3 — $  27€
I I I | |
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Revenues by service type for the Compasgrismunications segment follows:

Communications Revenue

Three Months Ended September 30, 2004
North America
Europe
Other

Nine Months Ended September 30, 20C
North America
Europe
Other

Three Months Ended September 30, 20C
North America
Europe
Other

Nine Months Ended September 30, 20C
North America
Europe
Other

Services
Transport & Reciprocal
Infrastructure Softswitch IP & Data Compensation Total
(dollars in millions)
$ 97 $ 124 % 91 $ 78 $ 39C
18 — 15 — 33
$ 115 $ 124 $ 10€ $ 78 3 42%
IEEEssEESSE——— S S S E—
$ 297 $ 411 $ 26€ $ 127  $ 1,101
58 — 44 — 10z
$ 35t % 411 $ 31C $ 127 $ 1,20:
IEEEssEESSE——— S S S E—
$ 101 $ 165 $ 88 $ 25 % 37¢
19 — 15 — 34
$ 12C $ 168 $ 105 $ 25 8 41Z
IEEEssEESSE——— S S S E—
$ 60€ $ 48¢ $ 24¢ $ 104 $ 1,44¢
56 — 46 — 10z
— — 1 — 1
$ 66z $ 48¢ $ 29 $ 104 $ 1,54¢
IEEEssEESSE——— S S S E—

Reciprocal Compensation for the three and months ended September 30, 2004 includes $idmattributable to an agreement
reached with a local carrier. Transport and Infrattire for the nine months ended September 38 R@ludes $294 million of termination

revenue related to XO (See Note 4).

The majority of North American revenue dstssof services and products delivered withinlnéted States. The majority of European

revenue consists of services and products delivweithdh the United Kingdom, but also include Frarocal Germany, as well as transoceanic

revenue.
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Product information for the Company's imfiation services segment follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003
Services Revenu
(i)Structure:
Outsourcing $ 19 $ 19 $ 57 $ 59
Systems Integratio — — — 2
Software Spectrur 1 2 2 7
20 21 59 68
Software Sales Revenue
Software Spectrur 372 41€ 1,33( 1,36¢

$ 39z $ 437 $ 1,38 $  1,43¢

The following information provides a recdiation of Net Income (Loss) to Adjusted OIBDA loperating segment, as defined by the
Company, for the three and nine months ended Sérted®, 2004 and 2003:

Information
Communications Services Coal Mining Other

(dollars in millions)

Three Months Ended September 30, 20C

Net Income (Loss $ (181 $ 4 % 3 3 3
Income Tax Expens — — — —
Total Other (Income) Expen: 121 — — (D)
Operating Income (Los! (60 4 3 2
Depreciation and Amortization Exper 162 5 2 —
Non-Cash Compensation Exper 10 — — —
Adjusted OIBDA $ 113 $ 9 % 5 8 2

Nine Months Ended September 30, 20C

Net Income (Loss $ (422) $ 10 $ 7 $ 24
Income Tax Expens — 1 1 —
Total Other (Income) Expen: 19¢ — — (24)
Operating Income (Los! (229 11 8 —
Depreciation and Amortization Exper 50:3 19 4 —
Non-Cash Compensation Exper 28 1 — —
Adjusted OIBDA $ 306 3 31 $ 12 $ —
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Information
Communications Services Coal Mining Other

(dollars in millions)
Three Months Ended September 30, 20C

Net Income (Loss $ (24¢) $ (16) $ 2 3% 13



Income Tax Benefi — — — (12
Income from Discontinued Operatio 3 — — —
Total Other Income (Expens 154 — — (D)
Operating Income (Los! (95) (16) 2 —
Depreciation and Amortization Expen: 201 7 2 —
Non-Cash Compensation Exper 14 1 — —
Adjusted OIBDA $ 12C 8 $ 4 $ —
I I .| |
Nine Months Ended September 30, 2003
Net Income (Loss $ (659 37 $ 10 $ 91
Income Tax Benefi — — — (12
Income (Loss) from Discontinued Operatic (8 7 — —
Cumulative Effect of Change in Accounting Princi — — (5) —
Total Other Income (Expens 61C (2 — (80)
Operating Income (Los! (52 32 5 ((B)]
Depreciation and Amortization Expen: 61€ 23 4 —
Non-Cash Compensation Exper 59 4 — —
Adjusted OIBDA $ 62E 5 $ 9 % (@)
I I | |

13. Related Party Transactions

Peter Kiewit Sons', Inc. ("PKS") acted las gieneral contractor on projects for the ComparB003. PKS provided $4 million of
construction services related to these projectidrfirst nine months of 2003.

Level 3 also receives certain mine manageservices from PKS. The expense for these serviees $2 million and $5 million for the
three and nine months ended September 30, 20@&atésely, and is recorded in selling, general adohinistrative expenses. The expens
these services was $2 million and $3 million fa three and nine months ended September 30, 2G08f 3eptember 30, 2004, the Comg
owed $2 million for the third quarter mine managetrservices.

RCN, an equity method investee, purchageahiflion and $5 million of telecommunications ainformation outsourcing services from
the Company for the three and nine months endete®éer 30, 2004, respectively. RCN purchased $ttomiand $3 million of
telecommunications and information services from@ompany for the three and nine months ended Sépte30, 2003. At September 30,
2004, RCN owed Level 3 approximately $2 million émsts associated with communications servicest miild projects and outsourcing
services. RCN and the Company are currently netjadia settlement of the joint build receivable.

14. Other Matters

In January 2004, the Company sold its remgishares in Commonwealth Telephone for $41 emilin cash, resulting in a gain of
approximately $23 million. Prior to the sale, duehe recapitalization of Commonwealth Telephonamon stock in September 2003 that
reduced the Company's voting interest from 29% 6864 the Company accounted for its investment in
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Commonwealth Telephone as a marketable equity itsgewailable for sale and, accordingly, reflected Commonwealth Telephone shares
at their fair market value of $42 million at Decesni31, 2003 on the consolidated balance sheet.

In May 2004, the Company entered into mieation agreement with KMC for the contract assdrinethe settlement with Allegiance.
The settlement agreement with KMC requires Levial Bay KMC approximately $10 million in eight coeséive monthly installments
beginning in May 2004, reduces the average senheaege paid to KMC and allows Level 3 to termirthie contract early. Effective in the
second quarter of 2004, the Company is recognitiagermination fee as cost of revenue over theastd period in which Level 3 migrates
the traffic from the KMC network to the Level 3 netrk.

In the third quarter, the Company and allcarrier entered into an agreement that resal@dissues for current and prior periods. The
agreement resulted in the recognition of approxéhye67 million of reciprocal compensation reverame $4 million of communications
service revenue in the third quarter of 2004. Asigant portion of the revenue recognized as alted this agreement pertains to services
provided in previous periods. Of the total reveremognized, Level 3 had received and deferred appadely $48 million of proceeds prior
to June 30, 2004, which had been reflected as etiveent liabilities on the consolidated balanceethand collected or billed approximately
$23 million during the third quarter.

On November 19, 2002, Gary Haegle commeacdthreholder's derivative suit on behalf of then@any in the District Court of
Colorado for the City and County of Broomfield ¢letil Haegle v. Scott, et al., (Index No. 02-CV-0196) (the "Complaint"). The actis
brought against the Company as a nominal deferatahtgainst the directors of the Company, a fodirector of the Company and Peter
Kiewit Sons', Inc. ("PKS"). The Complaint allegést the director defendants, aided and abettedi8; Breached their fiduciary duties to
Company in connection with several transactionaeeh the Company and PKS including contracts umtiéch PKS constructed the
Company's fiber optic cable network and manage€tmpany's mine properties. The Complaint alsgelBehat in building the fiber optic
cable network, the defendants caused the Compaviglie the property rights of landowners, thershigjecting the Company to substantial
potential liability. In addition, the Complaint efies that Company assets were transferred tditgeisfand directors in the form of personal
loans, excessive salaries and the payment of paregpenses. The action seeks both equitable gatirnglief, including restitution,
compensatory and punitive damages of an unspedifiemlint, imposition of a constructive trust, diggonent and injunctive relief. The
defendants filed a motion to dismiss, which wasetby the court in early October 2003. Subsequetite Board of Directors of the
Company appointed a Special Litigation Committempnsed of an independent director with the exekigiower to conduct or cause to be
conducted an impartial and independent investigadfaall matters alleged by the Plaintiff and taedmine whether the litigation should be
maintained, terminated, or otherwise disposedcaoalance with its findings as to whether the ditign is in the best interests of the
Company. On August 2, 2004, the Special Litigatimmmittee delivered its report in which it conclddbat it is not in the best interests of
either the Company or its stockholders to pursyeddithe claims the plaintiff asserted in the Coanpl. The Company has filed a motion to
dismiss the Complaint based on the recommendafitredSpecial Litigation Committee. The dispositiafithis motion is currently pending.
Although it remains too early for the Company taafe a conclusion as to the ultimate outcome ofetlaesions, management continues to
believe that there are substantial defenses toléi@s asserted in this action, and intends tordkfeem vigorously.

