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FORM 10-Q

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
(Mark One)

B QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the Quarterly Period Ended March 31, 200¢€

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period to

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

Delaware 47-0210602
(State of Incorporatior (I.LR.S. Employe

Identification No.)

1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code)

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

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Ye& No O
Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer. See deftinition of an
“accelerated filer and large accelerated filerRnle 12b-2 of the Exchange Act. (Check one):

Large accelerated filex] Accelerated fileid Non-accelerated filed
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgje Act). Yesdd No X
The number of shares outstanding of each cladsedssuer's common stock, as of May 1, 2006:

Common Stock: 846,844,245 shares
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(unaudited)
Three Months Ended
March 31,
(dollars in millions, except per share data) 2006 2005
Revenue
Communication: $ 804 $ 51C
Information service 44% 46€
Coal mining 18 17
Total revenue 1,267 998
Costs and Expense
Cost of revenue
Communication 39¢€ 11€
Information service 40k 42¢
Coal mining 16 13
Total cost of revenu 817 55¢
Depreciation and amortizatic 19C 16¢
Selling, general and administrati 313 224
Restructuring charge 5 15
Total costs and expens 1,32¢ 96€
Operating Income (Los! (58) 27
Other Income (Expense
Interest incomi 9 4
Interest expens (150 (1149
Other, ne 31 6
Total other income (expens (110 (104)
Loss from Continuing Operations Before Income Té (16¢) (77)
Income Tax Benefit (Expens — —
Loss from Continuing Operatiol (16¢) (77)
Loss from Discontinued Operatio — —
Net Loss $ (169) $ )
Basic Earnings (Loss) per Sha
Loss from continuing operatiol $ (0.20) $ (0.11)
Income (Loss) from discontinued operatic — —
Net Loss $ (020 $ (0.17)

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

(unaudited)
March 31, December 31,

(dollars in millions) 2006 2005
Assets
Current Assets

Cash and cash equivalel $ 58C $ 452

Marketable securitie 41z 17¢€

Restricted cash and securit 35 34

Receivables, less allowances of $26 and $23, régphc 717 828

Other 157 18E
Total Current Asset 1,901 1,67C
Property, Plant and Equipment, | 5,58¢ 5,63¢
Marketable Securitie — 234
Restricted Cash and Securit 87 75
Goodwill and Other Intangibles, n 567 53:
Other Assets, n¢ 141 127
Total Assets $ 8,28¢ $ 8,271
Liabilities and Stockholde’ Deficit
Current Liabilities:

Accounts payabl $ 62z $ 787

Current portion of lon-term debt 1 —

Accrued payroll and employee bene 67 96

Accrued interes 12C 10z

Deferred revenu 238 26€

Other 14k 172
Total Current Liabilities 1,18¢ 1,42¢
Long-Term Debt, less current portis 6,357 6,02
Deferred Revenu 734 74¢
Other Liabilities 551 55¢
Commitments and Contingenci
Stockholder Deficit:

Preferred stock, $.01 par value, authorized 10(@@shares: no shares outstanc — —

Common stock, $.01 par value, authorized 1,5000@@shares: 844,059,226 outstanding in 20

and 817,767,818 outstanding in 2( 8 8

Additional paic-in capital 7,851 7,75¢

Accumulated other comprehensive |i (42 (521)

Accumulated defici (8,369 (8,197)
Total Stockholder' Deficit (54€) (47€)
Total Liabilities and Stockholde’ Deficit $ 8,284 $ 8,27

See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(unaudited)
Three Months Ended
March 31,
(dollars in millions) 2006 2005
Cash Flows from Operating Activitie
Net Loss $ (16%) $ (77)
(Income) Loss from discontinued operatic — —
Loss from continuing operatiol (16¢) (77
Adjustments to reconcile loss from continuing opierss to net cash used in operating activitie
of continuing operations
Depreciation and amortizatic 19C 16¢
Gain on sale of property, plant and equipment ahdrasset (1) (1)
Non-cash compensation expense attributable to stockda 15 11
Deferred revenu 47 (1749
Gain on extinguishment of debt, t (27 —
Non-cash impairment expens 3 —
Amortization of debt issuance co 4 4
Accreted interest on lorterm discount dek 9 17
Accrued interest on loi-term debt 18 15
Change in working capital items net of amounts aequ
Receivable! 14C 101
Other current asse 25 21
Payables (169) (11¢)
Other current liabilitie (50 (24
Other ® €)
Net Cash Used in Operating Activities of Continu@gerations (63) (59
Cash Flows from Investing Activitie
Capital expenditure (59 (60)
Proceeds from sales and maturities of marketalslerities — 50
Decrease (increase) in restricted cash and sexaynite: (12 (1)
Proceeds from sale of property, plant and equipnzemt othe 2 1
Progress Telecom acquisiti (70 —
Net Cash Used in Investing Activitis (139 (20

See accompanying notes to consolidated financitdsients.
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Three Months Ended

March 31,

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

Long-term debt borrowings, net of issuance c 37¢ % —

Payments and repurchases of -term debt, including current portic (51) (25)
Net Cash Provided by (Used in) Financing Activit 32¢ (25)
Discontinued Operations (Revise

Net Cash Used in Discontinued Operating Activi — (7

Net Cash Used in Investing Activiti — (1)
Net Cash Used in Discontinued Operati — (8)
Effect of Exchange Rates on Cash and Cash Equi 2 (5)
Net Change in Cash and Cash Equival: 12¢ (207)
Cash and Cash Equivalents at Beginning of Pe 452 44:
Cash and Cash Equivalents at End of Pe 58C $ 33€
Supplemental Disclosure of Cash Flow Informati

Cash interest pai 11¢ 3 78
Noncash Investing and Financing Activit

Common stock issued for acquisiti 66 —

Long-Term debt issued in exchange transac 61¢ —

Long-Term debt retired in exchange transac 692 —

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderBeficit
For the three months ended March 31, 2006

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 8 $ 7,75¢ $ 51 $ (8,192) $ (47€)
Adjustment for EITF No. C-6 — — — (3) (3)
Adjusted balance at December 31, 2 8 7,75¢ (52) (8,195 (479
Common Stock

Stock plan grant — 10 — — 10

Shareworks pla — 12 — — 12

401(k) plan — 4 — — 4

Progress Telecom acquisiti — 66 — — 66
Net Loss — — — (16¢) (16¢)
Other Comprehensive Incor — — 9 — 9
Balances at March 31, 20i $ 8 $ 7851 $ (42 $ (8,369 $ (546)

See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Loss

(unaudited)
Three Months Ended
March 31,
(dollars in millions) 2006 2005
Net Loss $ (168) $ (77)
Other Comprehensive Income (Loss) Before 1
Foreign currency translation income (loss 7 (29
Unrealized holding gains (losses) on marketablétygecurities and other arising during per 2 —
Reclassification adjustment for losses includedehloss — 4
Other Comprehensive Income (Loss) Before 9 (25)
Income Tax Benefit Related to Items of Other Corhpresive Income (Los! — —
Other Comprehensive Income (Loss), Net of Tz 9 (25
Comprehensive Los $ (159 $ (102)
SUPPLEMENTARY STOCKHOLDERS’ DEFICIT INFORMATION
(unaudited)
Net Foreign
Currency
Translation
(dollars in millions) Adjustment Other Total
Accumulated other comprehensive income (Ic
Balance at December 31, 2C $ 19 $ B2 $ (52
Change 7 2 9
Balance at March 31, 20( $ 12) $ (300 $ (42

See accompanying notes to consolidated finanassients.
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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 include tu®ants of Level 3 Communications, Inc. and subsids (the “Company” or “Level 3”) in
which it has control, which are engaged in entsgwiprimarily related to communications, informatservices, and coal mining. Fifty-
percent-owned mining joint ventures are consolidlate a pro rata basis. All significant intercompaicgounts and transactions have been
eliminated.

On March 20, 2006, the Company completed the aitipmof Progress Telecom, LLC. (“Progress TelechrProgress Telecom’s results of
operations, cash flows and financial position amuded in the consolidated financial statememsifthe date of acquisition (See Note 2).

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

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

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

The results of operations for the three months @mdiarch 31, 2006 are not necessarily indicativethefresults expected for the full year.

In December 2004, the FASB issued SFAS No. 123Raf&Based Payment” (“SFAS No. 123R"). SFAS No.R 2&quires that
compensation cost relating to share-based paymargections be recognized in the financial statésresmsed on the fair value of equity or
liability instruments issued. The U.S. Securitiad &xchange Commission extended the effective afa®-AS No. 123R such that the
Company was first required to adopt SFAS No. 128giitming January 1, 2006. The adoption of SFASI28R did not have a material
effect on the Company’s financial position or résaf operations.

Emerging Issues Task Force Issue No. 04-6, “Acdngribr Stripping Costs Incurred during Productiorihe Mining Industry” (“EITF

No. 04-6") establishes appropriate accounting for strigpiosts incurred during the production phase awrdféctive for fiscal years
beginning after December 15, 2005. EITF No. 0446ctades that stripping costs incurred during thedpction phase of a mine are variable
production costs that should be included in thescothe inventory produced during the period thatstripping costs are
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incurred. EITF No. 04-6 further defines inventorgpguced as mineral that has been extracted. Asudt retripping costs related to exposed,
but not extracted mineral must be expensed asretuather than deferred until the mineral is ested. The Compang’coal mining busine:
had previously deferred stripping costs and amedltihese costs over the period in which the unitgylgoal was mined. The Company’s
adoption of EITF No. 04-6 on January 1, 2006 rezglit to adjust beginning retained earnings (acdated deficit) for the amount of prepaid
stripping costs previously deferred. The Compargrefesed beginning equity by $3 million as a resithe adoption of EITF No. 04-6.

Reclassifications
Certain prior year amounts may have been recladsifi conform to the current year presentation.

In 2005, the Company has separately disclosedpgbeting, investing and financing portion of theltlows attributable to its discontinued
operations, which in prior periods were reportecha@ombined basis as a single amount.

2. Acquisitions
Progress Telecom

On March 20, 2006 ,Level 3 completed its acquisition of all of the mtmrship interests of Progress Telecom, LLC fronH®lding

Company LLC (“PT Holding”) excluding certain speei assets and liabilities of Progress Telecomgiess Telecom was owned by PT
Holding, which is jointly owned by Progress Enertng. and Odyssey Telecorp, Inc. Under the termb@fpurchase agreement dated
January 25, 2006, Level 3 purchased Progress Trelémoan aggregate purchase price consisting ofsh@@lion in cash and 19.7 million
newly issued shares of Level 3 common stock, vahieg66 million. The purchase price is subjectdustments based on working capital
other matters. The Company also incurred costpprfoximately $1 million related to the transactibevel 3 entered into certain transactions
with Progress Telecom prior to the acquisition afgPess Telecom by Level 3, whereby Level 3 reakash for communications services to
be provided in the future. As a result of the asifioin, Level 3 can no longer amortize this defémevenue into earnings and accordingly,
reduced the purchase price applied to the netsaasqtiired in the Progress Telecom transactiordhyiion, the amount of the unamortized
deferred revenue balance on March 20, 2006.

Level 3 filed a registration statement covering 18e7 million newly issued shares of Level 3 commtatk, which became effective on
March 24, 2006. These shares are subject to traresfgictions pursuant to the registration righgseement the Company entered into witl
Holding and others.

Progress Telecom is a regional wholesale netwarkices company based in St. Petersburg, Floridagréss Telecom’s network spans 9,000
miles, includes 29 metro networks and connectatirmational cable landings in South Florida andrgbile switching centers in the
southeastern region of the United States. Prodrelesom serves approximately 200 customers witfrafeeant concentration of

international and wireless carrier customers.

WilTel

On December 23, 2005, the Company acquired Wiffai Leucadia National Corporation and its subsidi&(together “Leucadia”). The
consideration paid consisted of approximately $88l0on in cash and 115 million shares of newlyuied Level 3 common stock (“Shares”),
valued at $313 million. The Company also incurrpdraximately $7 million of costs related to thiartsaction. The cash purchase price was
subject to postiosing adjustments based on actual working cagitdlother contractual items as of the closing.dat®arch, 2006, Leucac
and Level 3 agreed that the purchase price for 8/#ghould decrease by approximately $27 milliom assult of working capital and other
contractual post closing adjustments. As of MarthZ®06, the purchase price adjustment due to L2was still
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outstanding and included in Accounts Receivabléherconsolidated balance sheet. Level 3 receivgheat of the $27 million adjustment
the April 2006.

The preliminary valuation indicated that the faatue of the WilTel assets acquired exceeded tla adthe purchase price paid and the
liabilities assumed in the transaction. As a reshét excess value was applied against the failevad the property, plant and equipment
obtained in the transaction. The $27 million pdssing adjustment resulted in an additional de@@ashe fair value of property, plant and
equipment in the first quarter of 2006.

In accordance with the terms of a registrationteggreement between Level 3 and Leucadia datednbmsr 23, 2005, Level 3 filed a
registration statement covering the Shares, whidaime effective on December 27, 2005. On Marcl2@06, Leucadia sold all of the Shares
under the registration statement.

Pro Forma Financial Information

The following is unaudited pro-forma financial infilation of the Company assuming the WilTel and Rreg Telecom transactions occurred
at the beginning of the period presented

Pro-Forma Pro-Forma
Three months Three months
ended ended

(dollars in millions, except per share data March 31, 2006 March 31, 2005
Revenue $ 1,28C $ 1,42¢
Loss from Continuing Operatiol (167) (49
Income from Discontinued Operatio — —
Net Loss (167) (49
Net Loss per Shai $ 0.20 $ (0.06)

The fair value of the assets acquired and thelitigsiassumed in the Progress Telecom transaigibased upon a preliminary valuation and
is subject to change based on post-closing purgbréce adjustments and changes to the integrateomqf the combined business. The fair
value of assets acquired and liabilities assumeldarWilTel transaction is based upon a preliminaluation as of the acquisition date after
reflecting other contractual purchase price adjestisiand is subject to change due to integratiansplThe Company will continue to
evaluate assets acquired and liabilities assumseldban the valuation analysis and integration &fffmr the WilTel and Progress Telecom
transactions. The estimated fair value of assefgieerd and liabilities assumed for the Progresedah and WilTel transactions are as
follows.

Progress
(dollars in millions) Telecom WilTel
Assets:
Cash and cash equivale! $ — 8 12¢
Accounts receivabl 3 257
Other current asse 2 20
Property, plant and equipment, | 88 62¢
Goodwill 30 —
Identifiable intangible asse 25 152
Other asset — 26
Total Assett 14¢ 1,217
Liabilities:
Accounts payabl 1 204
Accrued payrol 1 29
Other current liabilitie: 3 67
Current portion of capital leas 1 —
Capital lease 8 —
Deferred revenu— Progress/WilTe 2 41
Deferred revenu- Level 3 4 2
Other liabilities — 90
Total Liabilities 12 42¢
Purchase Pric $ 13¢ $ 788
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3 . Discontinued Operations

On November 30, 2005, Level 3 sold)Structure to Infocrossing, Inc. for proceeds db $&llion which consisted of $82 million in cashcan
$3 million of Infocrossing common stock. The casinghase price is subject to post-closing adjustmkased on actual working capital as of
the closing date. Level 3 recognized a $49 millian on the transaction in the fourth quarter @320

The following is the summarized results of openadiof the ( )Structure business for the three months ended iM2it¢c 2005 .

