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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
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or
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OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period to
Commission file number 0-15658
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions, except per share data) 2005 2004 2005 2004
Revenue
Communication $ 3711 % 391 881 $ 78C
Information Service 52C 503 1,00z 997
Coal Mining 19 24 36 40
Total revenue 91C 91¢ 1,92( 1,817
Costs and Expenses (exclusive of depreciation arattezation
shown separately below
Cost of revenue
Communication: 11C 11¢ 22¢€ 20C
Information Service 46¢ 45¢E 911 904
Coal Mining 9 17 22 30
Total cost of revenu 58¢ 591 1,15¢ 1,13¢
Depreciation and amortizatic 16€ 177 337 35€
Selling, general and administrati 217 243 44z 47¢
Restructuring and impairment charg 4 — 19 2
Total costs and expens 97t 1,011 1,95¢ 1,97(
Operating Los: (65) (93 (38) (159)
Other Income (Expense
Interest incom 10 3 14 6
Interest expens (139 (11¢) (259) (24%)
Other, ne 9 14¢€ 15 184
Total other income (expens (120 31 (224) (55)
Loss Before Income Te (18%) (62 (262) (20¢)
Income Tax Expens (3) (1) (3) (2)
Net Loss $ (18¢) $ (63) (265) $ (210
Loss per Share of Level 3 Common Stc
Basic and Dilutet $ 027 $ (0.0¢) (035 $ (0.3)

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

(unaudited)
June 30, December 31,

(dollars in millions) 2005 2004
Assets
Current Assets

Cash and cash equivalel 44¢ 443%

Marketable securitie 32¢ 22t

Restricted cash and securit 27 48

Receivables, less allowances of $22 and $23, régphc 544 54t

Other 132 141
Total Current Asset 1,48( 1,402
Property, Plant and Equipment, | 5,15¢ 5,40¢
Marketable Securitie 50€ 114
Restricted Cash and Securit 70 67
Goodwill and Intangibles, ni 421 457
Other Assets, n¢ 98 96
Total Assets 7,73t 7,544

See accompanying notes to consolidated financassients.

3




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(continued)

(unaudited)
June 30, December 31,

(dollars in millions, except per share data 2005 2004
Liabilities and Stockholde’ Deficit
Current Liabilities:

Accounts payabl $ 57¢ $ 614

Current portion of lon-term debt 1 144

Accrued payroll and employee bene 57 82

Accrued interes 107 73

Deferred revenu 182 25E

Other 11E 134
Total Current Liabilities 1,04( 1,302
Long-Term Debt, less current portis 5,94t 5,067
Deferred Revenu 731 84C
Other Liabilities 461 492

Commitments and Contingenci

Stockholder Deficit:
Preferred stock, $.01 par value, authorized 10(@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@shares: 696,734,487 outstanding in :
and 686,496,721 outstanding in 2( 7 7
Class R, $.01 par value, no shares authorized@8,20uthorized 8,500,000 shares: no shares
outstanding in 200 — —
Additional paic-in capital 7,412 7,371

Accumulated other comprehensive income (I (44) 19
Accumulated defici (7,819 (7,559
Total Stockholder’ Deficit (444 (157)
Total Liabilities and Stockholde’ Deficit $ 773t $ 7,544

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

(unaudited)
Six Months Ended
June 30,
(dollars in millions) 2005 2004
Cash Flows from Operating Activitie
Net Loss $ (265 $ (210
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 337 35¢€
Loss on impairment 4 —
Gain on debt extinguishments, | (147
Gain on sale of property, plant and equipment,@hdr asset (2 (39
Non-cash compensation expense attributable to stockda 21 19
Deferred revenu (169 (15)
Amortization of debt issuance co: 8 8
Accreted interest on lor-term discount det 23 37
Accrued interest on loi-term debt 35 (13
Change in working capital items net of amounts aequ
Receivable! (14) 75
Other current asse 11 22
Payable: (25) (84)
Other liabilities (26) (43
Other (15) (8)
Net Cash Used in Operating Activiti (77) (37
Cash Flows from Investing Activitie
Purchases of marketable securi (64¢) (410
Proceeds from sales and maturities of marketaloigrities 15C 41
Decrease in restricted cash and securities 1 21
Capital expenditure (149 (11¢)
Release of capital expenditure accrt 3 6
Investments and acquisitio (20 (25)
Proceeds from sale of property, plant and equipnsemt other asse 4 16
Net Cash Used in Investing Activiti $ (649 $ (469

See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
(continued)
(unaudited)

Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c
Payments on lor-term debt, including current portion (net of restd cash
Net Cash Provided by (Used in) Financing Activit
Effect of Exchange Rates on Cash and Cash Equi
Net Change in Cash and Cash Equival
Cash and Cash Equivalents at Beginning of Pe
Cash and Cash Equivalents at End of Pe
Supplemental Disclosure of Cash Flow Informati
Cash interest pai
Non Cash Financing and Investing Activitir
Use of restricted securities to repay I-term debr

See accompanying notes to consolidated financitdsients.
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Six Months Ended

June 30,
2005 2004

877 % —
(130 (76)
747 (76)
(16) —
5 (582)
443 1,12¢
448 $ 547
187 $ 214
13 $ —




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in StockholderBeficit
For the six months ended June 30, 2005

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 7 % 7371 $ 19 $ (7,559 $ (157)
Common Stock

Stock plan grant — 15 — — 15

Shareworks pla — 17 — — 17

401(k) plan — 9 — — 9
Net Loss — — — (265) (265)
Other Comprehensive Lo — — (63 — (63
Balances at June 30, 20 $ 7 3% 741 % (44 $ (7,819 $ (444

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 Six Months Ended
June 30, June 30,

(dollars in millions) 2005 2004 2005
Net Loss $ (18¢) % 63 $ (265) $ (210
Other Comprehensive Income (Loss) Before 1

Foreign currency translation gains (loss (35) 1 (64) )

Unrealized holding losses and other arising dupiegod @ 2 Q ()

Reclassification adjustment for (gains) lossesuidet in net

income (loss (2) 4 2 17

Other Comprehensive Income (Loss), Before (38) 3 (63) (26)
Income Tax Benefit Related to Items of Other Corhpresive

Income (Loss — — — —
Other Comprehensive Income (Loss) Net of Te (38) 3 (63) (26)
Comprehensive Los $ (226) $ (60) $ (328 % (236)

See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies

The consolidated financial statements 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. Investments in other corepan which the Company exercises
significant influence over operating and finangalicies or has significant equity ownership arecamted for by the equity method. All
significant intercompany accounts and transactiae been eliminated.

The consolidated balance sheet of Level 3 Commtioits Inc. and subsidiaries at December 31, 2@4deen taken from the Company’s
audited balance sheet as of that date. All ofhantial statements contained herein are unauditddin the opinion of management, contain
all adjustments (consisting only of normal recugraccruals) necessary for a fair presentationnafrftial position, results of operations and
cash flows for the periods presented. The Compaagtounting 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, 2004. These
financial statements should be read in conjunatiith the Company’s audited consolidated financiatesnents and notes thereto. The
preparation of the consolidated financial states@ntonformity with accounting principles geneyaltcepted in the United States requires
management to make estimates and assumptiondfietttae reported amount of assets and liabilitisclosure of contingent assets and
liabilities and the reported amount of revenue expknses during the reported period. Actual resauld differ from these estimates.

The results of operations for the three and sixthmeanded June 30, 2005 are not necessarily indoatt the results expected for the full
year.

Termination revenue is recognized when a custornsepdnects service prior to the end of the confaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. Termination revésa¢so recognized when customers
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts tattstomer no longer expects to meet
or when a customer and Level 3 renegotiate a contrader which Level 3 is no longer obligated toyide product or services for
consideration previously received and for whicheraye recognition has been deferred. Terminatiogmee is reported in the same manni
the original product or service provided, and antedrio $2 million and $131 million during the thraed six months ended June 30, 2005,
respectively, and $2 million and $13 million duritige three and six months ended June 30, 2004 ctreply (See Note 4).

Emerging Issues Task Force (“EITF”) Issue No. 04A&counting for Stripping Costs Incurred duringoBuction in the Mining

Industry” (“EITF 04-6")establishes appropriate accounting for strippirggmcurred during the production phase and &céffe for the firs
reporting period in fiscal years beginning aftecBmber 15, 2005, with early adoption permittedTFENo. 04-6 concludes that stripping
costs incurred during the production phase of aeraie variable production costs that should baidel in the costs of the inventory
produced during the period that the stripping castsincurred. EITF No. 04-6 further defines inwey produced as mineral that has been
extracted. As a result, stripping costs relateeijmosed, but not extracted mineral will be expdraseincurred rather than deferred until the
mineral is extracted. The Company’s coal miningibess currently defers stripping costs and anmestinese costs over the period in which
the underlying coal is mined. The Company exptceslopt EITF 04-6 beginning January 1, 2006 arcadoption is not expected to have a
significant impact on the Company'’s financial piasitor results of operations.

In March 2005, the FASB issued FASB Interpretatitm 47 “Accounting for Conditional Asset Retirem@&tligations”, (“FIN 47"). FIN 47
provides additional clarification as to when comiparshould recognize asset retirement obligatiamsyant to SFAS No. 143, “Accounting
for Asset Retirement Obligations.” The Companyestp to adopt FIN 47 effective January 1, 2006e atloption of FIN 47 is not expected
to have a material effect on the Company'’s resfltsperations or financial position as Level 3
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recognized the discounted value of its conditi@sset retirement obligations when it adopted FA®BIMd3 at the beginning of 2003.

The FASB issued SFAS No. 153, “Exchanges of Non-dlary Assets,” which is effective for Level 3 stiagtJanuary 1, 2006 (“SFAS

No. 157). In the past, the Company was required to maathe value of assets exchanged in nametary transactions by using the net b
value of the asset relinquished. Under SFAS No, t&8Company will measure assets exchanged atdhie, as long as the transaction has
commercial substance and the fair value of thetagsehanged is determinable within reasonablddimi non-monetary exchange has
commercial substance if the future cash flows efehtity are expected to change significantly essalt of the exchange. The adoption of
SFAS No. 153 is not anticipated to have a mateffact on the Compang’financial position or results of operations asdle is a party onl
to a limited number of non-monetary transactiorns #iwse transactions have not been material.

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 paymagactions be recognized in the financial statésrigssed on the fair value of equity or
liability instruments issued. The U.S. Securitiad &xchange Commission extended the effective @fa®-AS No. 123R such that the
Company is first required to adopt SFAS No. 123Ril@ng January 1, 2006 although the Company imjitrd to adopt SFAS No. 123R in
periods prior to this effective date. The Comparpects to adopt SFAS No. 123R beginning Janua2@d6 and the adoption is not expet
to have a significant impact on the Company’s fgiahposition or results of operations as the Camypedopted the expense recognition
provisions of SFAS No. 123, “Accounting for Stockd®d Compensation” in 1998.