In May 2001, Level 3 Communications, Iramd two of its subsidiaries were named as a defgnd®auer, et. al. v. Level 3
Communications, LLC, et al. , a purported multi-state class action, filed iea thS. District Court for the Southern Districtltihois. In
April 2002, the same plaintiffs filed a second mg&entical purported multi-state class actiorsiate court in Madison County, lllinois. In
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July 2001, the Company was named as a defend&mlyie, et. al. v. Level 3 Communications, Inc., et. al. , a purported multstate class actic
filed in the U.S. District Court for the Districf tdaho. In September 2002, Level 3 Communicatith& was named as a defendanBmith

et al v. Sprint Communications Company, L.P., et al. , a purported nationwide class action filed in theted States District Court for the
Northern District of lllinois. These actions invelthe Company's right to install its fiber optibEanetwork in easements and r-of-ways
crossing the plaintiffs' land. In general, the Campobtained the rights to construct its netwodkfrrailroads, utilities, and others, and is
installing its network along the rights-of-way s@gted. Plaintiffs in the purported class actiossest that they are the owners of lands over
which the Company's fiber optic cable network pasaad that the railroads, utilities, and otherg ghanted the Company the right to
construct and maintain its network did not havelégal ability to do so. The complaint seeks darsagetheories of trespass, unjust
enrichment and slander of title and property, alé agepunitive damages. The Company has also redeand may in the future receive,
claims and demands related to rights-of-way issiadar to the issues in these cases that may $edban similar or different legal theories.
To date, all attempts to have class action statustgd on complaints filed against the Companyngraf its subsidiaries involving claims and
demands related to rights-of-way issues have beeied.

On July 25, 2003, tHmith Court entered an Order preliminarily approving tilement agreement that will resolve all claimsiagethe
Company arising out of the Company's location lnéfioptic cable and related telecommunicationdifiesi that the Company owns within
railroad rights-of-way throughout the United Statesconnection with the Court's Order preliminadlpproving the settlement, the Court
entered an Order enjoining the parties in all pegdéderal and state railroad rightsvedy class action litigation involving the Compamgrh
further pursuing those pending actions at this time

Under the terms of the settlement agreenfemowners who own property adjacent to theaadrrights- of-way in which the Company
placed its fiber optic cable and related facilitiegy submit claims and receive specified compemsalihe Company is unable to quantify the
ultimate amount of payments to be made pursuathietgettlement until if and when (1) the settlenteneives final approval and all appeals
have been exhausted; and (2) the claims procedseleascompleted.

In September 2003, a petition for apped granted which seeks a reversal of$mith Court's decision to preliminarily approve the
settlement and certify a nationwide class for satént purposes. On October 19, 2004, the SeventhiOCourt of Appeals issued a 2-1
decision vacating the nationwide certification whigas a necessary element of the nationwide sedtierfihe Court also vacated the
injunction against competing class actions and nefed the case to the district court for furthercpexlings. Level 3 will request the Seventh
Circuit Court of Appeals to reconsider their demisi

It is still too early for the Company taamh a conclusion as to the ultimate outcome ofetlagtsions. However, management believes that
the Company and its subsidiaries have substargfahdes to the claims asserted in all of thesere{and any similar claims which may be
named in the future), and intends to defend thegareusly if a satisfactory form of the settlemennhot approved.

The Company and its subsidiaries are mattienany other legal proceedings. Managementuedithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, wilimaderially affect the Company's financial cortitior future results of operations, but
could impact future cash flows.

It is customary in Level 3's industriesuse various financial instruments in the normalrsewf business. These instruments include
items such as letters of credit. Letters of craditconditional commitments issued on behalf ofdl@vin accordance with specified terms :
conditions. As of September 30, 2004, Level 3 hatdtanding letters of credit of approximately $2iliom.
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15. Subsequent Events

On October 1, 2004, the Company acquiredatholesale dial Internet access business of Spantmunications Company, L.P.
("Sprint"). Level 3 paid $34 million in cash to adee the business, which provides dial-up Inteaetess to leading ISPs throughout the
United States. Level 3 and Sprint have enteredarttansition services agreement for the migratiocustomers onto the Level 3 network,
which Level 3 expects to complete in mid-2005. Bgrihe migration period, until such time as a corgocontract is assumed or assigned,
amounts received for services provided by Spriataacounted for as a reduction in purchase pricppssed to revenue.

On October 29, 2004, Level 3 commencedeenifers to purchase for cash up to $450 milliggragate principal amount of the series
of its debt securities due in 2008 pursuant ta¢hes described in the table below. The tendersfiee scheduled to expire on November 29,
2004, unless extended or terminated early. Forethotders that tender their notes on or before Kder 12, 2004, and are accepted for
purchase, the holders will receive, in additiotht® tender consideration, an early tender paynisatas set forth in the table below. For th
note holders tendering notes after November 124 280d that are accepted for purchase, the haoldéneceive only the tender
consideration. Accrued interest up to, but notudualg, the settlement date will be paid in castalbralidly tendered and accepted notes.

Principal Maximum Acceptance Early

Amount Offer Priority Tender Offer Tender Total
Title of Security Outstanding Amount Level Consideration Payment Consideration
91/8% Senior Notes due 200 $ 1,203,652,00 $ 450,000,00 13 837.5( $ 20.0C $ 857.5(
11% Senior Notes due 20 $ 362,036,00 $ 362,036,00 2% 867.5( $ 20.0C $ 887.5(
101/ 2% Senior Discount Note
due 200¢ $ 409,462,00 $ 409,462,00 3% 837.5( $ 20.0C $ 857.5(
103/ 4% Senior Euro Notes di
2008 € 320,826,00 € 320,826,00 4 € 830.0( € 20.0C € 850.0(

Level 3 intends to fund the purchase ofrtbes with net proceeds from borrowings undera@sed new senior secured credit facility
expected to mature in 2011, and may or may notfalst purchases pursuant to the offers with proséemn new issuances of debt or equity
securities or cash on hand. Under the terms ofethder offers, the obligation to accept the noveptirchase is conditioned on the receipt by
Level 3 Financing, Inc., a Level 3 wholly owned sidary, of at least $400 million under the aforetnened proposed new senior secured
credit facility.

Level 3 entered into an agreement with MilléSA in November 2004, in which McLeodUSA agreedeturn dark fiber previously
provided by Level 3 under a 1999 agreement in enghdor cash and other consideration. In additio@,companies have entered into an
agreement under which McLeodUSA will provide disctad network services to Level 3. Revenue attrifietto the fiber provided in the
original transaction was deferred and was beingraread over the 20-year term of the agreement. Aesalt of the transaction, Level 3
expects to recognize approximately $100 milliomof-cash termination revenue in the fourth quarter.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Management's Discussion and Analysis of Financial@hdition and Results of Operations

The following discussion should be readanjunction with the Company's consolidated finahstatements (including the notes
thereto), included elsewhere herein and the Comp@®P3 Annual Report on Form Kofiled with the Securities and Exchange Commiss

This document contains forward looking estaénts and information that are based on the baliahhanagement as well as assumptions
made by and information currently available to Le&€ommunications, Inc. and its subsidiaries (‘&le¥' or the "Company"). When used in
this document, the words "anticipate”, "believgdlahs”, "estimate" and "expect" and similar expmess as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetdamties and assumptions. Should one or moreesft 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¢re€ompany's 2003 Annual Report on Form 10-K filétth the Securities and Exchange
Commission.

Level 3 Communications, Inc. is primarilygaged in the communications and information ses/lmusinesses, with additional operat
in coal mining. The Company is a facilities baseavimer of a broad range of integrated communicegigervices including voice, private li
wavelengths, colocation, Internet access, managettm, data services and dark fiber. Revenue iggrézed on a monthly basis as these
services are provided. For contracts involving gteviine, wavelengths and dark fiber services, L8waay receive up-front payments for
services to be delivered for a period of up to arg. In these situations, Level 3 will defer tbeanue and amortize it on a straight-line basis
to earnings over the term of the contract.