Three Months

Ended
(dollars in millions, except per share data) March 31, 2005
Revenue! $ 17
Costs and Expense
Cost of revenu 13
Depreciation and amortizatic 2
Selling, general and administrati 2
Total costs and expens 17
Loss from Discontinued Operatio $ —

4 . Restructuring Charges

In the first quarter of 2006, the Company initiatearkforce reductions that are expected to affppreximately 850 employees in its North
American communications business related to tregnation of WilTel into Level 3’s operations. Thecaunting treatment for the severance
costs is dependent on whether those individuatctdtl are former WilTel employees or Level 3 empésy The estimated severance costs
earned by former WilTel employees as of the actjaisdate are included as a liability in the baksbeet as of the acquisition date.
Severance costs attributable to Level 3 employeesegorded as a restructuring charge in the s&teof operations once the employees are
notified that their position will be eliminated anéitheir severance arrangements.
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As of March 31, 2006, the Company had notifiedeominated approximately 384 employees (133 for L8wand 251 for WilTel) pursuant
these activities. The Company had recorded appiabeliyn $1 million in restructuring charges for ettt Level 3 employees and recognized
approximately $7 million of costs for former WilTemployees. As of March 31, 2006, the Company heidations of less than $1 million
for those Level 3 employees terminated or notifiglte workforce reduction attributable to the WilTmtlegration activities is expected to be
substantially complete by the end of 2006.

In the first quarter of 2006, Software Spectrunt, [fiSoftware Spectrum”) announced a workforce atiden that will affect approximately 95
people in its North American business due to dejia decision to enter into a business solutiartner arrangement for certain business
processes such as credit and collections, accpagthle and other administrative and back-officgitpms. These positions will be
transitioned in phases through the end of 200@&dommlance with Software Spectrum’s implementatiampThe Company will record the
expenses attributable to the incentive stay baheasseverance package and the outplacement feemfiloyees who are required to provide
more than 60 days of additional service to be leliigio receive the stay bonus, placement servicesaverance, over the incremental service
period. As of March 31, 2006, the Company had razegl $1 million of restructuring charges of whieks than $1 million of the obligation
associated with the business process outsourcingined outstanding.

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 emplksy@ its North American and European
communications business. As a result of the redactievel 3 incurred severance and related chafy@gproximately $15 million in the first
quarter of 2005. As of September 30, 2005, the Gamwad satisfied its obligations associated withfirst quarter of 2005 workforce
reduction.

A summary of the restructuring charges and relatgigity follows:

Severance and Relate Facilities Related

Number of Amount Amount

Employees (in millions) (in millions)
Balance December 31, 20 — — 3 19
2005 Charge 472 15 1)
2005 Payment (472 (15) (5)
Balance December 31, 20 — — 13
2006 Charge 22¢ 2 —
2006 Payment (98) (1) (2
Balance March 31, 20C 13C $ 1 3 11

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

The Company recognized $3 million of non-cash impant charges in the first quarter of 2006 thatilted from the decision to terminate
projects for certain voice services and certaiprimiation technology projects in the communicatibasiness. These projects have identifii
costs which Level 3 can separately evaluate foaimpent. The costs incurred for these projectduiting capitalized labor, were impaired as
the carrying value of these projects exceeded #stimated fair value.

5. Termination Revenue

Termination revenue is recognized when a custornsepdnects service prior to the end of the conaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revésag¢so recognized when customers
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts tattustomer no longer expects to meet
or when a customer and Level 3 renegotiate a ootntrader which Level 3 is no longer obligated to
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provide services for consideration previously reediand for which revenue recognition has beenrgife Termination revenue is reportec
the same manner as the original service providedi aanounted to less than $1 million and $129 nmilloiring the three months ended
March 31, 2006 and 2005, respectively. The ternonatvenue in 2005 is primarily attributable te flollowing two transactions.

In February, 2005, France Telecom Long Distance U3A (“France Telecom”and Level 3 finalized an agreement to terminataré fiber
agreement signed in 2000. Under the terms of theeagent France Telecom returned the fiber to LBvElash received for the fiber under
original agreement was deferred and was being &adrto revenue over the 20-year term of the agee¢nh.evel 3 has no further service
obligations with respect to the fiber and theref@®ognized approximately $40 million of unamortizieferred revenue as non-cash
termination revenue in the first quarter of 2005.

In March, 2005, Level 3 entered into an agreemettit 860networks (USA) Inc. (“360networks”) in whidioth parties agreed to terminate a
20-year IRU agreement. Under the new agreemente2@@nks returned the dark fiber originally providegLevel 3. Under the original IRU
agreement, signed in 2000, the cash received bgll3was deferred and was being amortized to rexvenar the 20-year term of the
agreement. As a result of this transaction, Lewalc®gnized the unamortized deferred revenue afoappately $86 million as non-cash
termination revenue in the first quarter of 2005.

6. Loss Per Share

The Company had a loss from continuing operationstfe three months ended March 31, 2006 and Zl0t&efore, the dilutive effect of the
approximately 418 million and 172 million sharesuigble pursuant to convertible debt securitiesatcki 31, 2006 and 2005, respectively,
have not been included in the computation of dilutess per share because their inclusion would baea antiilutive to the computation. |
addition, the dilutive effect of the approximaté&ly million and 50 million options, outperform stosftions, restricted stock units and
warrants outstanding at March 31, 2006 and 20@&peetively, have not been included in the comparadif diluted loss per share because
their inclusion would have been anti-dilutive te tomputation.

The following details the loss per share calculaifor the three months ended March 31, 2006 a8 2fbllars in millions, except per share
data):

Three Months Three Months
Ended Ended
March 31, March 31,
2006 2005
Loss from Continuing Operatiol $ (169 $ (77)
Income (Loss) from Discontinued Operatic — —
Net Loss $ (168 $ (77)

Total Number of Weighted Average Shares Outstandgggl to Compute Basic and Dilutive Earnir
Per Share (in thousanc 821,91¢ 690,21
Earnings (Loss) Per Share of Common Stock (Bagsidluted):

Loss from Continuing Operatiol $ (0.20) $ (0.1))
Income (Loss) from Discontinued Operatic — —
Net Loss $ (0.20 $ (0.11)
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7. Receivables

Receivables at March 31, 2006 and December 31, 2@0& as follows (dollars in millions):

Information
Communications Services Coal Total
March 31, 2006
Accounts Receivabl- Trade:
Services and Software Sa $ 412 $ 32z $ 9 % 74z
Allowance for Doubtful Account (19) (7) — (26)
$ 392 $ 31t $ 9 $ 717
December 31, 200!
Accounts Receivabl- Trade:
Services and Software Sa $ 40C $ 437 % 9 % 84¢
Allowance for Doubtful Account (17) (6) — (23)
$ 3832 $ 431 % 9 $ 82z

The Company recognized bad debt expense in sefiangral and administrative expenses of less thanifion in each of the three month
periods ended March 31, 2006 and 2005. Level 3veddess than $1 million of proceeds for amoumes/usly deemed uncollectible in
each of the three month periods ended March 316 28@ 2005. The Company increased accounts redeisa allowance for doubtful
accounts by approximately $5 million in the threenth period ended March 31, 2006 primarily duehtoc¢hange in business mix as a result
of the completion of the WilTel acquisition. The@pany decreased accounts receivable and allowandefibtful accounts by
approximately $1 million for the three month peremtled March 31, 2005 for previously reserved artsotive Company deemed as
uncollectible.

The $27 million payment for the purchase price sient that decreased the net purchase price d¥ifiel acquisition was outstanding at
March 31, 2006 and is included in the Communicatiaccounts receivable balance. Level 3 receive@2famillion payment from Leucadia
in April 2006.

8. Property, Plant and Equipment, net

Costs associated directly with expansions and irgments to the network and customer installatiomdiiding employee related costs, have
been capitalized. The Company generally capitalibsts associated with network construction, piomiag of services and software
development. Capitalized labor and related costsaated with employees and contract labor workingapital projects were approximately
$10 million and $12 million for the three monthsled March 31, 2006 and 2005, respectively. Includesapitalized labor and related costs
were less than $1 million and $1 million of capizatl non-cash compensation costs related to oatper$tock options, restricted stock and
warrants for the three months ended March 31, 20@62005, respectively.

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

Depreciation expense was $168 million and $15lienilfor the three months ended March 31, 2006 &b 2respectively.
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9. Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at March 310@@nd December 31, 2005 were as follows (doltarsillions):

Other
Goodwill Intangibles

March 31, 2006
360networks $ — % 3
Sprint — 14
ICG — —
Telverse — 14
Genuity — 24
WilTel — 147
Progress Telecot! 30 25
Software Spectrur 194 46
McLeod 40 —
XCOM 30 —

$ 294 3 278
December 31, 200!
360networks $ — % 4
Sprint — 16
ICG — 4
Telverse — 16
Genuity — 30
WilTel — 151
Software Spectrur 194 48
McLeod 40 —
XCOM 30 —

$ 264 $ 26¢

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom. A preliminary valuationlt# aissets acquired indicated a valu
$25 million for intangible assets with a 10 yeé&e.liThe intangible assets primarily include custofists.

Goodwill has been or will be assessed at leastallyifior impairment in accordance with SFAS No. 1B2ginning with the first anniversary
of the acquisition and December 31 of each yeaettfter. As of March 31, 2006, the Company has@odrded impairment expenses for the
goodwill or intangible assets identified in thepoais table.

Amortization expense was $22 million and $18 millfor the three months ended March 31, 2006 an8,2@3pectively.

The amortization expense related to intangibletagserently recorded on the Company’s books fehe# the five succeeding years is
estimated to be the following for the years endedddnber 31: 2006-$73 million; 2007-$45 million; 86881 million; 2009-$27 million and
2010 and thereafter-$87 million.

10. Long-Term Debt

At March 31, 2006 and December 31, 2005, long-tdetnt was as follows:
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March 31, December 31,

(dollars in millions) 2006 2005
Senior Secured Term Loan (11.82% due 2( $ 73C % 73C
Senior Notes (9.125% due 20( 39¢ 954
Senior Notes (11.0% due 20(C 78 132
Senior Discount Notes (10.5% due 20 62 144
Senior Euro Notes (10.75% due 20 60 59
Convertible Senior Notes (2.875% due 20 374 374
Senior Discount Notes (12.875% due 20 48¢ 48¢
Senior Euro Notes (11.25% due 20 12t 12:
Senior Notes (11.25% due 20! 96 96
Senior Notes (11.5% due 201 692 —
Fair value adjustment on Senior No (70 —
Senior Notes (10.75% due 20! 50C 50C
Floating Rate Senior Notes (11.42% due 2( 15C —
Issue discount on Floating Rate Senior N (5) —
Senior Notes (12.25% due 20! 25C —
Issue discount on Senior Not (8) —
Convertible Senior Notes (5.25% due 20 34t 34t
Convertible Senior Notes (10.0% due 20 88C 88C
Convertible Senior Discount Notes (9.0% due 2( 257 252
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
CBRE Commercial Mortgage (6.86% due 20 70 70
Capital Lease 9 —
Other 1 —
6,35¢ 6,02
Less current portio (1) —
$ 6,357 $ 6,027

The debt instruments above contain certain findmaeid non-financial covenants with which the Comphalieves it is in full compliance as
of March 31, 2006.

No interest expense or amortized debt issuance eese capitalized to property, plant and equipr@nthe three months ended March
2006 and March 31, 2005.

Debt Exchange

On January 13, 2006, the Company completed prastbange offers to exchange a portion of its onthiey 9.125% Senior Notes due 2008,
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaevireld by eligible holders in a
private placement for cash and new 11.5% SenioeNdtie 2010. The Company issued $692 million aggeggrincipal amount of 11.5%
Senior Notes as well as paid $46 million of cashsaderation in exchange for the 2008 Notes tenderéte transactions. The Company also
paid approximately $13 million in cash for totataged interest to the closing date on the 2008 d\ibtat were accepted for exchange.

Pursuant to the guidance in EITF No. 96-19, “Débtéiccounting for a Modification or Exchange of Débstruments” (“EITF No. 96-19"),
the Company accounted for the exchange of the %12&nior Notes and the 11% Senior Notes as angexsinment of debt and recognize
gain of approximately $27 million in Other Inconmethe first quarter of 2006. The gain was deterchinging the fair value of the new 11.5%
Senior Notes at the time of issuance. The fairevalithe 11.5% Senior Notes was approximately
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$73 million less than the face amount of the d€be accretion of the $73 million discount will keflected as interest expense. The 11.5%
Senior Notes were recorded at their fair valuehenttansaction date and will accrete to their faadae at maturity. Premiums paid to holders
of the 9.125% Senior Notes and the 11% Senior Nuft&41 million were applied against the gain otirguishment of debt.

In accordance with EITF No. 989, the exchange of the 10.5% Senior Discount Netesaccounted for as a modification of the existiebt
The premiums paid to the holders of the 10.5% Sebiscount Notes of $5 million were added to thestmg debt issuance costs and will be
amortized over the term of the 11.5% Senior Notes.

The Company incurred approximately $5 million dfdiparty costs associated with the exchange tcdiosa The costs were allocated to e
tranche of debt based on the amount tendered &vagxge. The $4 million of fees allocated to the9% Senior Notes due 2008 and the 11%
Senior Notes due 2008 were capitalized and withinertized to interest expense over the term ofdlpective notes. The $1 million of costs
allocated to the 10.5% Senior Discount Notes d@d82@ere expensed in the first quarter of 2006.

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

Aggregate

Principal

Amount Aggregate

Outstanding Principal Amount
Before Aggregate of Old Notes that Total Cash

2008 Notes Exchange Principal Amount Remained Premium
Exchanged Offers Tendered Outstanding Payment
9.125% Senior Notes due 20 $ 954 $ 55¢ $ 39 $ 36
11% Senior Notes due 20 13z 54 78 5
10.5% Senior Discount Notes due 2( 144 82 62 5

The exchange offers were made only to qualifietitinttonal buyers and institutional accredited ista#s inside the United States and to
certain non-U.S. investors located outside theadh$tates.

The 11.5% Senior Notes are senior unsecured oigigabf the Company, ranking equal in right of paytnwith the old notes not tendered in
the exchange offers as well as all other senioecungd obligations of the Company. The 11.5% SeMdates mature on March 1, 2010, and
bear interest at a rate per annum equal to 11 /B84rdst on the notes is payable on March 1 ance8dyar 1 of each year, beginning on
September 1, 2006. The Company may redeem somieobttze 11.5% Senior Notes at any time on orrdffarch 1, 2009, at 100% of their
principal amount plus accrued interest.