Where appropriate, items within the consolidatedficial statements have been reclassified frorprigvaous periods to conform to current
period presentation.

2. Acquisitions

On October 1, 2004, the Company acquired the whtdetial internet access business of Sprint Comeations Company, L.P. (“Sprint”).
Level 3 paid $34 million in cash to acquire theibass, which provides dialp Internet access to leading Internet serviceigess throughot
the United States and agreed to provide discow#adces to Sprint that were valued at $5 millwhjch was accounted for as part of the
purchase price. Level 3 and Sprint entered irttamsition services agreement for the migrationusitomers onto the Level 3 network, which
Level 3 expects to complete in the third quarte2@d5. During the migration period, until sucheims a customer contract is assumed or
assigned, amounts received for services provide8igoint are accounted for as a reduction in pueipaice as opposed to revenue. The net
amount received prior to the assumption or assigimiethese contracts totaled $5 million throughel30, 2005 and therefore reduced the
purchase price to $29 million. The net amountikexkprior to the assumption or assignment of tloesdracts was less than $1 million for
the three and six month periods in 2005. At JUhe2805, all customer contracts, with the exceptibane minor contract, had been assigned
to Level 3 or Level 3 had entered into new contracarrangements with the customers acquired frprmS The results of operations
attributable to the Sprint assets acquired anditials assumed are included in the consolidatedrfcial statements from the date of
assumption or assignment of contracts.

On April 1, 2004, the Company acquired the wholeskidl-up internet access customer contracts of @@@munications, Inc. (“ICG”). The
Company agreed to pay approximately $35 millionash to acquire the contracts and related equipméith provide dial-up Internet
access to various large customers and other led8Pg The purchase price was subject to postrgjasiljustments, but those adjustments
were not material. Level 3 migrated the traffiorfr the customer contracts acquired from ICG omtowtn network infrastructure and the
migration was substantially complete by the en@@4. The results of operations attributable &I®G assets acquired and liabilities
assumed are included in the consolidated finastiéments from the date of acquisition.
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The following is unaudited pro-forma financial imfeation of the Company assuming the Sprint and t@@sactions occurred at the
beginning of the period presented

Pro-Forma
Three Months Six Months
Ended Ended
(dollars in millions, except per share data) June 30, 2004 June 30, 2004
Revenue $ 927 $ 1,852
Net Loss (59 (207)
Net Loss per Shai $ 0.09 $ (0.30

3. Restructuring and Impairment Charges

During the three and six month periods ended JOn@@4, the information services business receghliess than $1 million and
approximately $2 million, respectively, of restuiihg charges related to the ongoing integratiah r@structuring of Software Spectrum
announced in 2003. As of December 31, 2004, thapgamy had completed the workforce reductions aiditha remaining severance and
employee related obligations associated with thier& announced in 2003 and 2004.

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 emplky/én its North American and European
communications business. As a result of the rednctievel 3 incurred severance and related chafy@gproximately $15 million in the first
quarter of 2005. As of June 30, 2005, the Compeaty/remaining obligations of less than $1 milli@saciated with the workforce reduction.

A summary of the restructuring charges and relatgigity follows:

Severance and Related Facilities Related
Number of
Employees Amount Amount
(in millions) (in millions)

Balance December 31, 20 10¢ $ 7 $ 12
2004 Charge 80 1 15
2004 Payment (189 (8) (8)
Balance December 31, 20 — — $ 19
2005 Charge 472 15 —
2005 Payment (472) (15) 3)
Balance June 30, 20! — 3 — $ 16

Non-cash impairment charges were $4 million for theosel quarter of 2005 and resulted from the decigiderminate projects for certain
Softswitch related products in the communicationsitess. The costs incurred for these projeattydimg capitalized operating expenses,
were impaired as the carrying value of these ptsjexceeded their estimated fair value.

Level 3 continues to periodically conduct comprediiemreviews of the long-lived assets of its bussas, specifically communications assets
deployed along its intercity network and in itseyaay
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facilities. It is possible that assets may be fified as impaired and additional impairment chargey be recorded to reflect the realizable
value of these assets in future periods.

4. Termination Revenue

On February 22, 2005, France Telecom Long Dist&ife&, LLC (“France Telecom”) and Level 3 finalized agreement to terminate a dark
fiber agreement signed in 2000. Under the ternt@bgreement France Telecom returned the fibeevel 3. Under the original IRU
agreement, the cash received by Level 3 was defamd amortized to revenue over the 20-year tertheohgreement. As a result of this
transaction, Level 3 recognized the unamortizeemefl revenue of approximately $40 million of unatized deferred revenue as non-cash
termination revenue in the first quarter of 2005.

On March 1, 2005, Level 3 entered into an agreemiht360networks (USA), Inc. (“360networkst) which both parties agreed to termin
a 20-year IRU agreement. Under the new agreemé@me®@orks returned the dark fiber originally praidby Level 3. Under the original
IRU agreement, signed in 2000, the cash receivddelbgl 3 was deferred and amortized to revenue theeP0-year term of the agreement.
As a result of this transaction, Level 3 recogniteslunamortized deferred revenue of approxima&88 million as non-cash termination
revenue in the first quarter of 2005.

5. Loss Per Share

The Company had a loss from continuing operationshie three and six months ended June 30, 2002@0wl Therefore, the dilutive effect
of the approximately 417 million and 83 million skes issuable pursuant to the convertible debt gesiat June 30, 2005 and 2004,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusould have been anti-dilutive to the
computation. In addition, the dilutive effect bEtapproximately 59 million and 50 million optioasd warrants outstanding at June 30, 2005
and 2004, respectively, have not been includetlercomputation of diluted loss per share becawseititiusion would have been anti-
dilutive to the computation.

The following details the loss per share calcufaifor the Level 3 common stock:

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

(dollars in millions, except per share data) 2005 2004 2005 2004
Net Loss $ (188 $ 63 $ (265) $ (210
Total Number of Weighted Average Shares Outstandgegl to

Compute Basic and Dilutive Loss Per Share (in thods) 695,53! 682,62¢ 692,88t 681,30:
Loss Per Share of Level 3 Common Stc

Basic and Dilute $ (0.2 $ (0.0 $ (0.38 $ (0.3
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6. Receivables

Receivables at June 30, 2005 and December 31,\28@as follows (dollars in millions):

Information
Communications Services Coal Total
June 30, 200¢
Accounts Receivabl- Trade:
Services and Software Sa $ 171 % 38 $ 9 3 56€
Allowance for Doubtful Account (16) (6) — (22)
$ 158 % 38C $ 9 $ 544
December 31, 200:
Accounts Receivabl- Trade:
Services and Software Sa $ 13¢ % 41t 3 12 3 56¢
Allowance for Doubtful Account a7 (6) — (23
$ 121 $ 41z $ 12 $ 54t

The Company recognized bad debt expense in sefjantgral and administrative expenses of less thaniion and $1 million for the three
and six month periods ended June 30, 2005, resplctind $2 million and $4 million for the threedasix month periods ended June 30,
2004, respectively. Level 3 received proceedsimounts previously deemed uncollectible of lesa $tamillion and $1 million for the three
and six months ended June 30, 2005 and less thenll®in and $1 million for the three and six mositanded June 30, 2004, respectively.
The Company decreased accounts receivable andaaitenrfor doubtful accounts by approximately $2iomlland $6 million for the six
months ended June 30, 2005 and 2004, respectfeelgreviously reserved amounts the Company deamsadhcollectible.

7. Property, Plant and Equipment, net

Costs associated directly with expansions and irgrents to the network and customer installatiortdiiding employee related costs, have
been capitalized. The Company generally capitalipasss associated with network construction, piomiag of services and software
development. Capitalized labor and related casts@ated with employees and contract labor workimgapital projects were approximat
$11 million and $23 million for the three and siomths ended June 30, 2005, respectively. Includedpitalized labor and related costs was
less than $1 million and $1 million of capitalizedn-cash compensation costs related to optionsvangnts for the three and six months
ended June 30, 2005. Capitalized labor and retaist$ associated with employees and contract labdding on capital projects were
approximately $17 million and $34 million for therée and six months ended June 30, 2004, resplgctiveluded in capitalized labor and
related costs was less than $1 million and $1 onilbf capitalized non-cash compensation costselat options and warrants for the three
and six months ended June 30, 2004, 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 project,iatetest costs incurred when developing
the business support systems are capitalized aheled in the capitalized costs above. Upon conupladf a project, the total cost of the
business support system is amortized over a ubifuf three years.

Depreciation expense was $149 million and $30Zanilfor the three and six months ended June 3(5,2@8pectively. Depreciation expe
was $159 million and $323 million for the three aindmonths ended June 30, 2004, respectively.
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8. Goodwill and Intangibles, net

Goodwill and Intangibles, net at June 30, 2005@adember 31, 2004 were as follows (dollars in wnilt):

Goodwill Intangibles

June 30, 2005
360networks $ — 3 4
Sprint — 23
ICG — 14
Telverse — 19
Genuity — 42
McLeod 41 —
Software Spectrum (including Corpsc 19¢€ 52
XCOM 30 —

$ 267 $ 154
December 31, 2004
Sprint $ — 8 28
ICG — 23
Telverse — 23
Genuity — 55
McLeod 41 —
Software Spectrum (including Corpsc 20z 55
XCOM 30 —

$ 27 $ 184

In the first quarter of 2005, Level 3 purchasedistemer contract from 360networks for cash andréuservices valued at $4 million. The
total purchase price was recorded as an intanggset and will be amortized over the remaining j@ar term of the customer contract.

During the first quarter of 2005, the Company deiaed that $6 million of income tax obligations weded in the original purchase price
allocation for the 2002 acquisitions of CorpSafi;.land Software Spectrum, Inc. were no longeriredquAs a result, the Company reduced
the goodwill attributable to the acquisitions byr#ilion in 2005.

Goodwill has been or will be assessed at leastalyfor impairment in accordance with SFAS No. 182ginning with the first anniversary
of the acquisition and December 31 of each yeae#ieer. As of June 30, 2005, the Company haseuarded impairment expenses for the
goodwill or intangible assets identified in the\poais table.

Intangible asset amortization expense was $17anilind $35 million for the three and six monthsezhdune 30, 2005, respectively.
Intangible asset amortization expense was $18anilind $33 million for the three and six monthsezhdune 30, 2004, respectively.