Management of Level 3 believes that growttecurring revenue is critical to the long-teratsess of the communications business. The
Company must continue to increase revenue froexitting services in the Transport & InfrastructuBeftswitch and IP & Data services
business units, as well as develop new serviceg usivel 3's IP-based network and technologiesding those acquired in the Telverse
transaction and its existing softswitch technoloffyese new services include Voice-oWerlocal transport services, lower speed dataices
and IP-VPNs.

The Company and some of its customersemimg an acceleration of the trend away from nafvand dial-up services to higher speed
broadband services. This trend is expected totresdeclines in managed modem and reciprocal cosgieon revenue in the future. These
declines are expected to be mitigated by additioma#nue from the Company's other products.

The Company continues to experience pripiggsures on several of its services. The emeegefrseveral companies from bankruptcy
protection and competition from other distressatiea has resulted in a difficult and competitogerating environment. The Company does
not expect this environment to change significantiyil the industry consolidates. The Company lelsethat its strong financial position and
suite of existing services and new service offegjmghich target a larger addressable market fomeonications services, will enable it to
grow regardless of whether the operating enviroririmethe communications industry improves from eatrconditions.

Management focuses on Adjusted OIBDA, dlsks from operating activities and capital expends to assess the operating
performance of the businesses. Management belipaeédjusted OIBDA, when viewed over time, refletite operating trend and
performance of its communications business. Adju&EBDA, or similar measures, is also a measungeoformance used by Level 3's
competitors and is used by management in evaluegiagive performance. Management believes thdt ftaw/s from operating activities is
also a measure of operating performance, but iitiaddneasures the generation of cash from or fisash for working capital purposes
which is important as
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the Company monitors and maintains its liquiditgr(gcularly accounts receivable, accounts payahtedeferred revenue). The Company is
focusing its attention on profitably growing reverthirough existing services and new service devedop efforts, managing working capital
and making certain its capital expenditures areemmimarily for activities that directly generatvenue. The Company was able to repay in
full amounts borrowed under the Senior Secured iCratility in 2003. As a result, the Company does have any significant principal
amounts due on its outstanding debt (excludingtabiped leases and mortgages) until 2008 and acawsfits efforts and resources on growing
communications revenue.

The Company's information services busimessmprised of two operating units: )Structure, LLC and Software Spectrum, Int) (
Structure provides computer outsourcing servicelsraoognizes revenue in the period the serviceogiged. Software Spectrum is a global
reseller of business software. Software Spectruongmizes revenue at the time the product is shippéu accordance with the terms of the
licensing contracts. Sales under certain licenpiograms permit Software Spectrum to recognize ardgrvice fee paid by the software
publisher as revenue. Software Spectrum has exypedean increase in sales under this form of "aetigency licensing program and
management expects further adoption of agencydingmprograms in the future. Accordingly, the Compenay experience a significant
decline in information services revenue, but shaléd experience a comparable decline in informadirvices cost of revenue.

The software distribution and resale bussrie very competitive with profitability largelyedendent upon rebates received from the
software publishers. The amount of rebates recdiaad the publisher is tied directly to the valdesoftware sold for that publisher. These
programs vary from publisher to publisher, but ¢gtly contain sales targets that are tiered soSbéttvare Spectrum can earn higher rebates
on incremental sales above certain sales targéitsnAtively, Software Spectrum may forfeit pubbshebates if certain minimum sales
targets are not achieved. As such, it is not uncomfar software resellers, including Software Speut to price software at or below their
cost in order to attain the next sales target hod earn higher rebates from software publishdrs.cbntinued adoption of the agency
licensing programs is expected to reduce the effeeendor rebate programs over time.

In order to achieve a desired return orgted capital, management of the information sesvimusiness focuses on the Adjusted OIBDA
and operating cash flow metrics to assess the bbegerating performance of the information sergiteisiness. Specifically, for the )
Structure business, Adjusted OIBDA reflects therapeg results of the business and viewed in castjon with capital expenditures required
to support existing and new customer contractsjigeomanagement visibility to the financial conditiand operating performance of the
business. For the Software Spectrum business, raareag focuses on Adjusted OIBDA and cash flow faperating activities, including
changes in working capital accounts, to assesBrtaecial condition and operating performance &f Blusiness. Software Spectrum's working
capital requirements are determined primarily bgnges in its accounts receivable and accounts fmalances. Management is focusing
attention on minimizing working capital requiremebly lowering its "days sales outstanding” metirotigh consistent collection procedures.
Management expects working capital requirementshii®iSoftware Spectrum business to decline inuhed as software publishers continue
to adopt the agency licensing model described above

Level 3, through its two 50% owned jointtigre surface mines in Montana and Wyoming, selé primarily through long-term
contracts with public utilities. The long-term cattts for the delivery of coal establish the priacdume, and quality requirements of the coal
to be delivered. Revenue under these and otheramsiis recognized when coal is shipped to theoousr.
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Results of Operations 2004 vs. 2003

Revenuefor the periods ended September 30, is summarizéallaws (dollars in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003
Communication: $ 42z $ 418 $ 1,20 $ 1,64¢
Information Service: 39z 437 1,38¢ 1,43¢
Coal Mining 25 24 65 56

$ 84C $ 874 $ 2651 $ 3,03

Communicationsrevenue is classified into two categories, servieggnue and reciprocal compensation. The Compantiyefr
segregates services revenue into three separatesisinits: 1) Transport & Infrastructure servi@iesluding private line, wavelength,
transoceanic, dark fiber and colocation servic®sjoftswitch services (including managed modemanice services), and 3) IP & Data
services (including IP-VPN, Internet access, IntéfProtocol, data, DSL aggregation and securityises). Revenue attributable to these
business units are identified in the following &bl

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003
Services

Transport & Infrastructur $ 11E $ 12C $ CIST 662
Softswitch 124 16E 411 48¢
IP & Data 10€ 10z 31C 292
Total Services Revent 34k 38¢ 1,07¢ 1,444
Reciprocal Compensatic 78 25 127 104
Total Communications Reven $ 42 $ 412 $ 1,20 $ 1,54¢

Transport & Infrastructure revenue in thied quarter of 2004 decreased slightly from theeaeriod in 2003. Included in revenue was
less than $1 million and $10 million of terminati@venue for the three months ended Septembei08d, &nd 2003, respectively. Excluding
termination revenue, Transport & Infrastructureerawve increased primarily due to increases in dhst fprivate line, and wavelength
revenues.

When compared with the results for the mmanths ended September 30, 2003, revenues adtilleuto Transport & Infrastructure
business unit for the nine months ended Septenthe2d®4 declined significantly, primarily as a riesxfi the recognition of $343 million of
termination revenue in 2003 versus only $9 millier2004. In 2003, an amended IRU agreement orilyiradecuted in 1998 with XO
Communications resulted in Level 3 recognizing $&fion of revenue that had previously been defdyibut did not result in any
incremental cash benefit to the Company. Exclutgnmination revenue, Transport & Infrastructureerawe increased due to higher dark
fiber, private line, wavelength and colocation mwes.

Level 3 entered into an agreement with MEll@SA in November 2004, in which McLeodUSA agreedeturn dark fiber previously
provided by Level 3 under a 1999 agreement in exgador
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cash and other consideration. In addition, the corigs have entered into an agreement under whidledtJSA will provide discounted
network services to Level 3. Revenue attributablhé fiber provided in the original transactionsveieferred and was being amortized over
the 20-year term of the agreement. As a resuli®frtansaction, Level 3 expects to recognize apprabely $100 million of non-cash
termination revenue in the fourth quarter.

The Company expects to recognize terminadind settlement revenue in the future as custodesise to renegotiate contracts or are
required to terminate service. However, the Compampt able to estimate the value of these typémnsactions until they occur.

Softswitch revenue for the three and nimmmtihs ended September 30, 2004 declined 25% andr&s@ectively, from the same periods
in 2003. The declines in Softswitch revenue armarily due to price declines in services and ac#édn in the number of ports provided to
America Online and other managed modem customartaly offsetting the price declines was an ims®in managed modem usage
revenue primarily attributable to the acquisitidrcertain ICG customer contracts at the beginniinthe second quarter of 2004. In addition,
revenue attributable to the Company's wholesaleevsérvices (which includes voice termination, laglound and toll free services) also
increased for both the three and nine months eS8éptember 30, 2004 compared to the same peri@BiB The Company expects voice
revenue to continue to increase in future pericda gesult of the introduction of new voice produint2003 and 2004.