The 11.5% Senior Notes have not been registereeruhd Securities Act of 1933, as amended, andmoaie offered or sold in the United
States absent registration or an applicable exemftdm registration requirements. Level 3 entén¢al a registration rights agreement
pursuant to which it will file an exchange offegigtration statement with the Securities and Exgea@ommission with respect to the new
notes.
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New Debt

On March 14, 2006, Level 3 Communications, Incguaarantor and Level 3 Financing, Inc. (“Level 8a&tcing”), a whollyewned subsidiar

of the Company, as borrower, entered into two itgd®s with the Bank of New York, as trustee, asdésl $400 million in aggregate
principal amount of senior notes — $150 million iegggate principal amount of floating rate senioresadue 2011 (“Floating Rate Senior Notes
due 2011") and $250 million aggregate principal antef 12.25% senior notes due 2013 (“12.25% SeMaies due 2013"gach in a prival
offering.

Floating Rate Senior Notes due 2011

The Floating Rate Senior Notes due 2011 rank equaiht of payment with all other senior unsecuoddigations of Level 3 Financing and
have an initial interest rate equal to the six rhdmindon Interbank Offered Rate (“LIBOR?”), plus 8536, which will be reset semi-annually.
Interest on the notes is payable on March 15 apteSder 15 of each year, beginning on Septembe2(. The interest rate was 11.429
March 31, 2006 and was determined at the commenuesh¢he interest period beginning on the issuatate. The Floating Rate Senior
Notes due 2011 were priced at 96.782% of par. T¢eodnt is reflected as a reduction in |-term debt and is being amortized as interest
expense over the term of the Floating Rate SenibeiNdue 2011.

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

Year Redemption Price

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

On March 14, 2006, Level 3, Level 3 Financing dmalinitial purchasers of the Floating Rate Senioteld due 2011 entered into a registre
rights agreement relating to the Floating Rate &edxotes due 2011 pursuant to which Level 3 andeL8Vinancing agreed to file an
exchange offer registration statement with the 8gesi and Exchange Commission.

These senior notes have not been registered umel&etcurities Act of 1933 or any state securi@sland, unless so registered, may not be
offered or sold except pursuant to an applicabéamgtion from the registration requirements of teeBities Act of 1933 and applicable state
securities laws.

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

The 12.25% Senior Notes due 2013 are senior unsgalnligations of Level 3 Financing, ranking equaiight of payment with all other
senior unsecured obligations of Level 3 Financingerest on the notes accrues at 12.25% per yehisgayable on March 15 and
September 15 of each year, beginning on Septenth@0D6. The 12.25% Senior Notes due 2013 weregat 96.618% of par. The disco

is reflected as a reduction in long-term debt anoeing amortized as interest expense over thedéthe 12.25% Senior Notes due 2013.

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

2010 106.12'%
2011 103.06%
2012 100.00(%

On March 14, 2006, Level 3 and Level 3 Financing e initial purchasers of the 12.25% Senior Noi@s 2013 entered into a registration
rights agreement regarding the 12.25% Senior Ntiies2013 pursuant to which Level 3 and Level 3 iraitag agreed to file an exchange
offer registration statement with the Securitied Bxchange Commission.

These senior notes have not been registered umel&etcurities Act of 1933 or any state securi@ssland, unless so registered, may not be
offered or sold except pursuant to an applicabéamgtion from the registration requirements of teeBities Act of 1933 and applicable state
securities laws.

Debt issuance costs of approximately $5 millionevespitalized and are being amortized over the tdrthe 12.25% Senior Notes due 2013.

The debt represented by the 12.25% Senior Note2@li@ together with the Floating Rate Notes duel2fihstitutes purchase money
indebtedness under the indentures of Level 3, lamahé¢t proceeds from the offering was used to fiadhe cash purchase price of Level 3's
acquisition of WilTel, which was consummated on Emaber 23, 2005.

Capitalized Leases

As part of the Progress Telecom transaction on Mafg; 2006, the Company assumed certain capitse lebligations of Progress Telecom
for Indefeasible Right of Use (“IRU”) dark fiberdtities of $9 million. The capital leases matutevarious dates through 2021.

Future Debt Maturities

The Company’s contractual obligations at MarchZW6 related to debt, including capital leasesexuiuding issue discounts and fair value
adjustments, will require estimated cash paymemtsg each of the five succeeding years as foll@@€6-$1 million; 2007-$2 million;
2008-$600 million; 2009-$363 million and 2010-$Z3%illion and thereafter-$3,155 million.

11. Stock-Based Awards

Beginning January 1, 2006 the Company adopted S¥AI 23R, “Share-Based Payment.” The adoptionFdfSNo. 123R on January 1,
2006 did not have a significant effect on the Conypafinancial position or results of operationstlas Company adopted the expense
recognition provisions of SFAS No. 123, “Accountifog Stock-Based Compensation” in 1998. SFAS NXRR requires that estimated
forfeitures be included in the amount of expensegaized for instruments that are not fully vest&tie Company has historically recorded
the effect of forfeitures of equity instrumentstilasy occur. The effect of applying the change ftbmoriginal provisions of SFAS No. 123
on the Company’s results of operations and bagiadiluted earnings per share for the three monthde@ March 31, 2006 was insignificant.

As part of the SFAS No. 123R implementation, thenPany did not make modifications to grants maderpa January 1, 2006 which would
have resulted in a change in the compensation.costs

The Level 3 compensation committee (“*Compensatiom@ittee”) of the Level 3 board of directors (“Bdgrhas administered the Level 3
Communications, Inc. 1995 Stock Plan (Amended agst&ed as of April 1, 1998) (“Plan”) under theiéfehat the action of the Company’s
Board to amend and restate the Plan effective April998 had the effect of extending the origieafrt of the Plan to April 1, 2008. After a
further review of the terms of the Plan, howeviee, Company’s Compensation Committee has deterntiregchn ambiguity may exist as to
the date of expiration of the Plan. To remove ampiguity, the Level 3 Compensation Committee &edBoard have requested the Level 3
stockholders approve an amendment of the Plarhtsathe purpose of extending the term of the Pydiivb years to September 25, 2010.
This extension is subject to the requisite affiinestockholder vote at the 2006 Annual Meetin@tifckholders to be held on May 15, 2006.

The Company recognized in the consolidated stateofesperations a total of $15 million and $11 ioifl of non-cash compensation for the
three months ended March 31, 2006 and 2005, regelyctincluded in discontinued operations is reash compensation expense of less
$1 million for the three months ended March 31,2001 addition, the Company capitalized less thamillion and $1 million of non-cash
compensation for those employees and contractasthii involved in the construction of the netwairkstallation of customers or
development of the business support systems fahtiee months ended March 31, 2006 and 2005, regplc

SFAS No. 123R requires the benefit of tax dedustiorexcess of recognized compensation expensepoeted as a financing cash in flow if
the tax benefits are expected to be realizablethA€ompany is currently in a net operating lossitipn, Level 3's management does not
expect to realize tax benefits from share-basedensation.

The following table summarizes non-cash compensatipense and capitalized non-cash compensatighddhree months ended March 31,
2006 and 2005.

Three Months Ended March 31,
(dollars in millions) 2006 2005

0SO $ 4 $ 5
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Non-qualified Stock Options and Warrants

At March 31, 2006, there were approximately 14.8iom warrants outstanding ranging in exercise ggifrom $4.00 to $60.06. Of these
warrants, all were exercisable at March 31, 2008 wweighted average exercise price of $7.82nzarant.

The Company has not granted NQSOs since 2000.f Msuech 31, 2006, all NQSOs previously granted wetly vested and expensed. At
March 31, 2006, there were approximately 6 millMQSOs outstanding with exercise prices ranging f#n76 to $8.00. The weighted
average exercise price of the NQSOs outstandingd&ad at March 31, 2006.

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforatisioption (“OSQO”) program that was designed battthe Company’s stockholders
would receive a market return on their investmezioite OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management’s and stockhsldeterests by basing stock option value on tbhenfany’s ability to outperform the
market in general, as measured by the Standardo&$@'S&P”) 500 Index. Participants in the OSQ@ggram do not realize any value from
awards unless the Company’s common stock pricestiatpns the S&P 500 Index during the life of tharmgt When the stock price gain is
greater than the corresponding gain on the S&PIB@Ex (or less than the corresponding loss on & Bdex), the value received for
awards under the OSO plan is based on a formutdvimg a multiplier related to the level by whidetCompany’s common stock
outperforms the S&P 500 Index. To the extent thatdl 3's common stock outperforms the S&P 500 Indlex value of OSOs to a holder
may exceed the value of nonqualified stock options.

In August 2002, the Company modified the OSO progra target that no more than 25% of Level 3's edigrmance was delivered to
employee-owners, and that the exercise of pasfuante OSO grants does not exceed shares resawessfiance under the Company’s 1995
Stock Plan, as amended. The following modificatjaffecting August 19, 2002 and later grants, weaele to the Plan:

. OSO targets will be defined in terms of numieOSOs rather than a target theoretical dolédue.
. The success multiplier was reduced from eiigliour.

. Awards will continue to vest over 2 years &iade a 4-year life. However, 50% of the award wakt at the end of the first year
after grant, with the remaining 50% vesting over skecond year (12.5% per quarter).

The mechanics for determining the fair value ofratividual OSO is described below:

The initial strike price, as determined on the gagr to the OSO grant date, is adjusted over f{ithe “Adjusted Strike Price”), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéthee of the S&P 500 Index from the
date of grant to the date of exercise. The vafubeOSO increases for increasing levels of otitgperance. OSOs granted prior to

August 19, 2002 have a multiplier range from zereight depending upon the performance of Leveirfiraon stock relative to the S&P 500
Index as shown in the following table. OSOs grdmtegust 19, 2002 and later have a multiplier raingen zero to four depending upon the
performance of Level 3 common stock relative to38d> 500 Index as shown in the following table.
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If Level 3 Stock Then the Pre-multiplier Gain Is

Outperforms the Multiplied by a Success Multiplier of:

S&P 500 Index by: Pre August 19, 2002 Grants August 19, 2002 and Later Grants

0% or Less 0.00 0.00

More than 0% but Outperformance percentage Outperformance percentage
Less than 119 multiplied by 8/11 multiplied by 4/11

11% or More 8.00 4.00

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

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

OSO awards are granted quarterly to eligible paditts.

Awards granted prior to August 19, 2002 vest inaquarterly installments over two years and hafeiayear life. OSOs granted between
March 1, 2001 and August 18, 2002 are exercisaiheddiately upon vesting and have a four-year life.

The Company utilizes a modified Black-Scholes madelalue outperform stock options granted to erygés. The Company believes that
the relative short life of the options and the otveriables used in the model provide a reasonegiimate of the fair value of the option at the
time of grant.

The fair value under SFAS No. 123R for the appratety 1.9 million outperform stock options (“OSQiyarded to participants during the
quarter ended March 31, 2006 was approximatelyrfillibn using a modified Black-Scholes valuation aebwith the assumptions outlined
in the table below. The resulting theoretical egber option granted in 2006 is 153% of the staatepon the date the grant is communicated
to participants. The theoretical value of optignanted in 2005 was 116% of the stock price. boatance with SFAS No. 123R, the
Company used an estimated forfeiture rate of 10.iP&etermining expense recognition. As of Maréh 3006, the Company had not
reflected $13 million of unamortized compensatigpense in its financial statements for previoushnged OSOs. The weighted average
period over which this cost will be recognized i6 fears.

The fair value of each OSO grant equals the caledltheoretical value multiplied by the Level 3 ecoon stock price on the day prior to the
date the grant is communicated to participants.

Three Months Ended

March 31,
2006 2005
S&P 500 Expected Dividend Yield Rate 1.78% 1.99%
Expected Life 3.4 years 2 years
S&P 500 Expected Volatility Ra 12% 13%
Level 3 Common Stock Expected Volatility Ri 55% 55%
Expected S&P 500 Correlation Fac .28 .30
Calculated Theoretical Valt 153% 116%
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The assumptions used for 2006 were based on gradtactual exercises of OSOs previously grantesnployees. The data was further
stratified based on levels of responsibility witttie Company. The theoretical value used in 2086 determined using the weighted avel
exercise behavior for these groups of employeessuant to SFAS No. 123R, the Expected Life in 2id@6ides options that expired
unexercised at the end of the four year term. E}mected Life used in 2005 only considered thogmog that were actually exercised.
Volatility assumptions were derived using historidata as well as current market data.

As part of a comprehensive review of its long-t@empensation program, the Company temporarily swudgzkawards of Outperform Stock
Options in April 2005. During the second quarte2@05, the Company granted participants in the péstricted stock units, discussed
below.

Beginning in the third quarter of 2005, the Compasyed both restricted stock units and OSOs dopis long-term compensation
program. The Company plans to make annual grdméestricted stock units that vest ratably ovenfpears and plans to make quarterly C
grants to employees that have similar terms aetlis0s granted in the first quarter of 2005.

A summary of OSO activity for the three months ehiarch 31, 2006 follows:

Weighted Aggregate Weighted
Average Intrinsic Average Remaininc
Exercise Value Contractual
Number Price (in millions) Term
Outstanding at January 1, 2006 14,24597 $ 3.34
Options grante: 1,923,95 3.5¢
Options exercised (431,220 2.9¢
Options forfeited (236,507 2.7¢
Options expired (2,255,39i) 3.24
Outstanding at March 31, 2006 13,246,81 $ 341 % 85 2.63 year
Outstanding, exercisable (“vested”) 6,587,69: $ 407 $ 21 1.91 year

In the table above, the intrinsic value represdmssalue of OSOs that have outperformed the SRr&f¥X as of March 31, 2006.
The total realized value of OSOs exercised for ed¢he three month periods ended March 31, 20062895 was approximately $1 million.
Restricted Stock and Units

During the first quarter of 2006, approximately thilion shares of restricted stock or restricteatk units were granted to employees and
non-employee members of the Board of Directors. rEs&ricted stock units and shares were grant#uetoecipients at no cost. Restrictions
on transfer lapse over one to four year periods. falr value of restricted units and stock grante®006 was $1.6 million as calculated using
the value of the Level 3 common stock on the dé&yrpo the grant. As of March 31, 2006, the tataipensation cost related to nonvested
restricted stock or restricted stock units notrgebgnized was $22 million and the weighted avepg®d over which this cost will be
recognized is 2.8 years.
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For the three months ended March 31, 2006, thegesaim restricted stock and restricted stock wariégsshown in the following table:

Weighted Average

Number Grant Date Fair Value
Nonvested at January 1, 2006 23,376,84. $ 2.06
Stock and units grante 442,074 3.71
Lapse of restrictions (4,119,85() 2.16
Stock and units forfeited (628,457 2.13
Nonvested at March 31, 2006 19,070,60- $ 2.07

The fair value of restricted stock and restrictextls units is based on the market value of the Gomis stock as of the date of the grant. The
Weighed Average Grant Date Fair Value of restrictetk and restricted stock units granted durimgttinee months ended March 31, 2006
and 2005 were $3.71 and $3.67, respectively. @tz fiair value of restricted stock and restricsgack units vested during the three month
periods ended March 31, 2006 and 2005 was $9 midizd $2 million, respectively.