The amortization expense related to intangibletasserently recorded on the Company’s books fehex the five succeeding years is
estimated to be the following for the years endedddnber 31: 2005-$69 million; 2006-$55 million; Z&ER6 million; 2008-$12 million and
2009-$8 million.

9. Long-Term Debt

At June 30, 2005 and December 31, 2004, long-tesioh was as follows:
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June 30, December 31,

(dollars in millions) 2005 2004
Senior Secured Term Loan (10.34% due 2( $ 73C % 73C
Senior Notes (9.125% due 20( 954 954
Senior Notes (11.0% due 20(C 132 132
Senior Discount Notes (10.5% due 20 144 144
Senior Euro Notes (10.75% due 20 60 68
Convertible Senior Notes (2.875% due 20 374 374
Senior Discount Notes (12.875% due 20 487 475
Senior Euro Notes (11.25% due 20 12t 14z
Senior Notes (11.25% due 20! 96 96
Senior Notes (10.75% due 20! 50C 50C
Convertible Senior Notes (10.0% due 20 88C —
Convertible Senior Notes (5.25% due 20 34k 34k
Convertible Senior Discount Notes (9.0% due 2( 241 23C
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514

Commercial Mortgage

GMAC (due 2005 — 117
Capital leases assumed in Genuity transac — 24
Other 2 4
5,94¢ 5,211
Less current portio (1) (144)
$ 594t § 5,067

On April 4, 2005, Level 3 completed the offering&®80 million of 10% Convertible Senior Notes dH 2 to institutional investors. Intere
on the notes will be payable semi-annually begigrin November 1, 2005. The notes will be convkrtily holders at any time after
January 1, 2007 (or sooner if certain corporat@sveccur) into shares of Level 3 common stockaireversion price of $3.60 per share
(subject to adjustment in certain events). Thigsivalent to a conversion rate of approximatély.27 shares per $1,000 principal amout
notes.

The net proceeds from this offering were approxetya$877 million after giving effect to offering penses. Level 3 intends to use the net
proceeds from this offering for general corporatgppses, including possible acquisitions, workiagital, capital expenditures, debt
refinancing and debt repurchases.

On June 30, 2005, the GMAC Commercial Mortgage neatand the Company repaid the outstanding balefh$®16 million with $103
million in cash and $13 million in restricted seities.

The debt instruments above contain certain findreid non-financial covenants with which the Comphalieves it is in full compliance as
of June 30, 2005.

10. Stock-Based Awards

The Company recognized in the consolidated stateofesperations a total of $10 million and $21 ioifi of non-cash compensation for the
three and six months ended June 30, 2005, respictia addition, the Company capitalized less thamillion and $1 million of non-cash
compensation for those employees and contractostlyi involved in the construction of the netwairistallation of customers or
development of the business support systems fahtiee and six months ended June 30, 2005, resphcti

The Company recognized on the consolidated statieofi@perations a total of $10 million and $19 ioifi of non-cash compensation for the
three and six months ended June 30, 2004, respictia addition, the Company capitalized less thamillion and $1 million of non-cash
compensation for those
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employees and contractors directly involved ingbastruction of the network, installation of cusemor development of the business
support systems for the three and six months eddeé 30, 2004, respectively.

The following table summarizes non-cash compensatigpense and capitalized non-cash compensatidghdahree and six months ended
June 30, 2005 and 2004.

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

(dollars in millions) 2005 2004 2005 2004
Warrants — $ — 3 — 3 —
0SO 4 3 9 7
C-0SO — — — 1
Restricted Stock and Uni 5 1 6 2
Shareworks Match Ple 3 1 2 2
401(k) Match Expens 4 5 8 9
Shareworks Grant Plan and Profit Shal — — 1 Q)
10 10 22 20
Capitalized No-cash Compensatic — — (D (D)
$ 10 $ 10 $ 21§ 19

Warrants

At June 30, 2005, there were approximately 15.lianiwarrants outstanding ranging in exercise gritem $4.00 to $60.06. All of the
warrants were exercisable at June 30, 2005, witkighted average exercise price of $8.21 per warran

Outperform Stock Option Plan

The fair value under SFAS No. 123 for the approxetya2.1 million Outperform Stock Options (“OSOsi\varded to participants during the
six months ended June 30, 2005 was approximateiyiti®n using a modified Black-Scholes valuatiomadel with a S&P 500 volatility rate
of 13% over the term, a Level 3 common stock vlitatiate of 55%, an expected correlation factoB0% and a S&P 500 dividend yield of
1.99%, which resulted in a decrease in the thazaletialue per option to 116% of the stock pricalmdate of grant, from 120% in 2004. As
of June 30, 2005, the Company had not reflecteshifi®n of unamortized compensation expense ifiitancial statements for previously
granted OSOs.

As part of a comprehensive review of its long-t@empensation program, the Company temporarily sudgukawards of OSOs in
April 2005. During the second quarter of 2005, @ampany granted participants of the plan restlisteck units.

Restricted Stock and Units

During the six months of 2005, approximately 15i89iom shares of restricted stock or restrictedcktanits were granted to employees and
independent members of the Board of Directors.rés#icted stock units and shares were grantethfiayees at no cost. The instruments
vest over one to four year periods. The fair valieestricted units and stock granted in 2005 $2& million as calculated using the value of
the Level 3 common stock the day prior to the geantt is being amortized over the vesting periodd@foptions in accordance with FIN 28,
“Accounting for Stock Appreciation Rights and Othariable Stock Option or Award Plans.” As of JBBt 2005, the Company had not
reflected $27 million of unamortized compensatigpense in its financial statements for restrictedlsinstruments previously granted.

Beginning in the third quarter, the Company intetudstilize both restricted stock units and OSOpas of its long-term compensation
program. The Company is expected to make annaatgof restricted
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stock units that vest ratably over four yearsaddition, the Company will continue to make quadyt€&SO grants to employees. The OSOs
are expected to have similar terms as those OS&dgagrin the first quarter of 2005.

401(k) Plan

The Company and its subsidiaries offer their gieiemployees the opportunity to participate ireéireed contribution retirement plan
qualifying under the provisions of Section 401(k}lee Internal Revenue Code. Each employee istddigb contribute, on a tax deferred
basis, a portion of annual earnings not to excdddd®0 in 2005. The Company matches 100% of emplogatributions up to 7% of eligible
earnings or applicable regulatory limits. Emplayeé Software Spectrum are eligible to receive matg contributions of $.50 for every
dollar contributed up to 6% of eligible earningkhe Company’s matching contribution is made witlvéle8 common stock based on the
closing stock price on each pay date. Employeesiale to diversify the Company’s matching conttittuas soon as it is made, even if they
are not fully vested. The Company’s matching dbatrons will be fully vested upon completion oféle years of service. The Company
made matching contributions of $4 million and $8liom for the three and six months ended June 8052respectively, and $5 million and
$9 million for the three and six months ended JB®e2004, respectively, which were recorded assglgeneral and administrative expen

The Company made a discretionary contribution €o4®1(k) Plan in Level 3 common stock as of Decarmthie2004, equal to two percent of
eligible employees’ 2004 eligible earnings. Theatgt was made into the employees’ 401(k) accodutimg the first quarter of 2005.

11. Industry and Segment Data

SFAS No. 131 “Disclosures about Segments of anrfnse and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial 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 business units that offeratit products and serve different markets. Thm@any’s reportable segments include:
communications; information services; and coal ngniOther primarily includes other corporate asaatsoverhead not attributable to a
specific segment. The geographic region Other gmilgnincludes the Asia-Pacific region.

Adjusted OIBDA, as defined by the Company, consi$tmcome (loss) from operations before (1) dejatgan and amortization expense,

(2) stock-based compensation expense includedmsiliing, general and administrative expensefierconsolidated statements of
operations and (3) any non-cash impairment costaded within restructuring and impairment experalkas reported on the consolidated
statements of operations. The Company excludek-ftased compensation due to its adoption of tipemse recognition provisions of SFAS
No. 123. Adjusted OIBDA is an important part of tiompan’s internal reporting and is an indicator of prafitlity and operating
performance used by the chief operating decisiokemar decision making group, especially in a @pittensive industry such as
telecommunications to evaluate performance andatéoresources. Itis also a commonly used ingliéatthe communications industry to
analyze companies on the basis of operating pedoceover time. Adjusted OIBDA is not intendedepresent net income or cash flow for
the periods presented, is not calculated conslgtesith the commonly used metric “EBITDA”, and i®threcognized under Generally
Accepted Accounting Principles (“GAAP”) but is useg management to assess segment results andtaltesaurces.

The data presented in the following tables includésmation for the three and six months endece M 2005 and 2004 for all statement of
operations and cash flow information presented,anadf June 30, 2005 and December 31, 2004 fmhce sheet information presented.
Information related to acquired businesses is g®wiufrom their respective acquisition dates. Reeeand the related expenses are attributed
to countries based on where services are provided.
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Industry and geographic segment financial infororafollows. Certain prior year information has beeaolassified to conform to the 2005

presentation.
Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months ended June 30, 2005
Revenue
North America $ 334 $ 32C 19 — 677
Europe 37 18C — — 217
Other — 20 — — 20
$ 371 % 52C 19 — 91C
Adjusted OIBDA:
North America $ 83 $ 10
Europe 5 4 — —
Other — 1 — —
$ 88 $ 15 7 5
Gross Capital Expenditure
North America $ 75 3 — 80
Europe 8 — — — 8
Other — — — — —
$ 83 $ 4 1 — 88
Depreciation and Amortizatiol
North America $ 13¢  $ — 144
Europe 22 — — — 22
Other — — — — —
$ 161 $ 4 1 — 16€
Six Months ended June 30, 200
Revenue
North America $ 80¢ $ 625 36 — 1,46¢
Europe 72 34¢€ — — 41¢
Other — 34 — — 34
$ 8381 $ 1,00: 36 — 1,92(
Adjusted OIBDA:
North America $ 28¢ $ 14 10
Europe 3 7 — —
Other — 1 — —
$ 28¢ $ 22 10 3
Gross Capital Expenditure
North America $ 12€ $ — 133
Europe 16 — — — 16
Other — — — — —
$ 14z $ 6 1 — 14¢
Depreciation and Amortizatiol
North America $ 28 % — 294
Europe 43 — — — 43
Other — — — — —
$ 326 % 9 2 — 337
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Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months ended June 30, 2004
Revenue
North America $ 357 % 351 $ 24 $ — 3 73z
Europe 34 13¢€ — — 172
Other — 14 — — 14
$ 391 $ 50 $ 24 $ — % 91¢
Adjusted OIBDA:
North America $ 78 $ 7 $ $ 1)
Europe 1 4 — —
Other — — — —
$ 79 $ 11 $ 5 $ (@)
Gross Capital Expenditure
North America $ 56 $ $ — $ — 3 58
Europe 8 — — — 8
Other — — — — —
$ 64 $ 2 3 — 3 — % 66
Depreciation and Amortizatiol
North America $ 14€  $ $ $ — 3 154
Europe 23 — — — 23
Other — — — — —
$ 16 $ 7 3% 1 $ — % 177
Six Months ended June 30, 200
Revenue
North America $ 711 $ 64z $ 40 $ — % 1,39¢
Europe 69 33C — — 39¢
Other — 25 — — 25
$ 78C $ 997 $ 0 $ — 3 1,817
Adjusted OIBDA:
North America $ 195 $ 17 $ $ 2
Europe — 5 — —
Other — — — —
$ 19t §$ 22 $ 7 $ (2)
Gross Capital Expenditure
North America $ 102 % $ — % — 3 10&
Europe 13 — — — 13
Other — — — — —
$ 11€ $ 2 3 — $ — % 11€
Depreciation and Amortizatiol
North America $ 29z $ 14 3 $ — 3 30¢
Europe 48 — — — 48
Other — — — — —
$ 34C $ 14 3 2 $ — % 35€