Level 3's largest managed modem custonmeeriea Online, informed the Company that it wowdduce its overall purchases of fixed
service ports for its U.S. dialp network. America Online reduced the number ofgib purchases from Level 3 by approximately 2@ding
the third quarter of 2004 with additional expecgpedt turndowns of approximately 8% occurring in fbarth quarter. In addition to the port
cancellation provisions, the contracts with Amei@mine contain markgpricing provisions which would have the effect ofvering revenue
As a result of recent price concessions to AmeBinline, the markepricing provisions of these contracts are not etqueto be enforced un
at least April 2005 for a portion of the ports alahuary 2006 for the remaining ports. The coninditt America Online continues to contain
pricing provisions whereby Level 3 is obligatedotovide America Online a reduced price per poe iBLevel 3 offers a third party better
pricing for a lower volume of comparable servicBse Company expects, excluding the effects of atiums, managed modem related
revenue to continue to decline in the future prilpatue to an increase in the number of subscrib@ggating to broadband services and
continued pricing pressures. These declines arectsq to be more gradual, as compared to reductgmescted with America Online in 20(
and generally in line with overall market subscribed pricing declines. Level 3 may mitigate théxlkhe by increasing traffic on its network
and gaining market share in the managed modemdnssiithe acquisition of Sprint's dial-up busines©otober 1, 2004 is expected to
partially offset the decline in revenue attributatd America Online.

IP & Data services revenue increased irthhee and nine months ended September 30, 200garechto the same periods in 2003.
Growth in DSL aggregation, low speed Internet &d/PN revenue, and the inclusion of Genuity's tsdolr the full period, were partially
offset by a decline in high speed Internet serviédthough demand for high speed Internet servigeseased during 2004, price declines for
the services provided more than offset revenuasimgl to the increase in volume.

The Company's DSL aggregation servicepanearily provided to a single customer on an esisle basis in certain markets which
exclusivity expires at the end of the first quadgR005. If such customer transitions DSL serviaesy from Level 3, the reduction in DSL
aggregation services
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revenue could represent a low to mid single-digitpntage range decline in Level 3's total comnaiitio revenue in 2005 relative to 2004.

Reciprocal compensation revenue for thegland nine months ended September 30, 2004 iedreampared to the same periods in
2003 and is primarily attributable to the agreermeatached with carriers in the third and secondtgrsaof 2004.

In the third quarter, the Company and allcarrier entered into an agreement that resal@edissues for current and prior periods. The
agreement resulted in the recognition of approeétye#67 million of reciprocal compensation reveanel $4 million of communications
service revenue in the third quarter of 2004. Asigant portion of the revenue recognized as alted this agreement pertains to services
provided in previous periods. Of the total revereeognized, Level 3 had received and deferred appedely $48 million of proceeds prior
to June 30, 2004, which had been reflected as otiveent liabilities on the consolidated balanceethand collected or billed approximately
$23 million during the third quarter.

During the second quarter of 2004, the Camypand BellSouth finalized a new interconnectigreament, which resulted in the
Company recognizing approximately $10 million afiprocal compensation revenue in the second quavteéch represents the substantial
portion of the revenue to be recognized in 2004eutitis agreement. Given this arrangement, Lew{cts to receive reciprocal
compensation revenue from BellSouth over the thieze term of the agreement.

The Company signed an amendment to itdiegitnterconnection Agreement with Verizon Comnuations in the third quarter of 20(
Under the agreement, the intercarrier compensadinfor local, ISP-bound traffic was set at $.0p86 minute for year 2004, $.00045 per
minute for year 2005, and $.0004 per minute for @€96. The amendment expires in December 2006samat subject to change in law.

In October 2004, the FCC approved certapeats of a forbearance petition filed by Core Camications in July 2003. Specifically, the
FCC lifted ISP-bound traffic growth caps and newkeaexclusion. The FCC rate cap of $.0007 per teiniid not change in this order.
Certain of the Company's interconnection agreemamitain language that supersedes this order.

Certain ISP-bound traffic that is termirthtan the Level 3 network is expected to be suligethie FCC's ISP Remand Order, which has
been pending at the FCC for two years. The FCGQrithsated that it will rule on the ISP Remand Ordeon. The ruling is expected to
address, among other things, the FCC's basis $ertasy jurisdiction over ISP-bound traffic.

Once the FCC has ruled on the ISP RemaddrQthe Company will determine the impact of dhatision on its current interconnection
agreements. If an agreement contains a changevip#iavision, a party will be able to invoke the nba-ofiaw clauses to modify the terms
that agreement. If there is no changdanf-provision in the agreement, the previously tieged terms will stay in place until expirationtbg
agreement. When an agreement expires, the pantieksldefault to the FCC rules on ISP-bound traffic.

With the two agreements reached in 2004¢L8 has interconnection agreements in placen®intajority of traffic subject to reciprocal
compensation. Level 3 continues to negotiate négréonnection agreements with its local carriemsttie extent that the Company is unable
to sign new interconnection agreements or signsagr@ements containing lower rates, or there igrafieant decline in the Company's
managed modem dial-up business, or FCC or statgatémns change such that carriers are not reqairedmpensate other carriers for
terminating ISP-bound traffic, reciprocal compeiwatevenue may decline significantly over time.
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Information servicesrevenue decreased from the third quarter of 20@3aned to the same period in 2004 primarily asalt®f an
increase in sales under software publishers' ag@ersing programs that result in only a serviee Ibeing recognized as revenue, rather than
the selling price of the software. The softwaresles industry is seasonal, with revenue and Adjd$DIBDA typically being higher in the
second and fourth quarters of the Company's figeat. Revenue from the Software Spectrum busines®dsed from $418 million for the
three months ended September 30, 2003 to $373miliithe same period of 2004. Software Spectrusrelr@erienced an increase in sales
under Microsoft's 6.0 licensing program and similesgrams offered by other software publishers.ddridese programs, new enterpngiele
licensing arrangements will be priced, billed antexted directly by the software publishers. SaitevSpectrum will continue to provide
sales and support services related to these tri@mssand will earn a service fee directly from [sliers for these activities. The Company
will recognize the service fee it receives as reigeand not the entire value of the software urasrrogram. Software Spectrum recorded
approximately $12 million and $6 million of revenattributable to these types of contracts in thel thuarter of 2004 and 2003, respectively.
The estimated selling price of the software soldairthese agreements was $192 million and $14@miibr the corresponding periods.

If Microsoft and the other publishers anecessful in implementing agency licensing programaill result in a significant decline in tl
amount of information services revenue recognizethb Company. The decline in revenue is not exgaettd have a meaningful effect on
operating income (loss), as the Company shouldreequee a corresponding decline in cost of revenue.

Revenue attributable td YStructure's business was consistent at $19 milboiboth the third quarters of 2004 and 2003. igtgldecline
in revenue attributable to the former systems iratiégn business was offset by revenue attributebleew outsourcing customers. In the
second quarter of 2003, the Company notified istesys integration customers and employees thaittdwhonor its existing contracts.
However, once these contracts expired, the Compaoyd no longer provide systems integration sewiddne existing contracts expired
primarily in the second and third quarters of 2003.

Information services revenue declined fi®i34 billion for the nine months ended Septendfer2003 to $1.389 billion for the same
period in 2004. A decrease in software sales reveesulting from an increase in agency sales fém@oe Spectrum was partially offset by
increased customer spending on business softwarehvs part of the increased information technglsgending throughout the United
States that the Company and the IT industry bega@xperience in the fourth quarter of 2003, anédide in (i )Structure's revenue. For the
nine months ended September 30, 2004S(ructure's revenue decreased to $57 million fs&h million in the same period in 2003. The
declines in system integration revenue and reveatigbutable to two outsourcing contracts termidain the first quarter of 2004, were
partially offset by termination revenue of $4 naitlifrom these two customers also recognized iffithiequarter of 2004.

Coal mining revenue increased to $25 million in the third geradf 2004 compared to $24 million in the third gaaof 2003. For the
nine months ended September 30, 2004, coal rewgasi&65 million compared to $56 million in the sgpeeiod in 2003. Coal contracts w
major customers include minimum annual delivery oatments. The timing of the delivery of the coalidg the year is largely dependent
the requirements of the customer. In 2003, a custaleferred a disproportionate share of its anooi@mitment until the fourth quarter of t
year. In 2004, the same customer has been takingdeof the coal ratably over the year. The Compaxpects the customer to fulfill i
remaining contractual obligations in the fourth gemof 2004. In addition to the variances
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caused by actual coal delivery dates, revenuerttasased slightly as a result of additional tonreajd to new and existing customers.