401(k) Plan

The Company and its subsidiaries offer their gieliemployees the opportunity to participate irefinged contribution retirement plan
qualifying under the provisions of Section 401(k}re Internal Revenue Code. Each employee isbddidgo contribute, on a tax deferred
basis, a portion of annual earnings generally m@xteed $15,000 in 2006. The Company matches Hi@¥hployee contributions up to 7%
of eligible earnings or applicable regulatory lignibr employees of the communications businesgesployees of Software Spectrum are
eligible to receive matching contributions of $f60 every dollar contributed up to 6% of eligiblerrings or applicable regulatory limits. 1
Company’s matching contributions are made with L&w@ommon stock based on the closing stock pricearh pay date. Employees are
able to diversify the Company’s matching contribatas soon as it is made, even if they are not fidsted. The Company’s matching
contributions will be fully vested upon completiohthree years of service. The Company made magatontributions of $4 million in each
of the three month periods ended March 31, 20062808, respectively, which were recorded as selljegeral and administrative expenses.

The Company made a discretionary contribution €401(k) Plan in Level 3 common stock as of Decarmthie 2005, equal to three percent
of eligible employees’ 2005 eligible earnings. Teposit was made into the employees’ 401(k) adsaduring the first quarter of 2006.

Employees of WilTel Communications that participatehe WilTel 401(k) Plan receive an employer rhaig cash contribution of 100% of
employee contributions up to 6% of eligible earsing regulatory limits which is invested in the saimvestment funds selected by
participants for employee contributions. The Conmypmade matching cash contributions of $2 millioniHe first quarter of 2006.

12. Industry and Segment Data

SFAS No. 131 “Disclosures about Segments of anrfnise and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial informat®available and which is evaluated regularly i,y Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent separate strategic business unitsftbadifferent products and serve different nesk The Company’s reportable segments
include: communications; information services aadlenining (See Note 1). Other primarily includéser corporate assets and overhead not
attributable to a specific segment.
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Adjusted OIBDA, as defined by the Company, consi$tsperating income (loss) before (1) depreciatiod amortization expense, (2) stock-
based compensation expense included within selfjiegeral and administrative expenses on the calaell statements of operations and
(3) any non-cash impairment costs included witlestnucturing and impairment expenses all as regpantethe consolidated statements of
operations. The Company excludes stock-based caapen due to the recording of non-cash compensatipense under the provisions of
SFAS No. 123R. Adjusted OIBDA is an important pErthe Company’s internal reporting and is an iathc of profitability and operating
performance used by the chief operating decisiokemar decision making group to evaluate perfornezaned allocate resources. It is a
commonly used indicator in the capital-intensivencaunications industry to analyze companies on #sishof operating performance over
time. Adjusted OIBDA is not intended to represegitincome or cash flow for the periods presentedpt calculated consistently with the
commonly used metric “EBITDA”, and is not recogrdagnder generally accepted accounting principl&€&A@P”) but is used by
management to assess segment results and allesateces.

The data presented in the tables following includé&smation for the three months ended March 0&and 2005 for all statement of

operations and cash flow information presented,sendf March 31, 2006 and December 31, 2005 fdyvadiince sheet information presented.
Information related to acquired businesses is thetfrom their respective acquisition dates. Regeand the related expenses are attributed
to countries based on where services are providéamation for the prior periods has been revidad to discontinued operations (See Note

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

presentation.
Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months ended March 31, 2006
Revenue
North America $ 76z $ 28t 18 — 1,06¢
Europe 42 145 — — 18t
Other — 17 — — 17
$ 804 $ 44t 18 — 1,267
Adjusted OIBDA:
North America $ 131 $ Q)
Europe 16 — — —
Other — — — —
$ 147 $ 3 1 D
Net Capital Expenditure:
North America $ 50 $ — — 51
Europe 8 — — — 8
Other — — — — —
$ 58 $ 1 — — 59
Depreciation and Amortizatiol
North America $ 16€ $ — 17C
Europe 20 — — — 20
Other — — — — —
$ 18¢ $ 3 1 — 19C
Three Months ended March 31, 200!
Revenue
North America $ 475 $ 28¢€ 17 — T7¢€
Europe 35 16€ — — 201
Other — 14 — — 14
$ 51C $ 46€ 17 — 99:
Adjusted OIBDA:
North America $ 205 % 2 2
Europe 2 3 — —
Other — — — —
$ 201 $ 5 3 (2
Net Capital Expenditure:
North America $ 51 $ 1 — — 52
Europe 8 — — — 8
Other — — — — —
$ 59 $ 1 — — 60
Depreciation and Amortizatiol
North America $ 144  $ — 14¢
Europe 21 — — — 21
Other — — — — —
$ 165 $ 3 1 — 16¢
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Communications Revenue and Adjusted OIBDA for tire¢ months ended March 31, 2006 and 2005 inckstethan $1 million and $129
million, respectively, of termination revenue.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Identifiable Assets
March 31, 2006
North America $ 581t $ 50€ $ 98 $ 97C $ 7,38¢
Europe 724 127 — 29 88(
Other — 13 — 2 15
$ 6,53¢ $ 64€ $ 2928 $ 1,001 $ 8,28¢
December 31, 200!
North America $ 5782 $ 584 % 90 $ 857 $ 7,31°
Europe 71€ 19C — 34 94(
Other — 20 — 4 24
$ 6,49¢ $ 794 $ 90 $ 89t $ 8,271
Long-Lived Assets (excluding Goodwill’
March 31, 2006
North America $ 5231 $ 71 $ 86 $ — 3 5,39¢
Europe 693 1 — — 694
Other — 1 — — 1
$ 593( $ 73 % 86 $ — % 6,08¢
December 31, 200!
North America $ 550 $ 67 $ 75 % — % 5,64¢
Europe 69¢€ 1 — — 697
Other — 1 — — 1
$ 6,19¢ $ 69 $ 75 $ — % 6,345
Goodwill
March 31, 2006
North America $ 10C $ 194 $ — 3 — 3 294
Europe — — — — —
$ 10C $ 194 $ — 3 — % 294
December 31, 200!
North America $ 70 $ 194 $ — % — 3 264
Europe — — — — —
$ 70 $ 194 $ — 3 — % 264

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

SBC Contract
(dollars in millions) Core Other Services Total

Communications Revenue

Three Months Ended March 31, 200¢

North America $ 348 $ 12z % 29z $ 762
Europe 41 1 — 42
Other — — — —

$ 38¢ $ 12 $ 292 $ 804

Three Months Ended March 31, 200¢

North America $ 281 $ 194 $ — % A7E
Europe 34 1 — 35
Other — — — —

$ 31t $ 195 % — 3 51C

Core Services for the three months ended MarcR@16 and 2005 includes less than $1 million an®3$tRlion, respectively, of terminatic
revenue.

The majority of North American revenue consistsefvices delivered within the United States. Thé¢onitg of European revenue consists of
services delivered within the United Kingdom bgceincludes France and Germany. Transoceanic revisrallocated to Europe.

The following information provides a reconciliatiofNet Income (Loss) to Adjusted OIBDA by opergtisegment, as defined by the
Company, for the three months ended March 31, 20@62005:

Three months ended March 31, 2006

Information

(dollars in millions) Communications Services Coal Mining Other

Net Income (Loss $ (166) $ @ $ — 3 —
Income Tax Expens (@D} 1 — —
Total Other (Income) Expen: 111 — — (1)
Operating Income (Los! (56) (@D} — (@)}
Non-Cash Impairment Char 3 — — —
Depreciation and Amortization Exper 18€ 3 1 —
Non-Cash Compensation Exper 14 1 — —
Adjusted OIBDA $ 147 $ 3 % 1 3 (1)
Three months ended March 31, 2005

Information

(dollars in millions) Communications Services Coal Mining Other

Net Income (Loss $ 79 $ 1 $ 2 3 Q)
(Income) Loss from Discontinued Operatic — — — —
Income Tax Expens — — — —
Total Other (Income) Expen: 102 — — (1)
Operating Income (Los! 26 1 2 2
Depreciation and Amortization Exper 16E 3 1 —
Non-Cash Compensation Exper 10 1 — —
Adjusted OIBDA $ 201 $ 5 $ 3 3 (2
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13. Other Matters

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

Communications, LLC, et al ., a purported class action covering 22 statesq fih state court in Madison County, lllinois. ulyd2001, Level 3
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc., et. al ., a purported two state class action filed inh8. District
Court for the District of Idaho. In November of Z)@he court granted class certification only foe state of Idaho, which decision is on
appeal. In September 2002, Level 3 Communicatioib€, and Williams Communications, LLC were namedlatendants irBmith et. al. v.
Sprint Communications Company, L.P., et al. , a purported nationwide class action filed inthdted States District Court for the Northern
District of Illinois. In April 2005, the Smith platiffs filed a Fourth Amended Complaint which didtrinclude Level 3 or Williams
Communications, Inc. as a party, thus ending bothpaniesinvolvement in the Smith case. On February 17, 208%el 3 Communication
LLC and Williams Communications, LLC were namediafendants ifMcDaniel, et. al., v. Qwest Communications Corporation, et al ., a
purported class action covering 10 states filethénUnited States District Court for the Northeristict of lllinois. These actions involve the
companies’ right to install its fiber optic cabletwork in easements and right-of-ways crossingtamtiffs’ land. In general, the companies
obtained the rights to construct their networksrfn@ilroads, utilities, and others, and have imstibiheir networks along the rights-of-way so
granted. Plaintiffs in the purported class actiassert that they are the owners of lands over wthieltompanies’ fiber optic cable networks
pass, and that the railroads, utilities, and otldrs granted the companies the right to constmdtraaintain their networks did not have the
legal authority to do so. The complaints seek danag theories of trespass, unjust enrichmentlander of title and property, as well as
punitive damages. The companies have also receawvedmay in the future receive, claims and demagidsed to rights-ofvay issues simile
to the issues in these cases that may be baseanhitar ©r different legal theories. To date, otliggn as noted above, all adjudicated attempts
to have class action status granted on compldlatsdgainst the companies or any of their subs&ianvolving claims and demands related
to rights-of-way issues have been denied.

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

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

It is customary in Level 3's industries to use was financial instruments in the normal courseusibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Ziccordance with specified terms and
conditions. As of March 31, 2006, Level 3 had ansling letters of credit of approximately $34 noifliwhich are collateralized by cash that
is reflected on the consolidated balance sheatsisated cash and securities.

14. Condensed Consolidating Financial Information

In October 2003, Level 3 Financing, Inc., a whalyned subsidiary of Level 3 Communications, Inte{’el 3 Financing”), issued

$500 million 10.75% Senior Notes due 2011. Thesesare unsecured obligations of Level 3 Finandiogyever, they are jointly, severally,
fully and unconditionally guaranteed on an unsedwwenior basis by Level 3 Communications, Inc. lagekl 3 Communications, LLC (a
wholly-owned subsidiary). The 10.75% Senior Notesewegistered with the Securities and Exchangerfission in 2005.
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In March 2006, Level 3 Financing, issued $150 willFloating Rate Senior Notes due 2011 and $25mil2.25% Senior Notes due 2013.
In addition, on April 6, 2006, Level 3 Financingigd an additional $300 million of 12.25% Seniotddadue 2013. These notes are
unsecured obligations of Level 3 Financing, howetray are fully and unconditionally guaranteedaorunsecured senior basis by Level 3
Communications, Inc. The Floating Rate Senior Ndtes 2011 and the 12.25% Senior Notes due 2013rw@veeen registered under the
Securities Act of 1933 or any state securities land, unless so registered, may not be offeredldrexcept pursuant to an applicable
exemption from the registration requirements of$eeurities Act of 1933 and applicable state sdeariaws.

In conjunction with the registration of the 10.73nior Notes, the accompanying condensed consalidithancial information has been
prepared and presented pursuant to SEC RegulatioR@e 3-10 “Financial statements of guarantord affiliates whose securities
collateralize an issue registered or being reg@stéiThis information is not intended to preser fimancial position, results of operations and
cash flows of the individual companies or groupsahpanies in accordance with generally accepteodusting principles.

Condensed Consolidating Statements of Operatiarthéathree months ended March 31, 2006 and 2d@wfoL_evel 3 Communications,
LLC leases equipment and certain facilities frofmeotwholly-owned subsidiaries of Level 3 Commurimag, Inc. These transactions are
eliminated in the consolidated results of the Comypa

Condensed Consolidating Statements of Operations
For the three months ended March 31, 2006

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — $ — $ 32C $ 99: $ (46) $ 1,267
Costs and Expense
Cost of Revenu — — 132 72¢ (43 817
Depreciation and Amortizatic — — 10¢ 81 — 19C
Selling, General and Administrati — — 18€ 13C 3 313
Restructuring and Impairment Char — — 4 1 — 5
Total Costs and Expens — — 431 94C (46) 1,32¢
Operating Income (Los! — — (117 53 — (58)
Other Income (Loss), ne
Interest Incom 4 — 3 2 — 9
Interest Expens (117) (37 — 2 — (150
Interest Income (Expense) Affiliates
net 20¢ 15¢ (37¢) 11 — —
Equity in Net Earnings (Losses) of
Subsidiaries (29¢) (419 42 — 67% —
Other Income (Expens 28 — — 3 — 31
Other Income (Loss (16¢€) (29¢) (339) 14 675 (110
Income (Loss) from Operations Before
Income Taxe: (16¢) (29¢) (4449) 67 675 (16€)
Income Tax (Expense) Bene — — — — — —
Net Income (Loss $ (16 $ (29¢) $ (4449 $ 67 $ 675 $ (16€)
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Condensed Consolidating Statements of Operations
For the three months ended March 31, 2005

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — $ — $ 477 $ 55t $ 39 % 99z
Costs and Expense
Cost of Revenu — — 14t 44¢ (35) 55¢
Depreciation and Amortizatic — — 11¢€ 51 — 16¢
Selling, General and Administrati 2 — 161 65 4 224
Restructuring and Impairment Char — — 11 4 — 15
Total Costs and Expens 2 — 43k 56€ (39 96€
Operating Income (Los! 2 — 42 (13 — 27
Other Income (Loss), ne
Interest Incom — — 3 1 — 4
Interest Expens (82) (32 — (D — (119
Interest Income (Expense) Affiliates
net 20C 12¢ (339 5 — —
Equity in Net Earnings (Losses) of
Subsidiaries (195) (297) (@D} — 487 —
Other Income (Expens 1 — 2 3 — 6
Other Income (Loss (75) (195) (329 8 487 (104)
Income (Loss) from Continuing
Operations Before Income Tax 77 (19%) (287) (5) 487 77
Income Tax (Expense) Bene = = = = = =
Income (Loss) from Continuing
Operations (77 (195) (287) (5) 487 (77
Income (Loss) from Discontinued
Operations = = = = = =
Net Income (Loss $ (77 $ (195) $ (287) $ 5% 487 $ (77)
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Condensed Consolidating Balance Sheets as of Mdré906 and December 31, 2005 follow:

Condensed Consolidating Balance Sheets
March 31, 2006

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

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

Cash and cash equivale $ 15 3 7 $ 48z $ 76 % — 58C

Marketable securitie 407 4 — 1 — 41z

Restricted cash and securit — 3 20 12 — 35

Accounts receivable, n — — 112 60E — 717

Due from (to) affiliates 10,21 5,12¢ (15,547 19¢ — —

Other 15 6 34 102 — 157
Total Current Asset 10,65( 5,14¢ (14,899 99t — 1,901
Property, Plant and Equipment,

net — — 3,33¢ 2,25( — 5,58¢
Marketable Securitie — — — — — —
Restricted Cash and Securit 16 — — 71 — 87
Goodwill and Intangibles, ni — — 71 49¢ — 567
Investment in Subsidiarie (6,459) (9,98)) 952 — 15,487 —
Other Assets, ne 46 27 13 55 — 141
Total Assets $ 4,25 % (4,805 $ (10,519 $ 3,867 $ 15,481 8,28¢
Liabilities and Stockholders’

Equity (Deficit)
Current Liabilities:

Accounts payabl $ — 8 1 % 157 $ 464 $ — 622

Current portion of long-term

debt — — — 1 — 1
Accrued payroll and employee
benefits — — 33 34 — 67

Accrued interes 85 34 — 1 — 12C

Deferred revenu — — 12¢ 11C — 23¢

Other 1 1 46 97 — 14E
Total Current Liabilities 86 36 35¢ 707 — 1,18¢
Long-Term Debt, less current

portion 4,662 1,617 — 78 — 6,351
Deferred Revenu — — 631 10z — 734
Other Liabilities 51 1 194 30E — 551
Stockholder Equity (Deficit) (54€) (6,459 (11,709 2,67¢ 15,48’ (54€)
Total Liabilities and

Stockholder Equity (Deficit)  $ 4,25 $ (4,805 $ (10,519 $ 3,867 $ 15,48: 8,28¢
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Condensed Consolidating Balance Sheets
December 31, 2005

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

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

Cash and cash equivalel $ 37 % 8 $ 27t $ 132 % — 3 452

Marketable securitie 1732 3 — — — 17¢

Restricted cash and securit — 3 20 11 — 34

Accounts receivable, n — — 84 73¢ — 82:%

Due from (to) affiliates 10,117 4,61 (14,859 125 — —

Other 16 4 29 13€ — 18E
Total Current Asset 10,34: 4,631 (14,44%) 1,141 — 1,67C
Property, Plant and Equipment,

net — — 3,40¢ 2,22¢ — 5,63¢
Marketable Securitie 234 — — — — 234
Restricted Cash and Securit 16 — — 59 — 75
Goodwill and Intangibles, ni — — 85 44¢ — 53¢
Investment in Subsidiarie (6,25)) (9,65)) 80z — 15,10( —
Other Assets, ne 44 21 14 48 — 127
Total Assets $ 4.38¢ $ (4,999 $ (10,139 $ 3,92 $ 15,10C $ 8,27
Liabilities and Stockholders’

Equity (Deficit)
Current Liabilities:

Accounts payabl $ — 3 1 3 141 % 64t $ — 3 787

Current portion of long-term

debt — — — — — —
Accrued payroll and employee
benefits — — 46 50 — 96

Accrued interes 83 18 — 1 — 102

Deferred revenu — — 13¢€ 12¢ — 26¢€

Other 1 2 50 11¢ — 172
Total Current Liabilities 84 21 37k 943 — 1,42:
Long-Term Debt, less current

portion 4,722 1,23(C — 71 — 6,02z
Deferred Revenu — — 633 11t — 74¢
Other Liabilities 56 1 19¢ 30¢ — 55¢
Stockholder Equity (Deficit) (47¢€) (6,25 (11,339 2,49( 15,10( (47€)
Total Liabilities and

Stockholder Equity (Deficit)  $ 4,38¢ $ (4,999 $ (10,139 $ 3,92 $ 15,10C $ 8,271
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Condensed Consolidating Statements of Cash Flomteéathree months ended March 31, 2006 and 2d@mfo

Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2006
(unaudited)

Level 3
Communications,

Level 3

(dollars in millions) Inc. Financing, Inc.

Communications,

Subsidiaries

Eliminations

Total

Net Cash Provided by (Used i
Operating Activities $ 99 $

Cash Flows from Investing Activitie

Proceeds from sale and maturity of

marketable securitie —
Purchases of marketable securi —
Decrease (increase) in restricted cash

and securitie —
Capital expenditure —
Investments and acquisitio —
Proceeds from sale of property, plai

and equipment and other ass —

(220 $

5%

(27)
(70)

48 $

(12)
(32

(63)

(12)
(59
(70)

Net Cash Used in Investing Activitii —

Cash Flows from Financing Activitie

Long-term debt borrowings, net of

issuance cos! —
Purchases and payments on long-term

debt, including current portion (net

of restricted cast (52)
Increase (decrease) due from affilia

net 123

(95)

29¢€

(44)

(67)

(139

Net Cash Provided by (Used i
Financing Activities 72

Effect of Exchange Rates on Cash and
Cash Equivalent —

29¢

(61)

Net Change in Cash and Cz
Equivalents (22

Cash and Cash Equivalents at Beginn
of Period 37

27%

(56)

132

12¢

452

Cash and Cash Equivalents at End of
Period $ 15 %

482 $

76 $

58C
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Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Net Cash Provided by (Used i
Operating Activities $ (56) $ (20) $ 34 3% 17 s — $ (59

Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie — — 50 — — 50
Purchases of marketable securi — — — — — —
Decrease (increase) in restricted cash

and securitie — 2 2 (@D} — Q)
Capital expenditure — — (23 (37 — (60)
Proceeds from sale of property, plant

and equipment and other ass — — 1 — — 1

Net Cash Provided by (Used i
Investing Activities — 2 26 (38) — (10

Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cos! — — — — — —
Purchases and payments on long-te

debt, including current portic — — (24) Q) — (25)
Increase (decrease) due from affilia
net 57 11 (81) 13 — —
Net Cash Provided by (Used i
Financing Activities 57 11 (10%) 12 — (25)
Net Cash Used in Discontinu
Operations — — — (8) — (8
Effect of Exchange Rates on Cash an
Cash Equivalent — — (4 (1) — (5)
Net Change in Cash and Cz
Equivalents 1 @) (49 (52 — (107)
Cash and Cash Equivalents at Beginning
of Period 3 17 24E 17€ — 442
Cash and Cash Equivalents at End of
Period $ 4% 10 $ 19€ $ 12€ $ — $ 33€

15. Subsequent Events
Debt Offering

On April 6, 2006, the Company issued $300 milliggegate principal amount of 12.25% Senior Notes203. These notes were issued at
a premium of 102% to the principal amount of theesoThese notes together with the $250 milliorreggte principal amount of 12.25%
Senior Notes due 2013 issued on March 14, 2006witreated under the same indenture as a siagksf notes. The notes are senior
unsecured obligations of Level 3 Financing, rankéngal in right of payment with all other seniosaoured obligations of Level 3 Financil
Level 3 has guaranteed the 12.25% Senior Note2@1@. The notes will mature on March 15, 2013.regeon the notes is payable on
March 15 and September 15 of each year, beginmirgeptember 15, 2006.
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These notes have not been registered under theitiescAct of 1933 or any state securities laws,amdess so registered, may not be offered
or sold except pursuant to an applicable exemgtmmn the registration requirements of the Secigifiet of 1933 and applicable state
securities laws.

ICG Communications Acquisition

On April 14, 2006, Level 3 signed a definitive agreent to acquire all of the stock of ICG Communars, Inc. (“ICG Communications”), a
privately held Colorado-based telecommunicatiomagany, from MCCC ICG Holdings, LLC (“MCCC"). Undéme terms of the agreement,
Level 3 expects to pay total consideration of $a6iion, consisting of $127 million in unregisterstiares of Level 3 common stock and $36
million in cash, subject to adjustments based orking capital and other matters. The number ofeshaf Level 3 common stock to be
delivered will be determined immediately prior tosing. Level 3 has the right to substitute caslein of delivering shares of its common
stock. The transaction does not include ICG Comupatiuns’ investments in New Global Telecom or MpoWwelding Corporation. Closing

is expected to occur mid-year 2006 and is subgectistomary closing conditions, including receipapplicable state and federal regulatory
approvals.

The shares of Level 3 common stock issued, if aily/pe sold to MCCC pursuant to the exemption froggistration contained in Section 4
(2) of the Securities Act of 1933, as amended.

Level 3 intends to enter into a registration rigigseement on the closing of the transaction vagipect to the Level 3 common stock issue
MCCC as part of the purchase consideration. Putgaahe registration rights agreement, Level 3 &l required to file a registration
statement covering the shares of Level 3 commarksssued to MCCC under the Purchase Agreementnafitre business days following
the consummation of the transaction. The Levelrroon stock will also be subject to certain transéstrictions that limits the number of
shares MCCC can sell on any given day.

TelCove Acquisition

On April 30, 2006 Level 3 signed a definitive agremt to acquire all of the stock of TelCove, If@elCove”), a privately held
Pennsylvania-based telecommunications company. iiedes of the agreement, Level 3 will pay totaisideration of $1.238 billion,
consisting of $637 million in shares of Level 3 coon stock, $445 million in cash and $156 milliortlie assumption of debt.

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

After integration, TelCove’s metropolitan and regabnetworks will connect Level 3's national backbmetwork directly to traffic
aggregation points. These aggregation points ircbttler carriers’ points of presence, local teleoomications companies’ central offices,
wireless providers’ switch centers, colocation dath centers, cable company head ends, and higiwixth enterprise locations. Before the
pending acquisitions of TelCove and ICG Commundgatiand the completed acquisition of Progress dalet.evel 3 already had extensive
metro infrastructure in 36 markets, connectinggpraximately 900 traffic aggregation points, andiéle3 believes that these facilities have
been a competitive advantage. The acquisition ofifeiss and, after close, of TelCove and ICG Comaatioins is expected to increase the
number of traffic aggregation points to approxinhatge000 in the U.S. and approximately 5,200 glgbal

The number of shares of Level 3's common stocketddlivered at closing will be determined prioctosing, but in no case will the number
of shares that Level 3 is required to deliver asitig be greater than approximately 166 milliorrebar less than approximately 111 million
shares. Closing is subject to customary conditiomduding receipt of applicable state and fedeggllatory approvals, and is also subject
vote to approve an increase in the number of aizdishares of Level 3's common stock (or any adjment thereof), which is scheduled to
occur at Level 3's 2006 Annual Meeting of
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Stockholders on May 15, 2006. The holders of mbaa ta majority of TelCove’common stock have irrevocably approved the tctizsaant
therefore, the transaction is not subject to amitahal approvals by TelCove'’s securityholdersosihg is expected to occur in the third
quarter of 2006.
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

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

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8r@munications, Inc. and its subsidiaries (“Leveb8the “Company”). When used in this
document, the words “anticipate”, “believe”, “plarigstimate” and “expect” and similar expressiasthey relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetdaimties and assumptions. Should one or moreesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatsults may vary materially from those descrilvethis document. For a more detailed
description of these risks and factors, pleasd¢tme€ompany’s 2005 Annual Report on Form 10-K fikdgth the Securities and Exchange

Commission and Item 1A in this quarterly reportkmrm 10-Q.

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

Communication Services

The Company is a facilities based provider of aadrmange of integrated communications serviceseR@y for communications services is
recognized on a monthly basis as these servicggraveled. For contracts involving private line,weéengths and dark fiber services, Level 3
may receive ugront payments for services to be delivered foedqu of up to 20 years. In these situations, L@weill defer the revenue at
amortize it on a straight-line basis to earningsrdfie term of the contract.

The Company separates its communication serviteshinee separate categories: 1) Core Communicagenvices, 2) Other
Communications Services, and 3) SBC Contract Sesvieach category of revenue is in a different pludishe service life cycle, requiring
different levels of investment and focus and pringddifferent contributions to the Company’s AdgtOIBDA. Management of Level 3
believes that growth in revenue from its Core Comitations Services is critical to the long-termesgs of its communications business. At
the same time, the Company believes it must coatinumanage effectively the positive cash flowsrfits SBC Contract Services and its
Other Communications Services including the Comjfsamature managed modem business and its relatgat@eal compensation. The Core
Communications Services group includes transpattiafrastructure, IP and data services, voice apakWideo services. The Other
Communications Services group includes managed maa&l related reciprocal compensation and legacyaged IP service business. In
2005, Other Communications Services included DSiregpation services which are no longer provided $BC Contract Services product
group includes all the revenues related to the $BSter Services Agreement contract, which was pnbthin the December 23, 2005
acquisition of WilTel.

The Company’s transport and infrastructure senviigelside colocation services, wavelength, private,ldark fiber and transoceanic services.
Growth in transport and infrastructure revenueigely dependent on increased demand for bandwédthices and available capital of
companies requiring communications capacity foirtben use or in providing capacity as a servicavjter to their customers. These
expenditures may be in the form of up-front payreemtmonthly payments for private line, wavelengtilark fiber services. An increase in
demand may be partially offset by declines in pniting.
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IP and data services primarily include the Compsaimgh speed Internet access service and IP-VRNcssr Level 3's high speed Internet
access service is a high quality and high-speexriat access service offered in a variety of caigaciThe Company’s IP-VPN services
permit businesses of any size to replace multiptevarks with a single, cost-effective solution thatatly simplifies the converged
transmission of voice, video, and data. This cogerce to a single platform can be obtained witlsaatificing the quality of service or
security levels of traditional ATM and Frame Ret#ferings. IP-VPN services also permit customergrtoritize network application traffic
so that high priority applications, such as voind &ideo, are not compromised in performance byfltve of low priority applications such :
email.

The conversion from narrow band dial-up servicesigher speed broadband services is expected ieaise demand for the Company’s

IP and data services. Revenue growth in this ardapendent on the continued increase in usagethyenterprises and consumers and the
pricing environment. An increase in the reliabikityd security of information transmitted over thtetnet and declines in the cost to transmit
data have resulted in increased utilization of evterce or web based services by businesses. Thpabgmhowever, continues to
experience lower revenue growth due to price coegdoa for its IP and data services. These decliree partially offset by an approximate
57% increase in IP and data traffic, excludindfitadttributable to WilTel, for the first quartef 8006 compared to the first quarter of 2005.
Including WilTel, IP and data traffic increased 8#¥he first quarter of 2006. Current high levefsavailable capacity and the numerous
companies competing in this market have resultedhviary competitive pricing environment.