Communications Revenue and Adjusted OIBDA incletenination revenue of $2 million and $131 milliar the three and six months

ended June 30, 2005, respectively, and $2 millih%0 million for the three and six months endeeJB0, 2004, respectively.
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Information Coal
(dollars in millions) Communications Services Mining Other Total
Identifiable Assets
June 30, 200t
North America $ 4866 $ 53¢ $ 84 $ 1,23C $ 6,71¢
Europe 78C 15¢€ — 59 997
Other — 17 — 3 20
$ 564¢ $ 711  $ 84 $ 1,29 $ 7,732
December 31, 200:
North America $ 490¢ $ 60C $ 84 $ 78t $ 6,37¢
Europe 90€ 19¢ — 42 1,144
Other — 14 — 8 22
$ 581t $ 81C $ 84 $ 83t $ 7,544
Long-Lived Assets (excluding Goodwill’
June 30, 2005
North America $ 5,05¢ $ 112 % 68 $ — % 5,23¢
Europe 74% 1 — — 74€
Other — 1 — — 1
$ 580: $ 114  $ 69 $ — 3 5,98¢
December 31, 2004
North America $ 482 $ 11€¢ $ 66 $ — % 5,00¢
Europe 85¢ — — 86C
Other — — — — —
$ 5,68: $ 12C $ 66 $ —  $ 5,86¢
Goodwill
June 30, 200¢
North America $ 71 $ 19¢ $ — $ — % 267
Europe — — — — —
$ 71 $ 19¢ $ — 3 —  $ 267
December 31, 200:
North America $ 71 $ 202 $ — $ — % 277
Europe — — — — —
$ 71 $ 202 % — 3 —  $ 273
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Communications revenue is classified into two oattieg, services revenue and reciprocal compensdailu Company further segregates its
communications services into three separate catgyeith each being in a different phase of thalpot life cycle, incorporating different
marketing and distribution strategies and diffei@ntributions to the Company’s profitability. Thategories include: 1) growth services
(voice services and IP-VPN services) 2) core sesv{transport & infrastructure and IP & data praduand 3) mature services (managed
modem and DSL services).

The December 31, 2004 financial statements pred@ot@munications services revenue by service tytpassport and infrastructure,
softswitch and IP and data.

Services Reciprocal
(dollars in millions) Growth Core Mature Compensation Total
Communications Revenue
Three Months Ended June 30, 200
North America $ 26 $ 152 $ 127 $ 29 $ 334
Europe 2 35 — — 37
Other o = = o =
$ 28 % 187 $ 127 $ 29 $ 371
Six Months Ended June 30, 200
North America $ 52 $ 42¢  $ 271 % 57 $ 80¢
Europe 3 69 — — 72
Other o = = o =
$ 55 $ 49¢ % 271 % 57 $ 881
Three Months Ended June 30, 200
North America $ 10 % 152 $ 16 $ 26 $ 357
Europe 1 33 — — 34
Other = = = = =
$ 11 % 18t $ 16 $ 26 $ 391
Six Months Ended June 30, 200
North America $ 18 3% 31C % 334 % 49 3% 711
Europe 1 68 — — 69
Other = = = = =
$ 19 $ 37¢ % 334 % 49 % 78C

Core includes termination revenue of $1 million @0 million for the three and six months endeteJ80, 2005, respectively, and $2
million and $9 million for the three and six mon#asded June 30, 2004, respectively.

The majority of North American revenue consistsefvices delivered within the United States. Tlagomity of European revenue consists of
services delivered within the United Kingdom, bisbaincludes France and Germany. Transoceanic vevisrallocated to Europe.
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Product information for the Company'’s informatiamsces segment follows:

Three Months Ended

Six Months Ended

June 30, June 30,
2005 2004 2005 2004
Services Revenut
(i) Structure:
Outsourcing $ 16 $ 16 $ 33 % 38
Software Spectrur — — — 1
16 16 33 39
Software Sales Revenue
Software Spectrur 504 487 97( 95¢
$ 52C $ 50 $ 1,00: $ 997
The following information provides a reconciliatiofNet Income (Loss) to Adjusted OIBDA by opergtisegment, as defined by the
Company, for the three and six months ended Jun2@®® and 2004:
Information
(dollars in millions) Communications Services Coal Mining Other
Three Months Ended June 30, 2005
Net Income (Loss $ (205 $ 8 $ 5 $ 4
Income Tax Expens — 1 1 1
Total Other (Income) Expen: 11¢ 1 — —
Operating Income (Los! (86) 10 6 5
Depreciation and Amortization Exper 161 4 1 —
Non-Cash Compensation Exper 9 1 — —
Non-Cash Impairment Char 4 — — —
Adjusted OIBDA $ 88 $ 15 7 % 5
Six Months Ended June 30, 200
Net Income (Loss $ (284 $ 9 % 7% 3
Income Tax Expens — 1 1 1
Total Other (Income) Expen: 224 1 — (1
Operating Income (Los! (60) 11 8 3
Depreciation and Amortization Exper 32¢ 9 2 —
Non-Cash Compensation Exper 19 2 — —
Non-Cash Impairment Char 4 — — —
Adjusted OIBDA $ 28¢ % 22 $ 10 $ 3
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Information
(dollars in millions) Communications Services Coal Mining Other

Three Months Ended June 30, 2004

Net Income (Loss $ (66) $ 1 $ 4 $ 2
Income Tax Expens — 1 — —
Total Other (Income) Expen: (33 1 — 1
Operating Income (Los! (99 3 4 Q)
Depreciation and Amortization Exper 16¢ 7 1 —
Non-Cash Compensation Exper 9 1 — —
Adjusted OIBDA $ 79 $ 11 $ 5 % (1)
Six Months Ended June 30, 2004

Net Income (Loss $ (241 $ 6 $ 4 $ 21
Income Tax Expens — 1 1 —
Total Other (Income) Expen: 78 — — (23)
Operating Income (Los! (169 7 5 2
Depreciation and Amortization Exper 34C 14 2 —
Non-Cash Compensation Exper 18 1 — —
Adjusted OIBDA $ 198§ 22 % 7% &)

12. Related Party Transactions

Level 3 receives certain mine management servioes Peter Kiewit Sons’, Inc. The expense for theswices was $3 million and $4

million for the three and six months ended June2B05, respectively, and is recorded in sellingnegal and administrative expenses. The
expense for these services was $2 million and $#8mfor the three and six months ended June 8042 As of June 30, 2005, the Company
owed approximately $3 million for the second quaniéne management services.

13. Other Matters

At the Company’s Annual Meeting on May 17, 200% @ompany’s stockholders approved an amendmehedbmpany’s amended and
restated Certificate of Incorporation to remove pihavisions relating to the Class R Convertible @Guon Stock.

On May 13, 2005, Technology Spectrum, Inc., a whoWned subsidiary of the Company, filed a regi&irastatement with the Securities
and Exchange Commission to enable the sale obitaon stock to the public in an initial public affeg. Technology Spectrum, Inc. is the
principal holding company for Level 3's informatiservices business. This registration statemennhbayet become effective.

On November 19, 2002, Gary Haegele commenced htsituter’'s derivative suit on behalf of the Compamyhe District Court of Colorado
for the City and County of Broomfield entitléthegele v. Scott, et al. , (Index No. 02-CV-0196) (the “Complaint”). The et is brought
against the Company as a nominal defendant andstghe directors of the Company, a former direofdhe Company and Peter Kiewit
Sons’, Inc. (“PKS”). The Complaint alleges that theector defendants, aided and abetted by PK&ches their fiduciary duties to the
Company in connection with several transactionaeeh the Company and PKS including contracts umtiéch PKS constructed the
Company’s fiber optic cable network and manage<ii@pany’s mine properties. The Complaint alsogaléethat in building the fiber optic
cable network, the defendants caused the Compaviglaie the property rights of landowners, thersbpjecting the Company to substantial
potential liability. In addition, the Complaint efies that Company assets were transferred tditgeisfand directors in the form of personal
loans, excessive salaries and the payment of paregpenses. The action seeks both equitable gatirnglief, including restitution,
compensatory and punitive damages of an unspead@fiamlint, imposition of a constructive trust, diggonent and injunctive relief. The
defendants filed a motion to dismiss, which wasetby the court in early October 2003. Subsequetite Board of Directors of the
Company appointed a Special Litigation Committempnsed of an independent director with the exekigiower to conduct or cause to be
conducted an impartial and independent investigadfaall matters alleged by the Plaintiff and taedmine whether the litigation should be
maintained, terminated, or otherwise disposedca@oaance with its findings as to whether the ditign is in the best interests of the
Company. On August 2, 2004, the Special Litigatimmmittee delivered its report in which it conclddbat it is not in the best interests of
either the Company or its stockholders to pursyeddithe claims the plaintiff asserted in the Coanpl. The Company has filed a motion to
dismiss the Complaint based on the recommendafitredSpecial Litigation Committee. The dispositimiithis motion is currently pending.
The Company also filed a second motion to disnossaick of subject matter jurisdiction. The dispios of this motion is currently pending
In July 2005, the parties began to discuss theidsahof the lawsuit in full with each side to fitegation to bear their own costs and
expenses. No compensation in any form will passctly or indirectly from the Company or any of hefendants to the plaintiff or plaintift
attorneys. The parties are currently documentiiggagreement and expect to have it submittedg@aourt shortly.

Although it remains too early for the Company taate a conclusion as to the ultimate outcome ofetlaesions, management continues to
believe that there are substantial defenses tol#limas asserted in this action, and intends tordkfeem vigorously.