Cost of Revenudor the third quarter 2004 was $487 million compkt@ $509 million for the third quarter 2003. OJethe cost of
revenue for the communications business, as amr@e of revenue, increased from 22% during thetguanded September 30, 2003 to
28% during the same period of 2004. This increageimarily attributable to the expected costs aisged with the ICG, KMC and Allegian
transactions completed in the second quarter o#.20Be Company expects the cost of revenue asedaidgth the migration of ICG,
Allegiance and KMC traffic to decrease in the fhuguarter of 2004. These reductions are expectbd wdightly offset by additional costs
associated with the Sprint transaction.

The cost of revenue, as a percentage efwex for the nine months ended September 30, 2002@03 was 26% and 18%, respectively.
In the first quarter of 2003, the Company recogui®826 million of settlement and termination revenprimarily related to XO
Communications. The recognition of this revenughwib corresponding cost of revenue, resultedéridiver cost of revenue as a percentage
of revenue in 2003. In addition, the ICG, KMC anliegiance transactions, as well as the completfche Genuity migration in the second
quarter of 2004 resulted in additional network enges. The Genuity integration is substantially cletepand as a result, any additional
incremental costs associated with this transaetiemot expected to be significant.

The cost of revenue for the informatiorvaars businesses, as a percentage of its revemse9 196 for the third quarter of 2004 down
from 92% in the same period in 2003. This decré&aaétributable to an increase in sales under mmns$ing programs implemented by
software publishers for which the cost of reversuminimal. Software Spectrum is very reliant oratel received from software publisher
improve its operating results. In the third quatte2004 and 2003, Software Spectrum earned appairily $10 million and $9 million,
respectively, in rebates which reduced cost ofmaee Cost of revenue for the outsourcing businesegined consistent for the three month
periods ending September 30, 2004 and 2003.

For the nine month periods ending SepterBBe2004 and 2003, the cost of revenue, as amage of revenue, for the information
services business was 90% and 92%, respectivedyirithease in sales under the agency type licempsogyams resulted in the lower cost of
revenue percentage in 2004.

The cost of revenue, as a percentage efuey; for the coal mining business for the thrakrane ended September 30, 2004 decreased
as a result of the additional coal shipped in #ead and third quarters of 2004 compared to thregzeriods in 2003.

Depreciation and Amortization expenses for the quarter were $170 million, a 1@¥ehse from the third quarter 2003 depreciation
and amortization expenses of $210 million. Thisrease is primarily attributable to shorter-livedets becoming fully depreciated in 2003
and 2004. In addition, the McLeod intangible assatee fully amortized during the third quarter @02. These decreases were partially o
by the amortization expense attributable to tharigible assets obtained in the ICG transaction pteted in April 2004.

Depreciation and amortization expensestfemine months ending September 30, 2004 and @863 $526 million and $645 million,
respectively. As discussed above, this decreaseiisly attributable to shorter-lived assets becapfiuily depreciated in 2003 and 2004.

Selling, General and Administrativeexpenses were $234 million in the three months @sgtember 30, 2004, a 6% decrease from
the third quarter 2003 selling, general and adriritive
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expenses of $250 million. This decrease is priparitesult of the synergies realized from the Gigmnuansaction in the second half of 2003
as well as declines in non-cash compensation egpdimg acquisition of Genuity in February 2003tiatly resulted in higher compensation,
training, contract maintenance and facilities exggsrfor the Company. Throughout 2003, the Compasyable to incorporate much of
Genuity's operations into its existing supportastructure and thus was able to reduce the incrameorkforce and dispose of excess
facilities. These declines were offset slightlyibgreased professional fees and temporary workfoosés attributable to voice product
initiatives. The Company received assessments §@raral tax jurisdictions in the third quarter 602 for property taxes accrued earlier in
2004. These assessments were lower than the Corhpdrgstimated and as a result, reduced sellimgrgeand administrative expenses by
$4 million in the third quarter of 2004. An adjustnt of $10 million was made during the same peirc2003 relating to taxes accrued in
2002 and 2003. During the third quarter of 2004, @mmpany received insurance proceeds of $5 midigoa reimbursement of expenses
attributable to its historic packaging businesse ploceeds represent the recovery of certain lEghkenvironmental expenses incurred in
prior years, and therefore reduced selling, gerardladministrative expenses.

Included in operating expenses for thegahmenths ended September 30, 2004 and 2003, wa®ifiith and $15 million, respectively,
of stock-based compensation and professional eggaesognized under SFAS No. 123 and EITF 96-Ee@lto grants of stock options,
warrants and other stock-based compensation pregrEne decrease in stock-based compensation exjgeaittebutable to the decline in the
fair value of grants distributed to eligible empdeg and consultants.

The Company expects stdzksed compensation expenses to increase slighthe ifourth quarter of 2004 as the Company's stoldehns
approved a proposal at the Company's 2004 annugtingeor the reservation of additional sharesafhmon stock under the Company's
1995 Stock Plan. The Company expects to make lgmgaits under its stock-based compensation progasmempared to grants made since
August 2002, which would result in additional stdksed compensation expense. The Company expéetssetling, general and
administrative expenses to increase in the fourtirtgr as a result of the costs associated wittmplé sales, marketing and advertising
activities and new product development efforts.

For the nine months ended September 3@ 266 2003, selling, general and administrativeeagp were $712 million and $795 millii
respectively. The factors described above, pripan# acquisition and integration of Genuity in 3@¢hd reduced stock-based compensation
in 2004, resulted in the decrease in selling, gdraard administrative expenses in 2004.

Restructuring Chargeswere less than $1 million and $2 million for theeth and nine months ended September 30, 2004 ctesbhe,
and are attributable to the continued consolidatioBoftware Spectrum's European operations asasadditional workforce reductions
announced in the first quarter of 2004 for the iinfation services business. Restructuring charges $&4 million and $34 million for the
three and nine months ended September 30, 20@&atdsely, and were primarily attributable to tineeigration of Genuity's operations with
those of Level 3, workforce reductions in the Comps European communications business, the ondgoiegration and restructuring of
Software Spectrum, as well as the closuré)dbtructure's systems integration operations in Eirop

Adjusted OIBDA , as defined by the Company, consists of incomgs)lrom operations before (1) depreciation andréizmation
expense, (2) stock-based compensation expensel@ttivithin selling, general and administrative exges on the consolidated statements of
operations and (3) non-cash impairment costs irdwithin restructuring and impairment expensetherconsolidated statements of
operations. The Company excludes stock-based caapen due to its
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adoption of the expense recognition provisionsfeAS No. 123. Adjusted OIBDA is an important partieé Company's internal reporting
and is an indicator of profitability and operatipgrformance used by the chief operating decisiokemar decision making group, especially
in a capital-intensive industry such as telecommatns. It is also a commonly used indicator i ¢dommunications industry to analyze
companies on the basis of operating performancetowe. Adjusted OIBDA is not intended to represeat income or cash flow for the
periods presented, is not calculated consisteritly tive commonly used metric "EBITDA", and is netognized under Generally Accepted
Accounting Principles, but is used by managemeastess segment results and allocate resources.

Adjusted OIBDA for the communications biesia decreased to $113 million in the third quart&004 from $120 million for the same
period in 2003. This decrease was primarily dughéodecline in managed modem revenue and increhrestt@ork costs incurred from the
ICG, KMC and Allegiance transactions as discusdEv@. These items were partially offset by $71imillof revenue recognized in the third
quarter related to the agreement with a local eaamnd a $5 million decline in selling, general addinistrative expenses.

For the nine months ended September 3@, 20djusted OIBDA for the communications businesswW308 million compared to
$625 million in the same period of 2003. This deelwas predominately due to the $343 million afieation and settlement revenue
recognized by the Company in 2003 versus only $Bomiin 2004 and the increase in cost of revenoied above. Partially offsetting these
unfavorable changes was a decline in selling, g¢erd administrative expenses in 2004 and theinental reciprocal compensation
revenue recognized in the third quarter of 2004usted OIBDA is expected to improve in the fourthager of 2004 primarily as a result of
an expected increase in termination revenue andrloatwork expenses associated with the ICG, KM€ Altegiance transactions.