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

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

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

The Company has developed voice services thatttingge and existing markets. The Company beli¢gvasthe efficiencies of Level 3's IP
and optical based network, including its Softswitethnology, will provide customers a lower costm@ative than the existing circuit-
switched networks. The Company is moving quicklgéwelop both its capability to market and selhe voice market and develop the
internal systems and processes necessary to supparéw services being launched. The revenue faitéor voice services is large;
however, the revenues and margins are expectazhttae to decline over time as a result of the tmwcost IP and optical based
technologies. In addition, the market for voicevgass is being targeted by many competitors, séweénahich are larger and have more
financial resources than the Company.
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Vyvx provides audio and video programming for itstomers over the Company’s fiber-optic network aiadsatellite. It uses the Compasay’
fiber-optic network to carry many live tradition@oadcast and cable television events from theo$itee event to the network control centers
of the broadcasters of the event. For live evelhtsresthe location is not known in advance, sudbresking news stories in remote locations,
Vyvx provides an integrated satellite and fiberiopetwork based service to transmit the conteitstoustomers. Most of Vyvx’'s customers
for these services contract for the service onvamieby-event basis; however, Vyvx has some custembo have purchased a dedicated
point-to-point service which enables these custsrteetransmit programming at any time.

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

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

The Company and its customers continue to see omrsumigrate from narrow band dial-up servicesighér speed broadband services as
the narrow band market matures. This trend is @rgeto result in declines in managed modem revénttee future. The Company
recognized approximately $80 million of managed eradevenue in the first quarter of 2006, a 25%idedtom the same period in 2005.
These declines may be mitigated in the mid to lohgien by growth in IP-based services offered ey @ompanythat address the market sl
to higher speed broadband services. Level 3 balithat the low cost structure of its network wilable it to aggressively compete for new
business in the IP-based market.

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

Legacy managed IP services primarily include loeespservices which utilize ATM technology, as vesllVPN and managed security
services. The Company’s legacy Internet accesséssiconsists primarily of a business that wasieadjin the Genuity transaction in 2003.
The Company has elected not to pursue additiorstbmers and limit the capital invested in this comgnt of its business.

The SBC Master Services Agreement was an agredmémeen SBC Services Inc. and WilTel and was aeduir the WilTel transaction in
December 2005. Recently, SBC Services Inc. becasubsidiary of AT&T Inc., (together “SBC"WilTel and SBC amended their agreemr
in June 2005 to run through 2009 and it providgsoss margin purchase commitment of $335 milliamfiDecember 2005 through the end
of 2007, and $75 million from January 2008 throtigdh end of 2009. The remaining gross margin comenitrfor this contract was $259
million as of March 31, 2006. Only purchases ofnat-services count toward satisfaction of this pase commitment. Originating and
terminating access charges paid to local phone aamap are passed through to SBC in accordanceavidimula that approximates cost.
Additionally, the SBC Master Services Agreementvites for the payment of $50 million from SBC ifrtz@n performance criteria are met
Level 3. If Level 3 meets the performance criteitiss eligible to earn $25 million in 2006 and $&fillion in 2007.

Level 3's management continues to review all of@lmenpany’s existing lines of business and servftariags to determine how those lines
of business and service offerings assist with thm@any’s focus on delivery of communications arfdrimation services and meeting its
financial objectives. To the extent that certaine$ of business, business segments or servicéngfeare not considered to be compatible
the delivery of the Company’s services or with atitay financial objectives, Level 3 may exit thdsees of business, business segments or
stop offering those services.
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Management focuses on Adjusted OIBDA, cash flowmfoperating activities and capital expenditureassess the operating performanc
the communications business. Management belieatRtfjusted OIBDA, when viewed over time, reflettie operating trend and
performance of its communications business. AdfU&EBDA, or a similar measure, also is an indicatbperformance used by Level 3's
competitors and is used by management in evaluegiatjve performance.

Management of Level 3 believes the introduction@iv services or technologies, as well as the fudbgelopment of existing technologies,
may reduce the cost or increase the supply ofioestavices similar to those provided by Level BeTbility of the Company to anticipate,
adapt and invest in these technology changesiimedyt manner may affect the future success of the@any.

The Company completed the initial planned deploytnoéthe next generation of optical transport tembgy in its North American and
European networks in the fourth quarter of 2005 eandly in the first quarter of 2006, respectivaliile Company has decided to deploy the
technology for additional routes in North AmericedéEurope and completed the deployments on thegesa the first quarter of 2006. The
Company began an upgrade of its IP backbone teanah the third quarter of 2005. Level 3 belietiest this deployment of new equipmi
to the existing network equipment will allow ther@pany to optimize the amount of traffic it carreager the network and lower the cost of
providing services.

In order to expand its service offerings in Euradpe, Company expects to invest $20 million for ekdder based expansion in nine Europ
markets. The dark fiber is expected to replacaippkement existing wavelength capacity.

The communications industry continues to consodidaével 3 has participated in this process withabquisitions of WilTel and Progress
Telecom and the proposed ICG Communications an@dova transactions described below. Level 3 willtzore to evaluate consolidation
opportunities and could make additional acquis#ion2006.

The successful integration of these businessed.mel 3 is important to the success of Level 32 Tompany must quickly identify
synergies, integrate the networks and support @gaons while maintaining the service quality lesvexpected by customers.

Level 3 has embarked on a strategy to expand itermumetro presence. The strategy will allow@wmpany to terminate traffic over its
owned metro facilities rather than paying thirdtjgerto terminate the traffic. Level 3's ability provide high-speed bandwidth directly to
customer facilities is expected to be a competitifeantage as local exchange companies often doroaitle this service. The Company
intends to offer the traditional set of serviceshiase markets and concentrate its sales effortiseobandwidth intensive businesses. The
expansion into new metro markets should also peautlitional opportunities to sell services on@oenpany’s national and international
networks. This new metro strategy includes thausitipn of Progress Telecom and the proposed atttpnis of ICG Communications and
TelCove described below.

The Company is focusing its attention on 1) growiegenue through Core Communications Servicesp@firtuing to show improvements in
Adjusted OIBDA as a percentage of revenue, 3) cetimg the integration of acquired businesses, 4)agimg cash flows provided by its
Other Communications Services and SBC Contracti@=yvand 5) developing its metro business. Thieipated change in the composition
of the Company’s revenue will require the Compangnainage operating expenses carefully and conteiitsaapital expenditures on those
technologies and assets that will enable the Comnfradevelop its Core Communications Services furind replace the decline in revenue
and earnings from Other Communications ServicesSB1@ Contract Services.

In addition to the operational metrics mentionedwe) the Company is also focusing on improvingdiggsidity, financial condition, and
extending the maturity dates of certain of its dmid lowering the effective interest rate on itsstanding debt over the long term. In
January 2006, the Company completed the exchanggvefal tranches of its debt maturing in 2008faew tranche of debt maturing in
2010. The Company was able to extend the matuaity df approximately $692 million of debt due ir08Go March 2010.

In March 2006, Level 3 issued $150 million of FingtRate Senior Notes due in 2011 and $250 millibh2.25% Senior Notes due in 2013.
In April 2006, the Company issued an additionalG8&0llion of the 12.25% Senior Notes due in 201Beproceeds from these offerings
were used to fund the cash portion of the WilTal Bnogress Telecom acquisitions as well fund tie ebconstruction, installation,
acquisition, lease, development or improvementioéioassets to be used in Level 3's communicatmisiness. The Company will continue
to look for opportunities to improve its financiabsition in 2006 and focus its resources on growawgnue and managing costs for the
communications business.
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Information Services

On November 30, 2005, the Company sold its whollyred subsidiary, i()Structure, LLC, which provided computer outsougcservices
primarily to small and medium-sized businesses. Cbmpany’s information services business is nowpnised of Software Spectrum, Inc.
(“Software Spectrum”). Software Spectrum is a glabaeller of business software, primarily to laegel medium sized businesses. Software
Spectrum recognizes revenue at the time the praglstipped or in accordance with the terms oflitensing contracts. Sales under certain
licensing programs permit Software Spectrum to gece only a service fee paid by the software @higli as revenue. Software Spectrun
experienced an increase in sales under this forimesfsing program and management expects furtdhgptaon of agency licensing programs
in the future. The Company’s ability to resell sadte is influenced by the general economic enviremnspecifically in North America and
Western Europe, as well as the level of IT spenétindpusiness software by large and medium sizedpamies.

The software distribution and resale businessiig sempetitive with profitability largely dependempon rebates received from the software
publishers and suppliers. The amount of rebatesved from a publisher or supplier is tied diredtiythe value of software sold for that
publisher or supplier. These programs vary bufichlly contain sales targets that are tiered sb3lofiware Spectrum can earn higher rebates
on incremental sales above certain sales targéiesnatively, Software Spectrum may forfeit publstand supplier rebates if certain
minimum sales targets are not achieved. As suchnibt uncommon for software resellers, includaftware Spectrum, to price software at
or below their cost in order to attain the nexesahrget and thus earn higher rebates from satpiablishers and suppliers.

Microsoft Corporation (“Microsoft”) is the primanyrovider of business software to the Company’sv@&nfé Spectrum business. If Microsoft
should successfully implement programs for theaflisale of software through volume purchase agratsma other arrangements intended to
exclude the distribution or resale channel, Sofen&pectrum’s results of operations would be mdlg@ad adversely affected.

In 2005, Microsoft notified Software Spectrum obposed changes to Microsoft's sales agency prograich, once finalized by Microsoft,
will take effect for customer contracts entered iafter July 1, 2006. All contracts completed ptaduly 1, 2006, will be grandfathered un
the existing sales agency program. Under the pasposvised program for agency type sales as clyrérafted, the number of performance
metrics against which Software Spectrum is measanedthe standard of performance on those metricexpected to increase. Based on a
preliminary evaluation of Microsoft's proposed prag changes, Software Spectrum expects that thar@rbdagency fees it earns from
Microsoft will be reduced over the three-year péiiio which it is implemented. Due to the grandfaitig of existing sales agency program
sales, however, Software Spectrum anticipategtieghrogram changes will not have a significare@fbn Software Spectrum’s results of
operation or financial position in 2006. Microshéts yet to finalize the proposed changes, andSbétsvare Spectrum is not able to
definitively determine the effects of Microsoft'sgposed changes on its results of operations aatdial position after July 1, 2006.

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

Coal Mining

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

Critical Accounting Policies

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

The Company adopted SFAS No. 123R on January B. ZJIAS No. 123R requires that compensation ctating to share-based payment
transactions be recognized in the financial statésneased on the fair value of equity or liabiligtruments issued. The Company adopted
the expense recognition provisions of SFAS No. 128counting for Stock-Based Compensation” in 199Berefore, the effect of applying
the change from the original provisions of SFAS W23 on the Company’s financial position or resafteperations for the three months
ended March 31, 2006 was insignificant.

The Company also adopted Emerging Issues Task Fsgae No. 04-6, “Accounting for Stripping Costsurred during Production in the
Mining Industry” (“EITF No. 04-6") effective Januad, 2006. EITF No. 04-6 concluded that strippingts incurred during the production
phase of a mine are variable production costssthaild be included in the costs of the inventodpiced during the period that the stripping
costs are incurred. EITF No. 04-6 further defimegentory produced as mineral that has been extta8iea result, stripping costs related to
exposed, but not extracted mineral must be expessé@tturred rather than deferred until the minisraktracted. The Comparsytoal mining
business had previously deferred stripping costiseamortized these costs over the period in whietutiderlying coal is mined. The
Company'’s adoption of EITF No. 04-6 on JanuaryQQ@&required it to adjust beginning retained eaysi@accumulated deficit) for the
amount of prepaid stripping costs previously defériThe Company decreased beginning equity by $®mas a result of the adoption of
EITF No. 04-6.

First Quarter 2006 vs. First Quarter 2005

Revenuefor the periods ended March 31, is summarized k®afs (dollars in millions):

Three Months Ended

March 31,
2006 2005
Communication $ 804 $ 51C
Information Service: 44t 46¢€
Coal Mining 18 17
$ 1,261 $ 99z

Communicationsrevenue is separated into three categories: 1) Conemunications Services (including transport mfichstructure
services, wholesale IP and data services, voisgcesrand Vyvx services), 2) Other Communicatioass/Bes (including managed modem
and its related reciprocal
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compensation, DSL aggregation, and legacy mandgsdrvices), and 3) SBC Contract Services. Revatirbutable to these service
categories is provided in the following table:

(dollars in millions) 2006 2005

Core Communications Service

Transport and Infrastructu $ 196 % 24¢
Wholesale IP and Da 64 41
Voice 98 26
Vyvx 29 —
38¢ 31t

Other Communication Service
Managed Moden 79 107
Reciprocal Compensatic 26 28
Managed IF 18 23
DSL Aggregatior — 37
128 19t
SBC Contract Service 292 —
Total Communications Reven $ 804 $ 51C

The Company’s Core Communications Services inctba3@o in the first quarter of 2006 compared tofifg quarter of 2005. Excluding
termination revenue of $129 million in the firstagter of 2005, Core Communications Services revevaudd have increased 109% in 2006.
Transport and infrastructure revenue in 2005 inefuthe $129 million of termination revenue attrihlé to agreements reached with France
Telecom and 360networks relating to the terminatibexisting dark fiber lease agreements with thnss#tomers described below. Excluding
this termination revenue, transport and infrastrreetevenue would have increased 66% in 2006 fro@®2The primary factor leading to this
increase is the inclusion of revenue attributablegerations acquired in the WilTel transactiodgcember 2005. In addition, increased
demand for colocation space in large markets irtiNAmerica and Europe, and an increase in wavetereytenue due to sales to
360Networks, France Telecom and other new andiegististomers also contributed to the increaseaimsport and infrastructure revenue.

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

In March 2005, Level 3 entered into an agreemetit @0networks in which both parties agreed to eate a 20year IRU agreement. Unc
the new agreement 360networks returned the daek €iiginally provided by Level 3. Under the originRU agreement, signed in 2000, the
revenue associated with the cash received by L3weals deferred and amortized to revenue over thged@term of the agreement. As a
result of this transaction, Level 3 recognizeduhamortized deferred revenue of approximately $86om as non-cash termination revenue
in the first quarter of 2005. The wavelength salescribed above were a part of this transaction.

The Company expects to recognize termination rexémthe future if customers desire to renegotiatgracts or are required to terminate
service. The Company is not able to estimate tkeifip value of these types of transactions uhglytoccur, but does not currently expect to
recognize significant termination revenue for tbeefeeable future.
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Wholesale IP and data services revenue increasg@Did primarily due to the customers obtained eWilTel transaction. Wholesale IP and
data revenue also increased due to traffic growtliarth America from new and existing customers exa@eeded the rate of price
compression as well as improved market acceptatte €Company’s new IP-VPN service and the contihgewth of previously awarded
contracts.

Level 3's voice revenue increased in 2006 primarily dud¢coperations acquired in WilTel transaction. didiion, 2006 revenue attributal
to the Company’s existing voice services, includimge termination and local inbound services, éased by approximately 48% from 2005
levels.