In May 2001, Level 3 Communications, Inc., and t¥dts subsidiaries were named as a defendaBauer, et. al. v. Level 3
Communications, LLC, et al. , a purported multi-state class action, filed iea thS. District Court for the Southern Districtltihois. In
April 2002, the same plaintiffs filed a second mg&tentical purported mu-state class action in state court in Madison Cqutiiyois. In



July 2001, the Company was named as a defend&mlyle, et. al. v. Level 3 Communications, Inc., et. al. , a purported multstate class actic
filed in the U.S. District Court for the District tdaho. In September 2002, Level 3 Communications,
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LLC was named as a defendanBmith et al v. Sprint Communications Company, L.P., et al. , a purported nationwide class action filed in the
United States District Court for the Northern Dittof lllinois. These actions involve the Compasyight to install its fiber optic cable
network in easements and right-of-ways crossingthimtiffs’ land. In general, the Company obtairibd rights to construct its network from
railroads, utilities, and others, and is installitegnetwork along the rights-efay so granted. Plaintiffs in the purported clagfoas assert th
they are the owners of lands over which the Comisdityer optic cable network passes, and that #iileoads, utilities, and others who

granted the Company the right to construct and tamrits network did not have the legal abilitydo so. The complaints seek damages on
theories of trespass, unjust enrichment and slaofdéte and property, as well as punitive damagdése Company has also received, and may
in the future receive, claims and demands relaiethts-of-way issues similar to the issues irséheases that may be based on similar or
different legal theories. To date, all adjudicastigmpts to have class action status granted opledmts filed against the Company or any of
its subsidiaries involving claims and demands eeldb rights-of-way issues have been denied.

On July 25, 2003, th&mith Court entered an Order preliminarily approving tilement agreement that would have resolved alindagainst
the Company arising out of the Company’s locatibfiteer optic cable and related telecommunicatifatglities that the Company owns
within railroad rights-of-way throughout the Unit&tiates. In connection with the Court’s Order pnaiarily approving the settlement, the
Court entered an Order enjoining the parties ipaitiding federal and state railroad rights-of-wiag€ action litigation involving the
Company from further pursuing those pending actadrthis time.

In September 2003, a petition for appeal was gcawtdich sought reversal of ti8mith Court’s decision to preliminarily approve the
settlement and certify a nationwide class for eptént purposes. On October 19, 2004, the SevernthiOCourt of Appeals issued a 2-1
decision vacating the nationwide certification whigas a necessary element of the nationwide sedtierfihe Court also vacated the
injunction against competing class actions and refed the case to the district court for furthercperlings. Level 3 and the other defendants
in Smith filed a Petition for Certiorari with the United $a Supreme Court seeking review of the decisigh@Seventh Circuit Court of
Appeals. On June 20, 2005, the United States Sgfeourt denied the Petition for Certiorari.

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

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

On January 20, 2004, the Company sold its remaistiages in Commonwealth Telephone for $41 millionash, resulting in a gain of
approximately $23 million.

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 ameditional commitments issued on behalf of Leval accordance with specified terms and
conditions. As of June 30, 2005, Level 3 had auiging letters of credit of approximately $19 roitliwhich are collateralized by restricted
cash and securities.

14. Condensed Consolidating Financial Information
In October 2003, Level 3 Financing, Inc., a whalyned subsidiary of Level 3 Communications, Intef’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).
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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 accepteodueting principles.

Condensed Consolidating Statements of Operatiarthéathree and six months ended June 30, 2002@04 follow. Level 3
Communications, LLC leases equipment and certaitiitfas from other wholly owned subsidiaries oflsd 3 Communications, Inc. These
transactions are eliminated in the consolidatedlt®sf the Company.

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

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — $ — $ 33€ $ 61t $ 413 91C
Costs and Expense
Cost of Revenue — — 141 48¢ (39 58¢
Depreciation and Amortizatic — — 10¢ 58 — 16€
Selling, General and Administrati 2 — 15€ 60 ©) 217
Restructuring and Impairment
Charges — — 4 — — 4
Total Costs and Expenses 2 — 411 602 (42) 97&
Operating Income (Loss) 2 — (75) 12 — (65)
Other Income (Loss), ne
Interest Incom: 6 — 2 2 — 10
Interest Expense (102) (32) (1) 4 — (139
Interest Income (Expense)
Affiliates, net 201 127 (329 — — —
Equity in Net Earnings (Losses) of
Subsidiaries (292) (387) (@] — 68C —
Other Income (Expense) 1 — 7 1 — 9
Other Income (Loss) (18¢€) (292) (321 (@] 68C (120
Income (Loss) Before Income Taxe (189¢) (292) (39¢6) 11 68C (18%)
Income Tax Expense — — — (3) — (3)
Net Income (Loss $ (188 $ (292) $ (396) $ 8 % 68C $ (188
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Condensed Consolidating Statements of Operations
For the six months ended June 30, 2005

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — $ — $ 812 $ 1,187 $ 80$s 1,92
Costs and Expense
Cost of Revenu — — 28€ 94¢€ (73 1,15¢
Depreciation and Amortizatic — — 22€ 111 — 337
Selling, General and Administrati 4 — 31¢ 127 (") 443
Restructuring and Impairment
Charges — — 15 4 — 19
Total Costs and Expenses 4 — 84¢€ 1,18¢ (80) 1,95¢
Operating Loss (4) — (33 (@ — (39)
Other Income (Loss), ne
Interest Incom 6 — 5 3 — 14
Interest Expense (183 (64) (@] 5 — (252
Interest Income (Expense)
Affiliates, ne 401 25E (667 5 — —
Equity in Net Earnings (Losses) of
Subsidiaries (487) (67¢€) ) — 1,167 —
Other Income (Expense) 2 — 9 4 — 15
Other Income (Loss) (261) (487) (650) 7 1,167 (224)
Income (Loss) Before Income Taxe (265) (487) (683 6 1,167 (262
Income Tax Expense — — — (3) — (©)
Net Income (Loss $ (265 $ (487 $ (689 $ 3% 1,167 $ (265
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Condensed Consolidating Statements of Operations
For the three months ended June 30, 2004

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — $ — % 34€ $ 62: $ 53 $ 91¢
Costs and Expense
Cost of Revenu — — 162 477 (49 591
Depreciation and Amortizatic — — 99 78 — 177
Selling, General and Administrati — — 17¢€ 71 4) 243
Restructuring Charges — — — — — —
Total Costs and Expenses — — 43¢ 62€ (53 1,011
Operating Loss — — (90) (©) — 93
Other Income (Loss), ne
Interest Incom: — — 3 — — 3
Interest Expense (103 (14) (1) — — (11¢)
Interest Income (Expense)
Affiliates, net 207 96 (304) 1 — —
Equity in Net Earnings (Losses) of
Subsidiaries (16¢) (250 (6) — 424 —
Other Income (Expense) 1 — 14¢ (4) — 14€
Other Income (Loss) (63) (16¢€) (159) (3 424 31
Income (Loss) Before Income Taxe (63) (16€) (249 (6) 424 (62)
Income Tax Expense — — — (1) — (1)
Net Income (Loss $ (63) $ (168 $ (249 % N3 424 $ (63)
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Condensed Consolidating Statements of Operations
For the six months ended June 30, 2004

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — $ — $ 691 $ 1,232 $ (1060 1,817
Costs and Expense
Cost of Revenu — — 29C 941 (97 1,13¢
Depreciation and Amortizatic — — 191 16E — 35€
Selling, General and Administrati 6 — 347 134 (9 A7¢€
Restructuring Charges — — — 2 — 2
Total Costs and Expenses 6 — 82¢ 1,24 (106 1,97(C
Operating Loss (6) — (137) (10) — (159
Other Income (Loss), ne
Interest Incom: — — 5 1 — 6
Interest Expense (20%5) (28 (10) 2 — (24%)
Interest Income (Expense)
Affiliates, net 427 184 (60€) (5 — —
Equity in Net Earnings (Losses) of
Subsidiaries (427) (582 (10) — 1,02( —
Other Income (Expense) 1 — 152 31 — 184
Other Income (Loss) (204 (427) (469) 25 1,02( (55)
Income (Loss) Before Income Taxe (210 (427) (60€) 15 1,02( (20¢)
Income Tax Expense — — — (2) — (2)
Net Income (Loss $ (210 % (427 $ (60€) $ 13 $ 1,02( $ (210
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Condensed Consolidating Balance Sheets as of Iyr#9385 and December 31, 2004 follow:

Condensed Consolidating Balance Sheets
June 30, 2005

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

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

Cash and cash equivale $ 111 $ 12 $ 17 $ 15C $ $ 44¢

Marketable securitie 13¢ — 19C — 32¢

Restricted cash and securit — 3 16 8 27

Accounts receivable, n — — 13¢ 411 544

Due from (to) affiliates 9,581 4,30: (13,82) (68) —

Other 20 4 44 64 132
Total Current Assets 9,857 4,321 (13,26 56¢& 1,48(
Property, Plant and Equipment, | — — 3,06( 2,09¢ 5,15¢
Marketable Securitie 50€ — — — 50€
Restricted Cash and Securit 16 — — 54 70
Intangibles, net and Goodw — — 112 30¢ 421
Investment in Subsidiaries (6,012) (10,629 (@ — 16,63¢ —
Other Assets, net 49 22 14 13 98
Total Assets $ 441¢ $ (6,280 $ (10,07) $ 3,03¢ $ 16,63¢ $ 7,73%
Liabilities and Stockholders’ Equity

(Deficit)
Current Liabilities:

Accounts payabl $ — $ — $ 141 $ 437 $ $ 57¢

Current portion of lon-term debi — — — 1 1

Accrued payroll and employee

benefits — — 34 23 57

Accrued interes a0 17 — — 107

Deferred revenu — — 134 48 182

Other 1 — 53 61 115
Total Current Liabilities 91 17 362 57C 1,04C
Long-Term Debt, less current portis 4,71¢ 1,23( — — 5,94¢
Deferred Revenu — — 613 11¢€ 731
Other Liabilities 54 1 194 21z 461
Stockholders’ Equity (Deficit) (444) (7,528 (11,2496 2,13¢ 16,63¢ (449
Total Liabilities and Stockholders’

Equity (Deficit) $ 441¢ $ (6,280 $ (10,07) $ 3,03¢ $ 16,63¢ $ 7,73%
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Condensed Consolidating Balance Sheets

December 31, 2004

(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 $ 3% 17 $ 24 3 17¢ $ — $ 443