The operations of the information servibasiness resulted in Adjusted OIBDA of $9 milliamr the three months ended September 30,
2004 versus negative $8 million for the same peina2D03. The absence of significant restructudhgrges recognized in 2003 as well as a
slight decrease in selling, general and adminisgraxpenses for Software Spectrum contributetiédrhproved results. For theé YStructure
business, a slight increase in costs of revenueoffsst by lower selling, general and administratéxpenses and the absence of restructuring
charges recognized in 2003.

Adjusted OIBDA for the nine months endeg@t®eber 30, 2004 for the information services bessnvas $31 million compared to
negative $5 million for the nine months ended Sepier 30, 2003. Adjusted OIBDA for thé JStructure business increased significantly in
2004 as a result of the restructuring activitieorded in 2003 and $4 million of termination revemacognized in the first quarter of 2004.
Adjusted OIBDA for Software Spectrum increasedtf@ nine months ended September 30, 2004 as coduatiee same period in 2003 for
the same reasons as described for the three meritdp above.

Adjusted OIBDA for the Company's coal artlden businesses for the three and nine months e®ejgi@mber 30, 2004 was $7 million
and $12 million, respectively. In 2003, AdjustedBDIA was $4 million and $8 million for the correspting periods. The increase in both
periods is attributable to the receipt of $5 miiliof insurance proceeds which related to the Cowipdnistoric packaging business as well as
the timing of coal taken by a significant custorime2004. In 2003, delivery of the required tonnages deferred by the customer until the
latter part of the year.

Interest Incomewas $3 million and $9 million for the three andenimonths ended September 30, 2004, respectivelimihg from
$5 million and $15 million for the same period203. Interest
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income declined in 2004 compared to 2003 due tecasése in the average portfolio balance offsghtli by an increase in the weighted
average interest rate earned on the portfolio.

During the second quarter of 2004, the Camypelected to take advantage of the yield curdepamchase longer-term U.S. government
securities. The maturity dates on the governmenurgtées range from October 2004 through March 200& Company intends to hold these
securities until they mature.

Interest Expense, netlecreased by $36 million to $120 million during thed quarter of 2004 from $156 million for thensa period ir
2003. Interest expense decreased as a result hifiggh of interest expense being recorded intthied quarter of 2003 representing the
accelerated amortization of debt issuance costbutible to the refinancing of the Senior Secueedit Facility. In addition, interest expel
decreased due to the reduction of debt relateldet@xtinguishment of the Allegiance capital leaskgation during the second quarter of
2004. Interest expense for the nine months endpte®der 30, 2004 was $365 million compared to $488on for the same period in 2003.
Interest expense decreased primarily as a restheafepayment of the $1.125 billion Senior Sec@eetit Facility during the fourth quarter
of 2003, the conversion of $480 million of Juniasr@ertible Subordinated Notes into Level 3 commimelsin the second quarter of 2003,
reduced interest charges on debt repurchased werted to equity during or after the second quat&003, and the extinguishment of the
Allegiance capital lease obligation noted abovas Tecrease was partially offset by the issuan&560 million of 10.75% Senior Notes due
2011 and $208 million of 9% Convertible Senior Dignt Notes due 2013 in the fourth quarter of 2003.

Other, netwas a loss of $3 million in the third quarter oD20mainly as a result of losses on the sale ofoperating assets. For the
corresponding period in 2003, other, net is pritgaromprised of induced conversion expenses of $@®mincurred when $13 million of
convertible securities were converted to equitynifion of gains on the extinguishment on debt &2dmillion of gains on the sale of non-
operating assets.

Other, net was a gain of $181 million arldss of $104 million for the nine months endedt8eyber 30, 2004 and 2003, respectively.
The Company recognized a gain of $147 million anaktinguishment of the Allegiance capital leaskgaltion in the second quarter of 20!
The Company also recognized a gain of $23 milliorihe sale of Commonwealth Telephone common stodkb& million from gains on sale
of excess communications assets during the firsttquof 2004. For the nine months ended SepteB8Me2003, the Company recorded a ¢
of $70 million from the sale of "91 Express Lantdl road and induced conversion expenses of $liildmassociated with the 9% Junior
Convertible Subordinated Notes and the conversistudsed above.

Income Tax Expensdor the first nine months of 2004 was $2 milliomggared to a benefit of $12 million for the sameaqurkmn 2003.
The expense is attributable to state income teoethé coal business and foreign jurisdictionshef $oftware Spectrum business. The benefit
realized in 2003 was due to the successful resolwf certain federal tax audits and other statéssues.

Income from Discontinued Operationswas $3 million and $1 million for the three andenmonths ended September 30, 2003,
respectively, and is attributable to the informats®rvice's contact services business and the Msi@3hess, both of which were sold in 2C
Income for the nine months ended September 30,,2008des a loss of $9 million on the sale of tbatact services business offset by
$6 million and $2 million of operating income fralre MFON business and contact services businegsectvely, recorded as discontinued
operations.
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Cumulative Effect of Change in Accounting Principleof $5 million resulted from the adoption of SFAS.Nd3 as of January 1, 20
The $5 million reflects the net change in the prasly accrued reclamation liability attributablethe Company's coal operations.

Financial Condition—September 30, 2004

Cash flows provided by (used in) continuamgrations for the nine months ended Septembares@s follows (dollars in millions):

Nine Months Ended

September 30,
2004 2003

Communications*’ $ 80) $ (66)
Information Service 30 57
Other ©)] 4
Total $ (53 % (5)

| |

i Includes interest expense, net of interest income

The decrease in communications operatisg laws for the nine months ended September 314 28 compared to the same period in
2003 is primarily attributable to lower operatirggults after excluding the effects of ncash termination revenue and settlement of recgb
compensation. Partially offsetting this decline &/gnprovements in cash provided by working capgpégcifically, accounts receivable. The
Company's contractual terms and conditions perenel 3 to bill the customer at the beginning of $kevice period. The vast majority of
customer contracts acquired in the Genuity tramsacequire billings to be made at the end of theise period, or in arrears. As a result, the
receivables for the communications business ineckamgnificantly at September 30, 2003 as comptrdioe receivable balance at
December 31, 2002. Accounts receivable for the comioations business increased in 2004 as a refsiiedCG transaction and receivables
attributable to reciprocal compensation revenuedan®l fiber contracts.

For the nine months ended September 3@,286 net fluctuations in working capital itemgesifically, the changes in accounts
receivable, accounts payable, other current aasetsieferred revenue, provided approximately $80omiof cash from operating activities
for the information services business. For the spat@d in 2004, the net fluctuations in these aoteresulted in a small use of cash. In Z
and 2004, the Company has been able to lower dtgs'dales outstanding" metric to a level whergpraximates the payment terms provided
by the Company's vendors. An increase in AdjustlBD@ from negative $5 million for the nine monthsded September 30, 2003 to
$31 million for the nine months ended Septembe2804 partially offset the decline in cash causgdhmnges in working capital.

The decline in operating cash flows for dhiger businesses is primarily attributable toghgment of state tax obligations in 2004 for
which liabilities had previously been recorded tigdly offset by higher operating income, includitige insurance proceeds received in the
third quarter of 2004.

Investing activities in 2004 include $410lion used to purchase marketable securities, $&8smillion of maturities, $202 million used
for gross capital expenditures, primarily in thenzounications business, and $30 million for the &itjan of ICG's wholesale dial access
business.
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Partially offsetting these activities were $41 roil and $19 million of proceeds from the sale ofrfBwonwealth Telephone and property,
plant and equipment, respectively, in the firstennonths of 2004. In addition, the Company was bteduce its restricted securities by
approximately $20 million during 2004, primarilyrttugh negotiations with is financial institutiori®r the first nine months of 2003 Level 3
used $144 million to purchase substantially allaksets of Genuity and $142 million for gross @gkpenditures. The Company also
received cash proceeds in 2003 of $46 million ftbmsale of the "91 Express Lanes" and $51 mifiom the sale of property, plant and
equipment and other assets in 2003.

Financing activities in 2004 and 2003 cetesi of payments of $77 million and $29 milliorspectively, on capitalized leases assum
the Genuity transaction and payments for its GMA@mercial mortgage and other debt. Financing dies/in 2003 also consisted of
$361 million of proceeds from the issuance of 298 7Gonvertible Senior Notes. In addition, the Compeaeteived $3 million of proceeds
from the exercise of stock options in 2003. The @any's current portion of long term debt incredsethie second quarter of 2004 as the
remaining balance of the GMAC commercial mortgagéue on June 30, 2005.