The Vyvx business was acquired on December 23, a6Q&rt of the WilTel transaction. Revenue of 8fion is included in the results of
operations for the three months ended March 316200

Managed modem revenue declined in 2006 as a i&sthié continued migration from narrow band dialsgpvices to higher speed broadband
services by end user customers. This change rddaleedecline in the demand for managed modensparherica Online, the Company’s
largest managed modem customer, reduced the nwhperts it purchased from Level 3 by approximat@d#e during 2005. Managed
modem revenue also declined in 2006 as a resukrtdin contracts being renewed or renegotiatgdieds lower than were earned in 2005.

The Company expects, excluding the effects of tuagquisitions, managed modem related revenuentince to decline in the future
primarily due to an increase in the number of stibecs migrating to broadband services and thenpiaiepricing concessions as contracts are
renewed.

The Company’s primary DSL aggregation customer beégamigrate its DSL subscribers to its own netwoekinning in the first quarter of
2005. The customer completed the migration ofutsssribers in the third quarter of 2005. The Conyfmather DSL contracts expired in
2005 and were not renewed. The Company did nogréze DSL revenue in the first quarter of 2006 edods not expect to recognize DSL
aggregation revenue in the foreseeable future.

Reciprocal compensation revenue declined from 20@&s primarily due to the signing of interconneatagreements with other carriers in
2005 that resulted in the Company receiving a laatr per minute for terminating traffic. The méjpof the Company'’s interconnection
agreements provide rate structures through 2006 Cdmpany earns the majority of its reciprocal cengation revenue from managed
modem services.

Level 3 has interconnection agreements in placéh®omajority of traffic subject to reciprocal coemsation. Level 3 continues to negotiate
new interconnection agreements with its local eastiTo the extent that the Company is unablegio Isew interconnection agreements or
signs new agreements containing lower rates, oetisea significant decline in the Company’s mambig@dem dial-up business, or FCC or
state regulations change such that carriers areegatred to compensate other carriers for terrmgdSP-bound traffic, reciprocal
compensation revenue may decline significantly avee.

The Company’s legacy Managed IP business congistaply of a business that was acquired in the @griransaction in 2003. The
Company has not invested in this service and isottely looking for new customers. The declinggrenue is attributable to the
disconnection of service by existing customers. Thenpany expects this trend to continue througR606.

The SBC Master Services Agreement was obtaindoeiMtilTel transaction. Under the terms of the agrert, SBC has gross margin
purchase commitments through 2009. Due to thefsignice of the commitment, the Company has eletesgparate and report revenue
generated under this contract from its Other Comoations Services. Level 3 earned revenue of apmrabely $292 million attributable to
this contract in the first quarter of 2006 of whibproximately 26% will apply to the gross marginghase
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commitment. The remaining gross margin commitmenttis contract was $259 million as of March 320@.

Information servicesrevenue decreased 5% from three months ending MarcR005 to the three months ending March 31, 2006 to an
increase in sales under software publishers’ aghoeysing programs that result in only a serviee lbeing recognized as revenue, rather thar
the selling price of the software. Software Speunthegan experiencing an increase in sales undeofift’s 6.0 licensing program and

similar programs offered by other suppliers sevgeals ago. Under these programs, new enterpride-icensing arrangements are priced,
billed and collected directly by the software pabérs. Software Spectrum continues to provide seldsupport services related to these
transactions and earns a service fee directly fsablishers for these activities. The Company reczmthe service fee it receives as revenue
and not the entire value of the software underghigiram. Software Spectrum recorded approxim&&Rmillion and $14 million of revent
attributable to these types of contracts in 2006 2005, respectively. The estimated selling prictne software sold under these agreements
was $308 million and $256 million for the corresgdimy periods. An increase in sales to the smalliomedusiness market customers

partially offset the decline in revenue attributatiie continued adoption of the sales agency pnogjra

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

If Microsoft and the other suppliers are successfiinplementing agency licensing programs, it wélsult in a significant decline in the
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.

Coal mining revenue increased from $17 million for the threenthe ended March 31, 2005 to $18 million for theeéhmonth periods endii
March 31, 2006. The increase in revenue is ataifiletto an 18% increase in the volume of coal BoRD06. This increase was partially of
by an 11% decline in the average price per toroaf sold in 2006 compared to the same period 5200

Cost of revenuefor the communications business, as a percentageyehue for 2006 and 2005 was 49% and 23%, ragplctThe increase

is primarily attributable to the recognition oft@nation revenue in 2005 and incremental revenlagimg to the operations acquired from
WilTel which was recognized in 2006. In the firstagter of 2005, the Company recognized $129 milibtermination revenue, primarily
related to 360networks and France Telecom. Theitation revenue with no corresponding cost of rexempositively affected the percent:

in 2005. Excluding termination revenue, the costeknue, as a percentage of revenue, would hare3@% for the three months ended
March 31, 2005. Cost of revenue, as a percentagevehue, increased in 2006 due to the significaitte and SBC services revenue obtained
in the WilTel acquisition. The margins for thesevémes are generally lower than the margins eaomedther components included in Other
Communications Services.

The cost of revenue for Software Spectrum, as eepgage of its revenue, was 92% for the first cuast 2005 compared to 91% for the se
period in 2006. The increase in agency sales i 288ich generally have higher margins than agency sales, was the primary factor in
improved results. Software Spectrum is very rel@ntebates received from software publishers fwrawe its operating results. For both the
three months periods ended March 31, 2005 and Zff6yare Spectrum earned approximately $8 milliorebates which reduced cost of
revenue.

Cost of revenue, as a percentage of revenue, dacdhl mining business increased from 76% for biheet months ended March 31, 2005 to
86% for the three months ended March 31, 2006.mkein the average price per ton of coal solthinfirst quarter of 2006 compared to the
same period in 2005 resulted in an increase inafa®venue, as a percentage of revenue.
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Depreciation and amortizationexpenses were $190 million for the first quarted&0a 12% increase from 2005 depreciation and
amortization expenses of $169 million. The incraaggimarily attributable to the communicationadgile and intangible assets that were
acquired in the WilTel transaction in December 2000%s increase was partially offset by the shelitexd communications assets that were
placed in service in prior years that became faépreciated during the second half of 2005 anditstequarter of 2006.

Selling, general and administrativeexpenses increased 40% to $313 million for theetmenths ended March 31, 2006 compared to the
same period in 2005. This increase is primarilgitaitable to the inclusion of a full quarter of exjges associated with the operations acq
in the WilTel transaction. Specifically, increase€ompensation, bonus, and employee related aostwprk related costs and facilities
expenses all contributed to the increase in seljegeral and administrative expenses in 2006idarffsetting the increase in
communication expenses was a property tax berfefif anillion pertaining to the Company’s faciliti@sthe United Kingdom. Also, the
Company’s information services business experieacedcrease in selling, general and administrakmenses primarily related to an
increase in headcount at Software Spectrum.

Included in operating expenses for the first quaste2006 and 2005, were $15 million and $11 millicespectively, of non-cash
compensation and professional expenses recognimiel $FAS No. 123R and SFAS No. 123, respectivelgted to grants of
outperform stock options, warrants and other stmréed compensation programs. The increase in rainecempensation expense is
attributable to grants of restricted stock andrietetd stock units in 2005 and an increase in #iaesof the option grants to employees.

The Company expects selling, general and admitiigtraxpenses to increase in 2006 versus 2005esu#t of the WilTel and Progress
Telecom acquisitions and the proposed ICG Commtinit®and TelCove acquisitions.

Restructuring charges and impairment chargesvere $5 million for the three months ended MarchZfI06 and $15 million for the same
period in 2005. In the first three months of 20& Company recognized approximately $2 milliomesftructuring charges attributable to the
workforce reductions of the communications businegssorth America and the business solution pamgearrangements at Software
Spectrum. In the first three months of 2005, thenBany recognized approximately $15 million of resturing charges related to the
workforce reductions of the communications businessgorth America and Europe. The employees affebiethis workforce reduction
provided support functions or worked directly ontuma products. All obligations attributable to @@05 restructuring activities were paid in
2005.

During the first quarter of 2006, the Company retngd $3 million in non-cash impairment chargesiiteéyy from the decision to terminate
projects for certain voice services and informatiechnology projects in the communications busin€be costs incurred for these projects,
including capitalized labor, were impaired as theying value of these projects exceeded theimedéd fair value.

Adjusted OIBDA is defined by the Company, as operating income(livem the consolidated statements of operatiess tepreciation and
amortization expense, less non-cash compensatfmener included within selling, general and admiaitin expense on the consolidated
statements of operations, and less the non-casiopof restructuring and impairment charges. At§dOIBDA is not a measurement under
accounting principles generally accepted in thetdthStates and may not be used by other compaieasmgement believes that Adjusted
OIBDA is an important part of the Company’s intdrregporting and is an indicator of profitability doperating performance used by the
chief operating decision maker or decision makirgug, especially in a capital-intensive industrgtsas telecommunications. Adjusted
OIBDA excludes interest expense and income taxmesgand other gains/losses not included in opgratctome. Excluding these items
eliminates the expenses associated with the Con'gpaapitalization and tax structures. Note 12 ef tbnsolidated financial statements
provides a reconciliation of Adjusted OIBDA for &aaf the Company’s operating segments.

46




Adjusted OIBDA for the communications business %447 million and $201 million for the three mon#hsded March 31, 2006 and 2005,
respectively. The decrease in 2006 is primarilsilattable to the $129 million reduction in termiioait and settlement revenue from 2005 to
2006. Partially offsetting the decline in termiatirevenue, were earnings attributable to the dipeasaacquired in the WilTel transaction,
which was acquired in December 2005, and a detlinestructuring charges from $15 million in thesfiquarter of 2005 to $1 million in the
first quarter of 2006.

Adjusted OIBDA for the information services busiseecreased from $5 million for the three monthdeenMarch 31, 2005 to $3 million for
the same period in 2006. Adjusted OIBDA for Softev&pectrum decreased as a result higher operaggamses primarily attributable to an
increase in headcount. In addition Software Spettecognized approximately $1 million of restruatgrcharges in the first quarter of 2006
related to the implementation of a business saistgartner arrangement. Partially offsetting theseeases in costs were improved gross
profits from software sales.

Adjusted OIBDA for the coal business decreased f§@million for the three months ended March 3102 $1 million for the three mont
ended March 31, 2006 as a result of lower margneoal sales during 2006 versus 2005.

Interest Incomewas $9 million for the three months ended MarchZ8D6 increasing from $4 million in the same ped@005. This
increase is the result of increases in the weigatetage interest rate earned on the portfolioiatite average cash and marketable security
portfolio balance. The Comparsyaverage return on its portfolio increased froBY% in 2005 to 3.6% in 2006. The average cash balalsc
increased by approximately 20% from 2005 to 20@hdig utilization of cash and cash equivalenes,Gbmpany invests the funds prima

in government and government agency securitiesramkey market funds. The investment strategy gelgguedvides lower yields on the
funds than on alternative investments, but redtleesisk to principal in the short term prior t@e$ie funds being used in the Company’s
business.

Interest Expense, netncreased by $36 million from $114 million for thieee months ended March 31, 2005 to $150 millioRA06. Intere:
expense increased primarily as a result of incebaderest expense from the issuance of the Coma&880 million of 10% Convertible
Senior Notes due 2011 in the second quarter of 200%he March 14, 2006 issuance of Floating Rateo Notes due 2011 and 12.25%
Senior Notes due 2013. In addition, the Companhamnged portions of its 9.125% Senior Notes due 200% Senior Notes due 2008 and
10.5% Senior Discount Notes due 2008 for new 11S&¥ior Notes due 2010 during the first quarterQff& thereby increasing the effective
interest expense on this debt. The Company expriea higher interest rate on the $730 million &e8ecured Term Loan due 2011 which
also resulted in increased interest charges ifirstequarter of 2006. Overall, the debt exchangaegaction and the additional debt issued in
the first and second quarters of 2006 are expédotattrease the Company’s annual interest expeps@roximately $75 million in 2006.

Other, netincreased primarily as a result of the $27 millgin realized on the debt exchange in the firsttquaf 2006.
Income Tax Expensdor 2006 and 2005 was zero. The Company has ingsignificant operating losses since 1998. The Gomps unable
to determine when and if the tax benefits attriblgdo its net operating losses will be realizahied accordingly has recorded a valuation

allowance against the deferred tax assets foreheperating loss carryforwards.
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Financial Condition—March 31, 2006

Cash flows provided by (used in) continuing operadifor the three months ended March 31, 2006 868,2espectively are as follows
(dollars in millions):

Three Months

Ended
March 31,
2006 2005
Communications*’ $ 9 $ (X))
Information Service (57 (36)
Other 3 (2)
Total $ (63 $ (59)

** Includes interest expense net of interest income

The reduction of cash used in communications ojperatsh flows for the three months ended Marct2806 is primarily attributable to
improved operating results after excluding the@ffef $129 million of non-cash termination reveimuéhe first quarter of 2005. The
improved results are directly attributable to tipemtions acquired in the WilTel acquisition in tharth quarter of 2005 and additional
revenue from Core Communications Services. Fluinatin working capital balances resulted in ameéntental use of cash of $18 million in
the first three months of 2006 compared to the saened in 2005. An increase in cash used for actsopayable and other current liabilities
was partially offset by higher sources of cash famoounts receivable. In addition to the cash @imedorking capital, cash interest payments
increased by $41 million in the first quarter oDBCcompared to the same period in 2005.

The increase in cash used by operating activitiethe information services group is primarily tiesult of fluctuations in working capital a
lower earnings. Operating cash flows are largefyedeent on the timing of collections from custoraad payments to suppliers. An incre
in payments for software and other liabilitiestie first quarter of 2006 compared to the same geni@005 resulted in the increased use of
cash for operating activities. Adjusted OIBDA faetinformation services business declined slightdyn $5 million for the three months
ended March 31, 2005 to $3 million for the samequakin 2006.

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

Investing activities in the first quarter of 2006nparily include $70 million of cash used for thegaisition of Progress Telecom and $59
million used for capital expenditures, primarilytie communications business. In addition, the Gomgpncreased its restricted securities by
$12 million, primarily for its coal business.

Financing sources in the first quarter of 2006 iad of $379 million of proceeds from the issuaatthe Floating Rate Senior Notes due in
2011 and 12.25% Senior Notes due in 2013. Thedaaiitange transaction in January 2006 required L2t@lpay $46 million of premiums
to holders of the exchanged notes. Level 3 alsoried $5 million of costs associated with this s@etion.