Marketable securitie — — 22F — — 22F

Restricted cash and securit — 6 14 28 — 48

Accounts receivable, n — — 113 432 — 54kt

Due from (to) affiliates 9,16¢ 4,10C (13,299 24 — —

Other 13 4 26 98 — 141
Total Current Assets 9,18¢ 4,127 (12,670 76C — 1,402
Property, Plant and Equipment, | — — 3,271 2,137 — 5,40¢
Marketable Securitie — — 114 — — 114
Restricted Cash and Securit 16 — — 51 — 67
Intangibles, net and Goodw — — 13€ 321 — 457
Investment in Subsidiaries (5,457) (10,190 1 — 15,64¢ —
Other Assets, net 43 24 17 12 — 96
Total Assets $ 3,781 $ (6,039 $ (9,130 $ 3,281 $ 15,64¢ $ 7,54/
Liabilities and Stockholders’ Equity

(Deficit)
Current Liabilities:

Accounts payabl $ — $ — $ 12C $ 494 $ — $ 614

Current portion of lon-term debt — — 26 11¢€ — 144

Accrued payroll and employee

benefits — — 53 29 — 82

Accrued interes 52 17 3 1 — 73

Deferred revenu — — 172 83 — 25E

Other 1 — 61 72 — 134
Total Current Liabilities 53 17 43k 797 — 1,30z
Long-Term Debt, less current portis 3,83¢ 1,23( — 1 — 5,067
Deferred Revenu — — 707 13¢ — 84C
Other Liabilities 55 1 19¢ 23¢ — 492
Stockholders’ Equity (Deficit) (157) (7,287 (10,477) 2,112 15,64¢ (157)
Total Liabilities and Stockholders’

Equity (Deficit) 3,781 $ (6,039 $ (9,130 % 3,281 $ 15,64¢ $ 7,544

30




Condensed Consolidating Statements of Cash Flomthéosix months ended June 30, 2005 and 2004xfollo

Communications,

Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2005
(unaudited)

Communications,

(dollars in millions) Financing, Inc. Subsidiaries Total
Net Cash Provided by (Used i
Operating Activities $ (118 $ 62) $ 56 $ 47 $ $ (77)
Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie — — 15C — 15C
Purchases of marketable securiti (64¢) — — — (649)
Decrease (increase) in restricted
cash and securities, r — 3 @) — 1
Capital expenditures, net — — (70) (76) (146€)
Investments and acquisitions (10 — — — (10
Proceeds from sale of property,
plant and equipment and other
assets = — 2 2 4
Net Cash Provided by (Used i
Investing Activities (65¢€) 3 80 (74) (649)
Cash Flows from Financing Activitie
Long-term debt borrowings, net ¢
issuance cos! 877 — — — 877
Payments on long-term debt,
including current portion (net of
restricted casr — — (25) (105) (130
Increase (decrease) due from
affiliates, net 8 54 (177 10¢ —
Net Cash Provided by (Used i
Financing Activities 88t 54 (19¢) 4 747
Effect of Exchange Rates on Cash (1) — (10) (5 (16)
Net Change in Cash and Cz
Equivalents 10¢€ 5) (70) (28) 5
Cash and Cash Equivalents at
Beginning of Perio( 3 17 24k 17¢ 442
Cash and Cash Equivalents at End of
Period $ 111 $ 12 % 175 $ 15C $ $ 44¢
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Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2004

(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 $ (202) $ — $ 17 $ 14¢ $ — $ (37)
Cash Flows from Investing Activitie
Purchases of marketable securities — — (410 — — (410
Proceeds from sale of marketabl
securities — — — 41 — 41
Decrease (increase) in restricted
cash and securities, r 7 21 @) — — 21
Capital expenditures, net — — (74) (39) — (112
Investments and acquisitions — — (25) — — (25
Proceeds from sale of property,
plant and equipment, and othe
assets — — 7 9 — 16
Net Cash Provided by (Used i
Investing Activities 7 21 (509 12 — (469)
Cash Flows from Financing Activitie
Payments on long-term debt,
including current portiol — — (74) 2 — (76)
Increase (decrease) due from
affiliates, net 195 (21) 37¢ (552) — —
Net Cash Provided by (Used i
Financing Activities 19% (21) 304 (559 — (76)
Effect of Exchange Rates on Cash — — (3) 3 — —
Net Change in Cash and Cz
Equivalents — — (197 (397 — (582
Cash and Cash Equivalents at
Beginning of Periot 1 15 582 531 — 1,12¢
Cash and Cash Equivalents at End
Period $ 13 15 $ 391 $ 14C $ — $ 547
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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 200fbAhReport 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”, “pldnestimate” and “expect” and similar expressioas,they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetdamties and assumptions. Should one or moreesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatsults may vary materially from those descrilethis document. For a more detailed
description of these risks and factors, pleasd¢tme€ompany’s 2004 Annual Report on Form 10-K fikdgth the Securities and Exchange
Commission.

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 eadrcange of integrated communications servicesidicy voice, private line, wavelengths,
colocation, Internet access, managed modem, datgee and dark fiber. Revenue for communicati@rsises is recognized on a monthly
basis as these services are provided. For contradiving private line, wavelengths and dark filservices, Level 3 may receive up-front
payments for services to be delivered for a pegioglp to 20 years. In these situations, Level 3 défer the revenue and amortize it on a
straight-line basis to earnings over the term efabntract.

The Company segregates its communication servitegtiree separate groups with each being in aréift phase of the product life cycle,
incorporating different marketing and distributisinategies and different contributions to the Comyps profitability. Growth services inclus
both wholesale and consumer oriented voice serdoddP-VPN services. The Company'’s core servioasist of transport & infrastructure
and IP & data products. Level 3 also provides madagodem and DSL services to customers which amee to be mature services by the
Company.

Management of Level 3 believes that growth in rengrrevenue is critical to the long-term succesthe communications business. The
Company believes it must continue to increase negdrom its core services in the transport anduginess units, as well as from the new
growth services including VolP and IP-VPN servicksthe same time, the Company believes it musticoa to effectively manage the
positive cash flows from its mature managed modemices.

The Company is developing new voice services thatldition to its existing voice services targegéaand existing markets. The Company
believes that the efficiencies of Level 3's IP amdical based network, including its Softswitchhtealogy, will provide customers a lower
cost alternative than the existing circuit-switcmedworks of its competitors. Several other contpetiwith IP technologies have announced
that they will be entering this market as well. V€tihe voice services being launched by Level §ea large addressable market, the
Company must quickly develop both its capabilityrtarket and sell in the voice market and develeprternal systems and processes
necessary to support the new services being ladndie market for voice services is large, howetvisrexpected to continue to decline over
time as a result of the new low cost IP and optiealed technologies. In addition, the market facerservices is being targeted by many
competitors, several of which are larger and haweerfinancial resources than the Company.
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The Company’s IP-VPN services permit businessesptace multiple networks with a single, cesfective solution that greatly simplifies 1
converged transmission of voice, video and daté& &tnvergence to a single platform can be obtaim#tbut sacrificing the quality of
service or security levels of traditional ATM anchfe Relay offerings. IP-VPN services also permsétemers to prioritize network
application traffic so that high priority applicatis such as voice and video, are not compromispdriiormance by the flow of low priority
applications such as email.

Growth in transport & infrastructure revenue igkly dependent on increased demand for bandwidtiices, the pricing of those services
and available capital of companies requiring comications capacity for their own use or in providicepacity as a service provider to their
customers. These expenditures may be in the formp-dfont payments or monthly payments for priiate, wavelength or dark fiber
services. An increase in demand will likely be f@dist offset by declines in unit pricing.

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 continued increases in usage byehtghprises and consumers and the
pricing environment. An increase in the reliabilityd security of information transmitted over theetnet and declines in the cost to transmit
data have resulted in increased utilization of eHo@rce or web based services by businesses. Thpdbgroontinues to experience price
compression for its IP and data services. Currigt levels of available capacity and the numerammanies competing in this market have
resulted in a very competitive pricing environment.

The Company experienced price compression in th& 285% range for transport and IP services in 20@4el 3 believes that industry-
wide, excess network inventory has been signiflgaeduced. The Company continued to see pricheggure in the first half of 2005 for
those customers that require simple, low qualibnipto-point services, as competitors aggressipehgsued this business. However, Level 3
is seeing some indication that competitors arevelliag to discount these services if it requiregestment in incremental capacity to mee
customer’s requirements. Therefore, the amountwf capacity added may not be sufficient to metetréudemand.

For those customers that provide high quality catnde require complex regional or national solusipbevel 3 is beginning to see some early
indications that price compression is starting taderate, but it is far too early to draw conclusiohevel 3 intends to remain disciplined ir
approach to pricing for its transport and IP sexsicThe Company does not intend to pursue volurtreeaxpense of profitability.

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

SBC and Verizon announced that they intended taieedT&T and MCI, respectively. While these propddransactions still require
regulatory and stockholder approval and are notebeul to be completed until 2006, the Company bedi¢hat the completion of these
transactions will benefit Level 3. Not only willipe compression potentially be mitigated by thenalation of competitors, but there will be
increased pressure on the combined entities taceetthe cost of providing services in order to inyerdistorical operating results.
Accordingly, Level 3’s position as a low cost prer in the industry could provide future revenupantunities as the combined entities seek
low cost service offerings.

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 ergeo result in declines in managed modem revéntlee future. The Company
recognized $488 million and $210 million of manageadem revenue in fiscal 2004 and for the six meetided June 30, 2005, respectiv
These declines may be mitigated in the mid to lotgien by growth in Ifbased services offered by the Company that adthressarket shil
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.
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The exclusivity provisions in the contract with @empany’s primary DSL customer expired at the efnithe first quarter of 2005. The
customer substantially completed the migratiort€&kisting DSL subscribers to its own network dgrihe second quarter of 2005. Since
customer did not fully complete the migration bygB80, 2005, Level 3 will receive additional comgeion in the third quarter of 2005. The
Company recognized $112 million of DSL revenueilattable to this customer in 2004, and $54 millionthe six months ended June 30,
2005 and is expecting DSL revenue to decline siganitly through the remainder of 2005.

Level 3's management continues to review the Coryigaxisting lines of business and service offesitg determine how those lines of
business and service offerings assist with the @Gmyis focus on delivery of communications and infation services and meeting its
financial objectives. To the extent that certaie$ of business or service offerings are not censilto be compatible with the delivery of
communications and information services or withagihg financial objectives, Level 3 may exit thdises of business or stop offering those
services.

Management focuses on Adjusted OIBDA, cash flowmfoperating activities and capital expenditureassess the operating performanc
the communications business. Management belieaa\tjusted OIBDA, when viewed over time, reflettie operating trend and
performance of its communications business. Adju§&iEBBDA, or similar measures, also is an indicatbperformance used by Level 3’s
competitors and is used by management in evaluegiatjve performance.