Software Spectrum sold its contact servimesness in 2003. The contact services businessdad $9 million of cash for the first nine
months of 2003, including $4 million of net procedtbm the sale of the business. The remaining #i#®mof cash flows from discontinued
operations in 2003 was attributable to the MFONess acquired in the Genuity transaction and isoflde fourth quarter of 2003.

Liquidity and Capital Resources

The Company provides a broad range of mated communications services as a facilities-basedder (that is, a provider that owns or
leases a substantial portion of the property, @at equipment necessary to provide its servidém.Company has created, through a
combination of construction, purchases and, teseleextent, leasing of facilities and other assetadvanced, international, end-to-end,
facilities-based communications network. The Comypaas designed its network based on optical aredriet Protocol technologies in order
to leverage the efficiencies of these technolotfiggrovide lower cost communications services.

The further development of the communiagibusiness will continue to require significanpexditures, including new service
development costs. These expenditures may resoéigative operating cash flow and net operatingds$or the Company in the near future.
The Company's expenditures will be primarily atitdble to operating expenses, capital expenditumdsnterest payments. The Company
expects base capital expenditures (capital requirééep the network operating efficiently) to ippeoximately $100 million in 2004. The
majority of the Company's ongoing capital experéituare expected to be succbased, which are tied to incremental revenue. Taragan)
expects success-based capital expenditures taseir 2004 as a result of new government conteacasded in 2003.

The Company does not have any significantjpal amounts due on its outstanding debt (edioly capitalized leases and a mortgage)
until 2008. In 2004, the Company expects to pagaish, based on debt levels at September 30, 2808, $illion of interest expense.

Level 3 has approximately $856 million esh and marketable securities on hand at Septe36b&004. During the second quarter of
2004, the Company purchased longer-term U.S. gavenhsecurities to take advantage of the yieldeufs a result, the Company has
reflected $225 million and $164 million of marke&becurities as current and noncurrent assefgctgely, on
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the September 30, 2004 consolidated balance $b&std on information available at this time, managet of the Company believes that the
Company's current liquidity and anticipated futaash flows from operations will be sufficient tafliits business.

The Company estimates that its currenidiggiand cash flows provided by operating actegtiwill be sufficient to operate the business
and will not require additional sources of finargciCash flows from operating activities will fluetie in 2004 and will be a function of
revenue growth from existing and new servicesGbmpany's management of network, selling, genedlaaministrative, and capital
expenditures, fluctuations in working capital amgected improvements in the operating performaf@oétware Spectrum due to the
restructuring efforts made in 2003. The Companséyipus debt and equity offerings have given thenany the ability to develop its
business. However, if additional investment oppties should present themselves, the Company reagduired to secure additional
financing in the future. In order to pursue thegssible opportunities and provide additional fléit§pto fund its business the Company, in
January 2001, filed a "universal" shelf registratstatement for an additional $3 billion of commstock, preferred stock, debt securities,
warrants, stock purchase agreements and deposhargs. The remaining availability under this regtion statement and under a previously
existing registration statement would allow Levéb2ffer an aggregate of up to $2.3 billion of &iddal securities to fund its business,
although there can be no assurance that the Congoarhy raise such amounts on acceptable termstbe diime the funding is necessary.

On October 29, 2004, Level 3 commencedeenifers to purchase for cash up to $450 milliggragate principal amount of the series
of its debt securities due in 2008 pursuant ta¢hes described in the table below. The tendersfiee scheduled to expire on November 29,
2004, unless extended or terminated early. Forethotders that tender their notes on or before Kder 12, 2004, and are accepted for
purchase, the holders will receive, in additiotht® tender consideration, an early tender paynisatas set forth in the table below. For th
note holders tendering notes after November 124 280d that are accepted for purchase, the haoldéneceive only the tender
consideration. Accrued interest up to, but notudalg, the settlement date will be paid in castalbralidly tendered and accepted notes.

Principal Maximum Acceptance Early

Amount Offer Priority Tender Offer Tender Total
Title of Security Outstanding Amount Level Consideration Payment Consideration
91/8% Senior Notes due 200 $ 1,203,652,00 $ 450,000,00 13 837.5( $ 20.0C $ 857.5(
11% Senior Notes due 20 $ 362,036,00 $ 362,036,00 2% 867.5( $ 20.0C $ 887.5(
101/ 2% Senior Discount Note
due 200¢ $ 409,462,00 $ 409,462,00 3% 837.5( $ 20.0C $ 857.5(
103/ 4% Senior Euro Notes di
2008 € 320,826,00 € 320,826,00 4 € 830.0( € 20.0C € 850.0(

Level 3 intends to fund the purchase ofrtbes with net proceeds from borrowings underoa@sed new senior secured credit facility
expected to mature in 2011, and may or may notfalst purchases pursuant to the offers with proséemn new issuances of debt or equity
securities or cash on hand. Under the terms ofethder offers, the obligation to accept the noveptirchase is conditioned on the receipt by
Level 3 Financing, Inc., a Level 3 wholly owned sidary, of at least $400 million under the aforetnened proposed new senior secured
credit facility.

In addition to raising capital through thebt and equity markets, the Company may sellspadie of existing businesses, investments or
other non-core assets to fund portions of the lagsin
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plan. In 2004, the Company completed the salesakitnaining equity position in Commonwealth Telaphéor approximately $41 million.
addition, the Company has announced that it wikge sell or sublease excess real estate and mawyipto sale leaseback transactions for
required communications facilities. In 2003, Le8eklas able to generate approximately $35 millionash from these types of transactions.
With the sale of Commonwealth Telephone shares, NlBCquired in the Genuity transaction and certeal estate transactions in 2003,
management believes that the Company has nowlselsubstantial majority of its valuable non-corgets.

The Company may not be successful in produsufficient cash flow, raising sufficient debitequity capital on terms that it will
consider acceptable, or selling or leasing fibercogapacity or access to its conduits. In addjtfmoceeds from dispositions of the Compa
assets may not reflect the assets' intrinsic vaksher, expenses may exceed the Company's éstimad the financing needed may be
higher than estimated. Failure to generate suffidiends may require the Company to delay or abarsone of its future expansion or
expenditures, which could have a material adveffeeteon the implementation of the business plash @uld result in additional impairment
charges on communications assets.

In connection with the implementation oé ompany's business, management continues taw#wieexisting businesses to determine
how those businesses will assist with the Compdoglss on delivery of communications and informatiervices and reaching financial
objectives. To the extent that certain businesses@t considered to be compatible with the dejividrcommunication and information
services or with obtaining these financial objeesivthe Company may exit those businesses. Isisife that the decision to exit these
businesses could result in the Company not recoyéis investment in the businesses and, in thases; a significant charge to earnings
could result.

Level 3 is aware that the various issuainddts outstanding senior notes, senior discowtés and convertible subordinated notes may
trade at discounts to their respective face orededramounts. In order to continue to reduce futash interest payments, as well as future
amounts due at maturity, and extend debt matuatgs] Level 3 or its affiliates may, from time itme, enter into debt for debt, debt for eq
or cash transactions to purchase these outstaddistgsecurities in open market or privately negetidgransactions. Level 3 will evaluate any
such transactions in light of then existing maaiditions and the possible dilutive effect to sihaiders. The amounts involved in any such
transactions, individually or in the aggregate, rhaymaterial.

In April 2004, Level 3 and Allegiance agilde terminate an agreement whereby Level 3 leasathged modem ports from Allegiance.
Level 3 recorded this agreement as a capitalizzseland the $54 million paid to terminate the @mttand the liabilities assumed were
significantly below the carrying value of the olaltgpn and related assets and resulted in a ga&t4f million on the extinguishment of debt.

Current economic conditions of the telecamivations and information services industry, cambdiwith Level 3's financial position a
significant liquidity, have created potential opjmities for Level 3 to acquire companies or parsi@f companies at attractive prices in
addition to the ICG and Sprint transactions desctibelow. Level 3 continues to evaluate these dppibies and could make additional
acquisitions in 2004.

On April 1, 2004, the Company acquiredwhmlesale dial access customer contracts of ICGr@amications, Inc. ("ICG"). The
Company agreed to pay approximately $35 millionash to acquire the contracts and related equipmianth provides dial-up Internet
access to various large customers and other ledfPg The terms of the agreement required Letelgay $25 million at
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closing and additional payments of $5 million oritbauly 1, 2004 and October 1, 2004. The purchase pas subject to post-closing
adjustments, but those adjustments were not mhteei@el 3 plans to migrate the traffic from thestamer contracts acquired from ICG onto
its own network infrastructure and expects to Hestantially complete by the end of 2004.