In April 2006, the Company issued an additionalG8&0llion of 12.25% Senior Notes due 2013. Procdeatn the offering will be used to
fund the purchase of Progress Telecom as wellrtd fbe cost of construction, installation, acqiositlease, development or improvement of
other assets to be used in the communications désssin
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Liquidity and Capital Resources

The Company incurred losses from continuing openatof $168 million and consumed $122 million adltéor operating activities and
capital expenditures in the first three months@& The Company expects that the business witimaos to consume cash for the remainder
of 2006, however the amount of cash consumed isa@gd to diminish. In 2006, the Company expectsadtts will continue to exceed
revenue and it will continue to consume cash prilpndue to interest payments and capital expene@uihe Company expects Adjusted
OIBDA to improve in 2006 primarily as a result bEtWilTel and Progress Telecom acquisitions, tlopgsed ICG Communications and
TelCove acquisitions and the growth in Core Comrmatinns Services revenue. Interest payments arcteghto increase to approximately
$565 million in 2006, based on debt levels at itme tof this filing. Capital expenditures for 200@ a&xpected to range from $320 million to
$360 million and will consist of $100 million to $% million of base capital expenditures (capitajuieed to keep the network operating
efficiently and product development), approximateB0 million of capital expenditures for the intaion of WilTel, $10 million associated
with the expected integration of ICG Communicatiansl $20 million for a dark fiber based expansioi&urope. The majority of the
Company'’s ongoing capital expenditures are expdoida success-based, which are tied to incremsntahue. In total, the Company
expects that cash required for operating activiies capital expenditures, excluding the resultBad€ove, will range from $190 million to
$200 million, excluding fluctuations in working dggd. The Company does not have any significamgpal amounts due on its outstanding
debt until 2008.

Level 3 has approximately $992 million of cash,hcaquivalents and marketable securities on haibath 31, 2006 and was able to raist
additional $300 million of cash through the issu@ao€additional debt in April 2006. In addition,Z million of current and non-current
restricted securities are used to collateralizetantling letters of credit, long-term debt, certgperating obligations of the Company or to
fund certain reclamation liabilities. Based on imfiation available at this time, management of tben@any believes that the Company’s
current liquidity and anticipated future cash floinem operations will be sufficient to fund its lnsss. However, if the Company has the
opportunity, at acceptable terms, to improve dgsiliity, refinance its debt, or fund acquisitiottee Company may elect to secure additional
capital in the future.

The Company issued $150 million of Floating Ratei&eNotes due in 2011 and $250 million of 12.25&fi6r Notes due in 2013 in
March 2006 to institutional investors. In April 28Ghe Company issued an additional $300 millioa225% Senior Notes due in 2013 to
institutional investors. The proceeds from thederofgs were used to fund the WilTel and Progresledom acquisitions as well as to fund
the cost of construction, installation, acquisitirase, development or improvement of other assdis used in Level 3's communications
business.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposxisting businesses, investments or o
non-core assets. In 2005, the Company completeshtieeof the {)Structure business to Infocrossing for approxiry$85 million in cash
and Infocrossing common stock.

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

On January 13, 2006, the Company completed prastbange offers to exchange a portion of its ontstey 9.125% Senior Notes due 2008,
11% Senior Notes due 2008 and 10.5% Senior Disddates due 2008 (together the “2008 Notes”) thaevireld by eligible holders in a
private placement for cash and new 11.5% SenioedNdtie 2010. The Company issued $692 million aggegarincipal amount of 11.5%
Senior Notes as well as paid $46 million of cashsideration in exchange for the 2008 Notes tendiered
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the transactions. The Company also paid approxign&ie million in cash for total accrued interestthe 2008 Notes that had been accepted
for exchange to the closing date and $5 milliotrémsaction costs.

The communications industry continues to consadidagvel 3 has participated in this process withabquisitions of WilTel, Progress
Telecom and the proposed ICG Communications an@dval transactions described below. Level 3 willtoare to evaluate consolidation
opportunities and could make additional acquis#ion2006.

On December 23, 2005, the Company completed thaisitign of WilTel Communications Group, LLC froneucadia National Corporation
and its subsidiaries. The consideration paid ctedisf approximately $363 million in cash (inclugii27 million of post-closing working
capital and other adjustments which reduced tfa patrchase price), plus $100 million in cash ftet Leucadia’s having complied with its
obligation to leave that amount of cash in WilTaid 115 million newly issued shares, with a faiueaof approximately $313 million, of
Level 3 common stock. The Company also incurredscmsapproximately $7 million related to the traason.

On March 20, 2006, Level 3 completed the acquisitibProgress Telecom LLC. Under the terms of tire@ment, Level 3 issued
approximately 19.7 million unregistered sharesyeédlat approximately $66 million, and $69 milliencash. The Company also incurred
approximately $1 million of costs attributable beettransaction. The cash purchase price is sulgjgxist-closing adjustments based on actual
working capital as of the closing date.

On April 14, 2006 the Company signed a definitigeement to acquire all of the stock of ICG Commations, Inc., a privately held
Colorado-based telecommunications company. Understef the agreement, Level 3 will pay total coesadion of $163 million, consisting
of $127 million in unregistered shares of Levelodnenon stock and $36 million in cash. The numbeshafres to be delivered will be
determined immediately prior to closing.

ICG Communications primarily provides transportaii®l voice services to wireline and wireless cesrilternet service providers and
enterprise customers. ICG Communications’ netwark dwver 2,000 metro and regional fiber miles ino€ado and Ohio, includes
approximately 500 points of presence and serveg than 1,600 customers.

On April 30, 2006 the Company signed a definitigeement to acquire all of the stock of TelCove,,la privately held Pennsylvania-based
telecommunications company. Under terms of theeageat, Level 3 will pay total consideration of $8illion, consisting of $637 million
in shares of Level 3 common stock, $445 millioash and $156 million in the assumption of debt.

TelCove is a leading facilities-based provider @trapolitan and regional communications servicekitting transport, Internet access and
voice services. TelCove's network has over 22,@@@lland long haul route miles serving 70 marketsss the eastern United States, with
approximately 4,000 buildings on net.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Level 3 is subject to market risks arising frommes in interest rates and foreign exchange ratgesf March 31, 2006, the Company had
borrowed a total of $880 million under a Seniori8ed Term Loan and Floating Rate Senior Notes @14 2Amounts drawn on these debt
instruments bear interest at LIBOR rates plus goliegble margin. As the LIBOR rates fluctuate, go will the interest expense on amounts
borrowed under the debt instruments. The weightedage interest rate on the variable rate instrasn&nMarch 31, 2006, was approxima
11.75%. A hypothetical increase in the variableiparof the weighted average rate by 1% (i.e. ayiveid average rate of 12.75%) would
increase annual interest expense of the Compa@approximately $8.8 million. At March 31, 2006, tBempany had $5.56 billion (excludi
discounts) of fixed rate debt bearing a weightegtage interest rate of 9.13%. A decline in interats in the future will not benefit the
Company with respect to the fixed rate debt dubéaerms and conditions of the loan agreementgélgaire the Company to repurchase the
debt at specified premiums.

The Company’s business plan includes operatinteadmmunications network and information servicesitess in Europe. As of March 31,
2006, the Company had invested significant amooi¢sipital in the region for its communications iness. In two separate debt issuances,
the Company issued a total of €800 million (€154iam outstanding at March 31, 2006) in Senior EN@tes in February 2000 as an
economic hedge against its net investment in itojfi@an subsidiaries at the time. As of March 30626he Company held enough foreign
denominated currency to fund its current workingitzd obligations and remaining interest paymemtét® Euro denominated debt. The
Company has not made significant use of finanaistruments to minimize its exposure to foreign ency fluctuations.

The change in interest rates is based on hypo#hhetiovements and is not necessarily indicativdnefactual results that may occur. Future
earnings and losses will be affected by actualtdiations in interest rates and foreign currencgsat

Iltem 4. Controls and Procedures

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedasesf March 31, 2006. Based upon such reviewCthief Executive Officer and Chief
Financial Officer have concluded that the Compawyistrols and procedures are effective and arguedito ensure that information
required to be disclosed by the Company in thertspbfiles or submits under the Securities ExadeAct of 1934, as amended, and the
rules there under, is recorded, processed, sumadbaaizd reported within the time periods specifiethe Commission’s rules and forms.
Disclosure controls and procedures include, withiouitation, controls and procedures designed &ues that information required to be
disclosed by an issuer in reports it files or subrmander the Securities Exchange Act is accumukatgidcommunicated to the Company’s
management, including its principal executive a@fiand principal financial officer, as appropritdellow timely decisions regarding

required disclosure.

(b) Internal controls. As a result of its acquisition of WilTel in the fidl quarter of 2005 and Progress Telecom in tls¢ duarter of 2006,
Level 3 has expanded its internal controls ovearfaial reporting to include consolidation of thelTéi and Progress Telecom results of
operations and financial condition as well as asitjoh related accounting and disclosures. Themn@we other changes in Level 3's internal
controls over financial reporting that have occdrdering the first quarter 2006 that have mateyriaffected or are reasonably likely to
materially affect, Level 3's internal controls ovgrancial reporting.
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PART Il - OTHER INFORMATION
ltem 1. Legal Proceedings

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

Item 1A Risk Factors

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

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

If we were unable to refinance our debt or to raidditional capital on acceptable terms, our gbititoperate our business would be impai
As of March 31, 2006, we had an aggregate of apmately $6.441 billion of long-term debt on a colidated basis, excluding discount and
fair value adjustments and including current métsj and approximately $546 million of stockhokleteficit. Additionally, in April of 2006
we issued an incremental $300 million of long-tetet. Our ability to make interest and principafpants on our debt and borrow
additional funds on favorable terms depends oriuthge performance of the business. If we do neehenough cash flow in the future to
make interest or principal payments on our debtmag be required to refinance all or a part of deint or to raise additional capital. We
cannot assure that we will be able to refinancedelnt or raise additional capital on acceptabl@ser

Software Spectrum is exposed to the risks of a glabmarket

Software Spectrum has U.S., European and Asiarfi®apieration centers as well as sales officesustfalia, Belgium, Canada, France,
Germany, Hong Kong, Italy, the Netherlands, Singap8pain, Sweden, the United Kingdom and the dritates. In those regions in which
it does not have a physical presence, such as Japara, India and Latin America, Software Spectaarves its customers through strategic
relationships. Software Spectrum also will contitmevaluate opportunities to open new internatisakes offices or enter into strategic
relationships to serve international customerstvgoe Spectrum’s future growth and success deperit$ @ontinued growth and success in
international markets.

In addition, until a payment history is establistoe@r time with customers in a new region, thelila@d of collecting receivables generated
by such operations, on a timely basis or at allj&tbe less than Software Spectrum’s expectatidas result, there is a greater risk that
reserves set with respect to the collection of seckivables may be inadequate. Furthermore, ckangmlicies and/or laws of the United
States or foreign governments resulting in, amahgrahings, higher taxation, currency conversimitations or the expropriation of private
enterprises could reduce the anticipated bendfBofiware Spectrum’s international operations. Acgions by countries in which Software
Spectrum conducts business to reverse policiesti@iurage foreign trade could adversely affediutsness.
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During 2006, Software Spectrum has commenced eigraefforts to serve customers in certain new eigrgarkets principally in Eastern
Europe and Asia. Many of these emerging markets ha@ater levels of economic and political riskntttae markets historically served by
Software Spectrum.
Software Spectrum is investing significant resourcein expanding its medium size customer segment arglobal basis
Software Spectrum continues to increase its marfetnd sales efforts aimed at the medium size gwsteaegment in North America and
Western Europe. Software Spectrum defines a medizencustomer as having between 500 and 2,500mation workers. Software
Spectrum’s future growth and success depend aoitsnued growth and success in penetrating theumesize customer segment.
Item 6. Exhibits
€)) Exhibits filed as part of this report are listeddve

12 Statements of Computation of Ratios

31.1 Rule 13a-14(a)/15d-14(a) Certification of the Chisecutive Officer

31.2 Rule 13a-14(a)/15d-14(a) Certification of the Chiafancial Officer

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

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

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

LEVEL 3 COMMUNICATIONS, INC.

Dated: May 10, 2006 /sl Eric J. Mortense
Eric J. Mortensel
Senior Vice President, Controller
and Principal Accounting Office
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Exhibit 12

LEVEL 3 COMMUNICATIONS, INC.
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNING S TO FIXED CHARGES AND
PREFERRED STOCK DIVIDENDS
(dollars in millions)

Three Months Ended Fiscal Year Ended
3/31/2006 3/31/2005 2005 2004 2003 2002 2001

Loss from Continuing Operations
Before Taxe: $ (168) $ W ©79 $ 452 $ (754 $ 973 $ (4,35)

(Earnings) Losses of Equity Investe — — 3 (13) (16)
Interest on Debt, Net of Capitalized

Interest 15C 114 53C 48t 567 56C 64¢€
Amortization of Capitalized Intere 17 17 68 68 68 68 68
Interest Expense Portion of Rental

Expense 9 6 26 30 34 22 19

Earnings (Losses) Available for Fixes
Charges $ 8 $ 60 $ (55)

&

131 $ (88) $ (336 $ (3,639

Interest on Dek $ 15C $ 114 $ 53C $ 48t % 567 $ 56C $ 702
Preferred Dividend — — — — — — —
Interest Expense Portion of Rental

Expense 9 6 26 30 34 22 19

Total Fixed Charge $ 15¢ $ 12C $ 55¢ $ 51t $ 601 $ 582 $ 722

Ratio of Earnings to Fixed Charg = — — — — — —

Deficiency $ (151) $ (60) $ (611) $ (389 $ (689 $ (918) $ (4,356




Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

| have reviewed this Quarterly Report on Form 106fQevel 3 Communications, Inc.;

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

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

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

(&) Designed such disclosure controls and proceduragused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financial réipgr;, or caused such internal control over finah@gorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoce with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant’sldgre controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

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

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

(&) All significant deficiencies and material weaknessethe design or operation of internal contra@iofinancial reporting which
are reasonably likely to adversely affect the regig’s ability to record process, summarize and report financial information
and

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

Date: May 10, 200

/sl James Q. Crow

James Q. Crow
Chief Executive Office

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




Exhibit 31.2

CERTIFICATIONS*

I, Sunit S. Patel, certify that:

1.

2.

| have reviewed this Quarterly Report on Form 106fQevel 3 Communications, Inc.;

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

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

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

(&) Designed such disclosure controls and proceduragused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financial réipgr;, or caused such internal control over finah@gorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoce with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant’sldgre controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

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

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

(&) All significant deficiencies and material weaknessethe design or operation of internal contra@iofinancial reporting which
are reasonably likely to adversely affect the regig’s ability to record process, summarize and report financial information
and

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

Date: May 10, 200

/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

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




Exhibit 32.1

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

In connection with the Quarterly Report of LeveC8mmunications, Inc. (the “Company”) on Form 10a@the three months ended
March 31, 2006 as filed with the Securities andtaxge Commission on the date hereof (the “Repdrtdames Q. Crowe, Chief Executive
Officer of the Company, certify, pursuant to 18 ICS§ 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

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

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

/sl James Q. Crow
James Q. Crow

Chief Executive Office
May 10, 200¢€




Exhibit 32.2

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

In connection with the Quarterly Report of LeveC8mmunications, Inc. (the “Company”) on Form 10a@the three months ended
March 31, 2006 as filed with the Securities andt&xge Commission on the date hereof (the “Repdrt3unit S. Patel, Chief Financial
Officer of the Company, certify, pursuant to 18 ICS§ 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

(1) The Report fully complies with the requirermrenf section 13(a) or 15(d) of the Securities ExgjeaAct of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finarmialdition and results of operations
the Company.

/s/Sunit S. Pate

Sunit S. Pate
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