The expected increase in revenue attributablegd@tbmpany’s voice and IP-VPN services and the d¢rpgetecline in revenue from the
managed modem and DSL services will likely resulbiwer gross profit margins in the future. Profiargins for the Company’s mature
services have historically been higher than theagesprofit margins earned by the Company’s comuaiitns business while the profit
margins for the Company’s growth services are ebqueto be below the current average profit margimed by the communication business.

In January 2005, the Company announced cost comgininitiatives that are intended to reduce ojregatxpenses by approximately $60 to
$70 million in 2005. The initiatives included thin@nation of approximately 470 jobs primarily ihg non-growth and support areas of the
communications business. The Company recordedraiceging charge of $15 million in the first quarbf 2005 attributable to this action.

Management believes that cash flows from operatatiyities as reported on the consolidated stat¢wferash flows, also is a measure of
operating performance, but in addition measuregémeration of cash from or use of cash for workiagital (particularly accounts
receivable, accounts payable and deferred revgnuppses which is important as the Company mon#ontsmaintains its liquidity.

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

In the second quarter of 2005, Level 3 agreed pdogethe latest generation of optical equipmentaligwed by Infinera Corporation. Level 3
believes that the equipment will allow the Compémpptimize the amount of traffic it carries ovhe tnetwork and lower the cost of
providing services.

The Company is focusing its attention on 1) growiegenue through existing core services, existiagvth services and new service
development efforts, 2) continuing to show improeens in Adjusted OIBDA as a percentage of reveBuajanaging working capital and
4) making certain its capital expenditures are nadwaarily for activities that directly generatevemue. The anticipated change in the
composition of the Company’s revenue will requive Company to carefully manage operating expengse@ncentrate its capital
expenditures on those technologies and assetwithahable the Company to further develop its giftowervices and replace the decline in
revenue and earnings from mature services.
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In addition to the operational metrics, the Compisngiso focusing on improving its financial conmalit and extending the maturity dates of
and lowering the effective interest rate on itsstariding debt. In 2004, the Company was able, tir@useries of transactions, to extend
approximately $1.1 billion of debt maturing in 20@82011 and to reduce the effective interestoatthe debt outstanding. In addition, on
April 4, 2005, Level 3 completed the offering of8fBmillion of 10% Convertible Senior Notes due 2@d Institutional investors. Level 3
intends to use the net proceeds from this offef@ngeneral corporate purposes, including possibtpiisitions, working capital, capital
expenditures, debt refinancing and debt repurchablke Company will continue to look for opportuest to improve its financial position in
2005 and focus its resources on growing revenuerathging costs for the communications business.

Information Services

The Company’s information services business is a@ag of two operating units:i (Structure, LLC and Software Spectrum, Int) (
Structure provides computer outsourcing servicasaily to small and medium-sized businesses ttattwo concentrate their resources on
their core business rather than expend capitalrena overhead costs to operate their own compwgimgronments. Efforts to grow this
business are largely dependent onStructure’s ability to effectively market itsetf businesses while competing against other outsaurc
providers with greater financial resources and neenegnition (i) Structure recognizes revenue in the period theicenare provided.

Software Spectrum is a global reseller of busisesdsvare, primarily to large and medium sized besses. Software Spectrum recognizes
revenue at the time the product is shipped or aqo@ance with the terms of the licensing contre8tdes under certain licensing programs
permit Software Spectrum to recognize only a serfée paid by the software publisher as revenugw8e Spectrum has experienced an
increase in sales under this form of licensing progand management expects further adoption ofcgderensing programs in the future.
The Company'’s ability to resell software is infloed by the general economic environment, spedyicalNorth America and Western
Europe, as well as the level of IT spending foriless software by large and medium sized companies.

The software distribution and resale businessiig sempetitive with profitability largely dependempon rebates received from the software
publishers. The amount of rebates received fronpthdisher is tied directly to the value of softeaold for that publisher. These programs
vary from publisher to publisher, but typically ¢aim sales targets that are tiered so that Soft®peetrum can earn higher rebates on
incremental sales above certain sales targetsinaligely, Software Spectrum may forfeit publishelates if certain minimum sales targets
are not achieved. As such, it is not uncommon démsare resellers, including Software Spectrunprioe software at or below their cost,
primarily at the end of the second and fourth cgrarof the Company’s fiscal year, in order to atthie next sales target and thus earn higher
rebates from software publishers.

Microsoft is the primary provider of business safte/to the Company’s Software Spectrum businedgiciiosoft should successfully
implement programs for the direct sale of softwtareugh volume purchase agreements or other amagnys intended to exclude the
distribution or resale channel, Software Spectrumssilts of operations would be materially and askly affected.

Microsoft has recently notified Software Spectruihpmposed changes to Microsoft's sales agencyrprogvhich, once finalized by

Microsoft, will take effect for customer contraetstered into after January 1, 2006. All contract®pleted prior to January 1, 2006, will be
grandfathered under the existing sales agency anogdnder the proposed revised program for agemmy sales as currently drafted, the
number of performance metrics against which Sov&pectrum is measured and the standard of penfimenan those metrics are expected
to increase. The Company expects, based on a maliyrevaluation of Microsoft's proposed prograraraes, that the program changes will
not have a significant affect on the Company'sltesi operation or financial position in 2006. \WMever, since Microsoft has yet to finalize
the proposed changes, the Company is not abldfitutolely determine the effects of Microsoft's prosed changes on the Company's results
of operations and financial position after Janugrg006.

36




In order to achieve a desired return on invest@itaia Management of the information services besifocuses on the Adjusted OIBDA
metric and cash flow from operating activities ss@ss the overall operating performance of thermtion services business. Specifically,

the (i )Structure business, Adjusted OIBDA reflects theraging results of the business and, viewed inwaijon with net capital
expenditures required to support existing and nestatner contracts, provides Management with vigib the financial condition and
operating performance of the business. For thexdoét Spectrum business, Management focuses ontadj@BDA and cash flow from
operating activities, including changes in work@pital accounts, to assess the financial condé@mhoperating performance of the business.
Software Spectrum’s working capital requiremengsdatermined primarily by changes in its accouateivable and accounts payable
balances. Management is focusing its attention iminmzing working capital requirements by loweriitg days sales outstanding through
consistent collection procedures. Management egpeatking capital requirements for the Softwarec®pen business to decline in the fut

as software publishers continue to adopt the agkeeysing 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 fibre delivery of coal establish the price, volume] guality requirements of the coal to be
delivered. Revenue under these and other conisasognized when coal is shipped to the custoftes.remainder of Level 3's sales are
made on the spot market where prices are gendoalyr than those in the Company’s long-term congrac
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Results of Operations 2005 vs. 2004

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

Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
Communication $ 371 $ 391 $ 881 $ 78C
Information Service 52C 50¢ 1,00¢ 997
Coal Mining 19 24 36 40
$ 91C $ 91¢ $ 1,92( % 1,817

Communicationsrevenue is classified into two categories, serviegenue and reciprocal compensation. The Compatiyer segregates its
communications services into three separate catsgaith each being in a different phase of thelpot life cycle, incorporating different
marketing and distribution strategies and diffei@ntributions to the Company’s profitability. Thategories include: 1) growth services
(voice and IP-VPN services) 2) core services (frans& infrastructure and IP & data products) andrture services (managed modem and
DSL services). Revenue for these services is ffiedtin the following table:

Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004

Services
Growth Service: $ 28 % 11 $ 55 $ 19
Core Service 187 18& 49¢ 37¢
Mature Services 127 16¢ 271 334
Total Services Revenue 342 36E& 824 731
Reciprocal Compensation 29 26 57 49
Total Communications Revenue $ 371 $ 391 $ 881 $ 78C

Growth services revenue for the three months eddad 30, 2005 is comprised of $25 million for vasegvices and $3 million for IP-VPN
services versus $9 million for voice services afdrillion for IP-VPN services in the same perio®@B04. For the six months ending

June 30, 2005, growth services revenue was conapois®51 million of voice revenue and $4 millionl&-VPN revenue compared to $17
million and $2 million for voice and IP-VPN servigeaespectively, for the corresponding period iA20The increase in IP-VPN revenue is
attributable to several contracts that were awaldiedin 2004 and the beginning of 2005 for whiehvges are now being provided. Voice
revenue improved as a result of the increased rhadaeptance of the new services introduced in 20032004, particularly the wholesale
services which include voice termination, localanhd and enhanced local services. Voice terminagganue increased significantly in
2005; however the Company'’s largest voice termimatevenue customer significantly decreased theuatf traffic on Level 3's network
during the second quarter of 2005. As a resuttwgn in voice termination revenue will be mitigateatil Level 3 signs new customer
contracts, increases traffic with existing custograrthe significant customer increases traffi¢h@nLevel 3 network. The Company expects
revenue from its other voice services to contimuimtrease in future periods as a result of theréuservice introductions, the timing of our
customers’ rollout of VolIP services, and the acaepe of VolP technology by businesses and consumers

Revenue attributable to the Company’s core senfimethe three months ended June 30, 2005 is cerghof $123 million of transport and
infrastructure revenue and $64 million of IP anthdavenue. Revenue for the corresponding pen@904 was $118 million and $67
million for transport and infrastructure and IP afada, respectively. Revenue attributable to iduesport and infrastructure business incre
as a result of higher demand for colocation andelemgth services. Colocation revenue increas@28@®5 as a result of
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higher utilization rates in certain of the Companfgcilities and stabilization of pricing. The irase in wavelength revenue is primarily
attributable to the contract purchased from 360ngkw/in the first quarter of 2005, new agreemerits rance Telecom and additional
services provided to new and existing customeérhe increases in transport and infrastructure negevere partially offset by lower
amortized dark fiber and operations and maintenagaenue resulting from the settlement agreemesatshed with France Telecom and
360networks in 2005 and McLeodUSA in the fourthrtgraof 2004.

The Company expects colocation revenue to remaimeaB004 levels as there is strong demand for@atter space in large markets and
utilization of the Company’s existing colocatioresp has increased in the first six months of 2005.

In addition to transport and infrastructure, the@any’s core services also include IP & Data servicBevenue attributable to these serv
in the second quarter of 2005 declined 4% fromstdrae period in 2004. The decline in this revesygimarily attributable to a decline in
revenue for wholesale Internet access. Althoughadtel for IP and data services is increasing, pézdines more than offset revenues
relating to the increase in volume.