On October 1, 2004, the Company acquireditholesale dial Internet access business of Spontmunications Company, L.P. Level 3
paid $34 million in cash to acquire the businedsictv provides dial-up Internet access to leadirigs|Biroughout the United States. Level 3
and Sprint have entered into a transition senéggeement for the migration of customers onto tiveel 3 network, which Level 3 expects to
complete in mid-2005. During the migration periadtil such time as a customer contract is assumedsigned, amounts received for
services provided by Sprint are accounted for iEglaction in purchase price as opposed to revdrexel 3 expects the acquired business to
generate positive cash flow from operations in 2005

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Level 3 is subject to market risks arisirgm changes in interest rates and foreign exchaaigs. As of September 30, 2004, the
Company had borrowed $117 million under a commem@tgage. Amounts drawn on the debt instrumeant beerest at the alternate base
rate or LIBOR rate plus an applicable margin. Ass dlternate base rate and LIBOR rate fluctuatégaovill the interest expense on amounts
borrowed under the mortgage. The interest ratéhemamaining variable rate instrument of $117 wnillat September 30, 2004, was
approximately 4.27%. A hypothetical increase inthgable portion of the weighted average rate #y(lLle. a weighted average rate of
5.27%) would increase annual interest expenseeo€thmpany by approximately $1.2 million. The comer@mortgage is due on June 30,
2005 limiting the interest rate risk. At SeptemB@r 2004, the Company had $5.06 billion of fixetkrdebt bearing a weighted average
interest rate of 9.12%. A decline in interest ramethe future will not benefit the Company dudhe terms and conditions of the loan
agreements that require the Company to repurchasaett at specified premiums. The Company has &lglerto reduce its exposure to
interest rate risk by acquiring certain outstandimgbtedness in exchange for shares of commok atot cash.

The Company's business plan includes dpgrattelecommunications network and informatiorvises business in Europe. As of
September 30, 2004, the Company had invested &ignifamounts of capital in the region for its conmications business. The Company
issued €800 million (€425 million outstanding apfnber 30, 2004) in Senior Euro Notes in Febr@2@g0 as an economic hedge against its
net investment in its European subsidiaries atithe. As of September 30, 2004, the Company hetdigin foreign denominated currency to
fund its immediate working capital obligations antkrest payments on its Euro denominated delthfonext 18 months. The Company has
not made significant use of financial instrumentsiinimize its exposure to foreign currency fludtomas. Foreign exchange rate fluctuations
in 2004 have not had a material effect on Levete&ssilts of operations and financial position. TQwmpany continues to analyze risk
management strategies to reduce foreign currencyagge risk.

The change in interest rates is based pothgtical movements and is not necessarily indieatf the actual results that may occur.
Future earnings and losses will be affected byaddluctuations in interest rates and foreign cocserates.
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Item 4. Controls and Procedures

(a) Disclosurecontrolsand procedures. The Company's Chief Executive Officer and Chiefancial Officer have evaluated the
effectiveness of the Company's disclosure contmisprocedures as of September 30, 2004. Basedsupbrreview, the Chief Executive
Officer and Chief Financial Officer have concludbdt the Company's controls and procedures aretigfeand are designed to ensure that
information required to be disclosed by the Compiarthe reports it files or submits under the Siimsr Exchange Act of 1934, as amended,
and the rules there under, is recorded, processetinarized and reported within the time periodsiipd in the Commission's rules and
forms. Disclosure controls and procedures includiout limitation, controls and procedures desiji®ensure that information required to
be disclosed by an issuer in reports it files dmsitis under the Securities Exchange Act is accutadland communicated to the Company's
management, including its principal executive afiand principal financial officer, as appropritdallow timely decisions regarding
required disclosure.

(b) Internal controls. There was no change in Level 3's internal adswver financial reporting that have occurredmtythe third
guarter 2004 that has materially affected or iseeably likely to materially affect, Level 3's imal controls over financial reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

PART II—OTHER INFORMATION

Item 6. Exhibits and Reports on Form 8-K

(@)

(b)

Exhibits filed as part of this report are listeddve
31.1 Rule 13a-14(a)/15d-14(a) Certification of the Chiafcutive Officer
31.2 Rule 13a-14(a)/15d-14(a) Certification of the Cl#@iancial Officer

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

32.2 Certification of Chief Financial Officer pursuawnt18 U.S.C. Section 1350, as adopted pursuantdo8e906 of the Sarbanes-
Oxley Act of 2002.

On October 22, 2004, the Company filed a CurreqdReon Form 8-K, as amended relating to an undimdil, unsecured guaranty
provided by Level 3 Communications, LLC relating#evel 3 Financing, Inc.'s 10.75% Senior Notes 2i0i&1.

On November 2, 2004, the Company filed a CurreqtdReon Form & relating to the commencement of tender offergurchase fo
cash up to $450 million aggregate principal amairihe series of its debt securities due 2008.
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SIGNATURES

Pursuant to the requirements of the Seéeariixchange Act of 1934, the registrant has dalysed this report to be signed on its behalf
by the undersigned thereunto duly authorized.

LEVEL 3 COMMUNICATIONS, INC.

Dated: November 8, 2004 /s/ ERIC J. MORTENSEN

Eric J. Mortensen
Senior Vice President, Controller
and Principal Accounting Officer
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Exhibit 31.1
CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. | have reviewed this Quarterly Report on Form 186fQevel 3 Communications, Inc.;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or oméitate a material fact

necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this report;

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

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Ehd 15d-15(e)) for the registrant and have:

(@) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materialrinégion relating to the registrant, including itnsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being prepared;

(©) Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimgport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the regisanternal control over financial reporting tlegturred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evélly affect, the registrant's internal contrgko financial reporting;
and

5. The registrant's other certifying officer(s) antllve disclosed, based on our most recent evaluatiorternal control over
financial reporting, to the registrant's auditansl éhe audit committee of the registrant's boardictors (or persons
performing the equivalent functions):

(@)  All significant deficiencies and material weaknessethe design or operation of internal contra¢iofmancial reportin
which are reasonably likely to adversely affectbgistrant's ability to record, process, summaaizé report financial
information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéanin the
registrant's internal control over financial repugt

Date: November 8, 2004

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

* Provide a separate certification for each priatigxecutive officer and principal financial officef the registrant. See Rules 13a-14(a) and
15d-14(a).
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Exhibit 31.2
CERTIFICATIONS*
[, Sunit S. Patel, certify that:
1. | have reviewed this Quarterly Report on Form 186fQevel 3 Communications, Inc.;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or oméitate a material fact

necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this report;

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

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Ehd 15d-15(e)) for the registrant and have:

(@) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materialrinégion relating to the registrant, including itnsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being prepared;

(©) Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimgport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the regisanternal control over financial reporting tlegturred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahneport) that has
materially affected, or is reasonably likely to evélly affect, the registrant's internal contrgko financial reporting;
and

5. The registrant's other certifying officer(s) antllve disclosed, based on our most recent evaluatiorternal control over
financial reporting, to the registrant's auditansl éhe audit committee of the registrant's boardictors (or persons
performing the equivalent functions):

(@)  All significant deficiencies and material weaknessethe design or operation of internal contra¢iofmancial reportin
which are reasonably likely to adversely affectbgistrant's ability to record, process, summaaizé report financial
information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéanin the
registrant's internal control over financial repugt

Date: November 8, 2004

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officel

* Provide a separate certification for each priatigxecutive officer and principal financial officef the registrant. See Rules 13a-14(a) and
15d-14(a).
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Exhibit 32.1

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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the "Company") on Form 10e®the three months ended
September 30, 2004 as filed with the SecuritiesExmhange Commission on the date hereof (the "R§phrJames Q. Crowe, Chief
Executive Officer of the Company, certify, pursuanil8 U.S.C. § 1350, as adopted pursuant to 9@t Sarbane®xley Act of 2002, tha

(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, timaficial condition and results of operations of
the Company.

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

November 8, 200
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Exhibit 32.2

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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the "Company") on Form 10e®the three months ended
September 30, 2004 as filed with the SecuritiesExahange Commission on the date hereof (the "R§parSunit 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, timafcial condition and results of operations of
the Company.

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officel

November 8, 200
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