For the six months ending June 30, 2005, reveritibuttble to the Company’s core services was caagrof $371 million for transport and
infrastructure and $127 million for IP and datar Ehe same period in 2004, revenue was $240 midiod $138 million for transport and
infrastructure services and IP and data serviespectively. Transport and infrastructure revanaeeased significantly from the same pe
in 2004 primarily as a result of the recognitiors&B0 million of termination revenue in 2005 ver$3smillion in 2004. The termination
revenue in 2005 is primarily attributable to agreeats reached with France Telecom and 360netwolksng to the termination of existing
dark fiber lease agreements with those customeswithed below.

On February 22, 2005, France Telecom and Leveidified an agreement to terminate a dark fibereageat signed in 2000. Under the te
of the agreement France Telecom returned the fibkeevel 3. Under the original IRU agreement, ¢hsh received by Level 3 was deferred
and amortized to revenue over the 20-year terrhehgreement. As a result of this transaction, L&vecognized the unamortized deferred
revenue of approximately $40 million of unamortizkeferred revenue as non-cash termination reventreeifirst quarter of 2005.

On March 1, 2005, Level 3 entered into an agreeméht360networks in which both parties agreedetoiinate a 20-year IRU agreement.
Under the new agreement 360networks returned thefither originally provided by Level 3. Under tleiginal IRU agreement, signed in
2000, the revenue associated with the cash recbivedvel 3 was deferred and amortized to revervee the 20-year term of the agreement.
As a result of this transaction, Level 3 recognitteelunamortized deferred revenue of approxima&i88/million as non-cash termination
revenue in the first quarter of 2005.

Excluding termination revenue, transport & infrasture revenue for the six months ended June 3 Rereased 5% from the
corresponding period in 2004 due to an increaseliocation and wavelength revenue previously dgssdo

The Company expects to recognize termination rexémthe future if customers desire to renegotiatgracts or are required to terminate
service. The Company is not able to estimate tkeifip value of these types of transactions uhgytoccur, but does not currently expect to
recognize significant termination revenue for tamainder of 2005.

IP and data revenue for the six months ended JOn20®5 declined from the same period in 2004Herdame reasons described above.
Revenue attributable to the Company’s mature sesweas comprised of managed modem revenue of $1@mand DSL revenue of $24
million for the three months ending June 30, 20B®&venue attributable to these two services waé &b8 $33 million, respectively, for the
three months ended
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June 30, 2004. For the six months ended Junel®®, 2nanaged modem and DSL revenue was $210 mahadr61 million, respectively,
compared to $270 million and $64 million for thg sionths ended June 30, 2004. In 2004, Levela#3ielst managed modem customer,
America Online, informed the Company that it worgduce its overall purchases of fixed service plontsts U.S. dial-up network. America
Online reduced the number of ports it purchaseohftevel 3 by approximately 30% in 2004. In addittorthe port cancellation provisions,
the contracts with America Online contain marketipg provisions which had the effect of lowerireyenue. Partially offsetting the price
declines was an increase in managed modem usagreuesattributable to the acquisitions of certai® l&hd Sprint customer contracts at the
beginning of the second and fourth quarters of 20€gpectively.

As a result of concessions to America Online ifye2004, the market-pricing provisions of thesetcacts are not expected to be enforced
until at least the second half of 2005 for a parid the ports and January 2006 for the remainorgsp The contract with America Online
continues to contain pricing provisions whereby éle¥is obligated to provide America Online a regtliprice per port rate if Level 3 offers a
third party better pricing for a lower volume ofraparable services. The Company expects, exclutimgffects of acquisitions, managed
modem related revenue to continue to decline irfuthere primarily due to an increase in the numifesubscribers migrating to broadband
services and pricing concessions under existingraots.

The Company’s DSL aggregation services are primaribvided to a customer on an exclusive basigitam markets, which exclusivity
expired at the end of the first quarter of 200%.e Tustomer began limited migration of its cust@f of the Level 3 network during the

first quarter of 2005 and was substantially congplet the end of the second quarter of this yearthethree and six months ending June 30,
2005, DSL revenue attributable to this customerasgnted 83% and 88%, respectively, of the totdl BSenue recognized in the period.
These migration activities resulted in the decréa$2SL revenue for the three and six months erlded 30, 2005 compared to the same
periods in 2004. The Company expects DSL reveouketrease significantly in the second half of 289%he Company expects its primary
DSL aggregation customer to discontinue purchasamgices by the end of the third quarter of 2005.

Reciprocal compensation revenue increased to $2i@méand $57 million for the three and six mon#reded June 30, 2005 from $26 million
and $49 million for the corresponding periods i920This increase is primarily attributable to nemamended agreements reached with
BellSouth and Verizon Communications in the secamd third quarters of 2004, respectively, and SBG@unications in the first quarter
2005. These agreements establish intercarriestatetures to terminate local, ISP bound traffiotigh 2006 and 2007.

In October 2004, the FCC approved certain aspéadarbearance petition filed by Core Communicagiin July 2003. Specifically, the F(
lifted ISP-bound traffic growth caps and new maeatiusion. The FCC rate cap of $.0007 per minidendt change in this order. Certain of
the Company’s interconnection agreements contaiguiage that supersedes this order.

Certain ISP-bound traffic that is terminated onltkeel 3 network is expected to be subject to t6E€E ISP Remand Order, which has been
pending at the FCC for two years. The FCC has @iditthat it will rule on the ISP Remand Orderhia future. The ruling is expected to
address, among other things, the FCC'’s basis 8artisg jurisdiction over ISP-bound traffic.

Once the FCC has ruled on the ISP Remand Orde€dh®any will determine the impact of that decisonits current interconnection
agreements. If an agreement contains a changevip+lavision, a party will be able to invoke the nbea-of-law clauses to prospectively
modify the terms of that agreement. If there i<hange-of-law provision in the agreement, the gnesly negotiated terms will stay in place
until expiration of the agreement. When an agredragpires, the parties would default to the FC@swn ISP-bound traffic.

With the three agreements reached in 2004 and 2@3%] 3 has interconnection agreements in placéh®majority of traffic subject to
reciprocal compensation. Level 3 continues to ragohew interconnection agreements with otherllogaiers. To the extent that the
Company is unable to sign new interconnection

40




agreements or signs new agreements containing I@ates, or there is a significant decline in thenpany’s managed modem dial-up
business, or FCC or state regulations change satltarriers are not required to compensate otireiecs for terminating ISP-bound traffic,
reciprocal compensation revenue may decline sigaifly over time.

Information servicesrevenue increased for the three months ended Jyr#085 from 2004 primarily as a result of increhsales for
Software Spectrum. The software reseller industisesonal, with revenue and Adjusted OIBDA typidaging higher in the second and
fourth quarters of the Company’s fiscal year.

Revenue for Software Spectrum increased to $50ibmfor the three months ended June 30, 2005 $d48v million for the three months
ended June 30, 2004. The increase in revenueofon&e Spectrum is primarily due to higher satethe mid-market business segment in
2005. Software Spectrum has increased its sdi@dsefo target this segment of the market. SaféwBpectrum defines the mid-market
segment as comprised of businesses with feweraft® desktops. The increase in mid-market satesspartially offset by a decline in
revenue due to an increase in sales under Mictesbfi licensing program. Software Spectrum beggreriencing an increase in sales under
Microsoft’s 6.0 licensing program and similar pragrs offered by other suppliers in 2003. Under tipgegrams, new enterprise-wide
licensing arrangements are priced, billed and ctdtbdirectly by the software publishers. Softw@pectrum continues to provide sales and
support services related to these transactiongant a service fee directly from publishers festhactivities. The Company recognizes the
service fee it receives as revenue and not theeardlue of the software under this program. Saftw&pectrum recorded approximately

$22 million and $18 million of revenue attributalidethese types of contracts in the second quaft2®05 and 2004, respectively. The
estimated selling price of the software sold urtlese agreements was $379 million and $338 miftiothe corresponding periods.

If Microsoft and the other suppliers are successfiinplementing agency licensing programs, it wélult in a significant decline in the
amount of information services revenue recognizethb Company. The decline in revenue is not exgeetd have a meaningful effect on
operating income (loss), as the Company shouldrequee a corresponding decline in cost of revenue.

Revenue attributable {©) Structure’s business for the second quarter of 205consistent with revenue for the second quaft2®04 at
$16 million. Revenue from new services provided wHset by continued price compression in the finame outsourcing business.

Information services revenue for the six monthseenidline 30, 2005 was comprised of $970 million fBwftware Spectrum and $33 million
attributable to { )Structure. For the six months ended June 304 26@enue for Software Spectrum angd$tructure was $959 million and
$38 million, respectively. The increase in Softev&pectrum revenue in 2005 is due to the sameréaittat were described earlier for the
three-month periods ending June 30, 2005 and 207 decrease ini (Structure revenue was attributable to two custsrtemminating the
outsourcing contracts and as a resul)Structure recognized $4 million of terminationeaue in the first quarter of 2004.

Coal mining revenue decreased to $19 million in the secondtguaf 2005 from $24 million in the second quad&R004. Revenue was $36
million for the six months ended June 30, 2005 carag to $40 million for the same period in 2004e Hecline in revenue for 2005 is
attributable to a significant reduction in coaluggd to be purchased in 2005 under a contract Rétnoit Edison from 2004 levels. The
Company has signed new agreements with Detroitdisut with lower tonnage requirements and lowares.

Cost of Revenudor the communications business, as a percentageyefue was 30% for both of the three month psreadled June 30,
2005 and 2004. Cost of revenue declined in 20Gbrasult of the migration of ICG, KMC and Allegiantaffic to the Level 3 network in the
second half of 2004 and first half of 2005, anditteeemental costs incurred in the second quaft2004 for the completion of the Genuity
migration. The decrease in cost of revenue wasebfiy the decline in higher margin managed modethrD6L revenue and increased sales
for certain voice services, for which margins aneér.
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For the six months ended June 30, 2005 and 2084att of revenue for the communications busiress, percentage of revenue was 26%
for both periods. An increase in termination raxesnwith no corresponding cost of revenue, in 2005131 million from $9 million in 2004
positively affected the percentage in 2005. Exclgdermination revenue in 2005, the cost of reegms a percentage of revenue, would |
been 30%. The exclusion of termination revenu20id4 had little effect on the percentage. Asdiesd above, the change in the revenue
mix from high margin mature services to low margiowth services, combined with the additional co$the ICG, KMC, Allegiance
transactions completed in the second quarter of 20@ the Sprint transaction completed in the foqttarter of 2004, increased cost of
revenue as a percentage of revenue in 2005.

As the Company’s revenue mix changes to a higheepéage of voice revenue and a lower percentageaofiged modem and DSL revenue,
the cost of revenue, as a percentage of reveniléngvease due to the lower margin earned on oeafthe Company’s voice services.

The cost of revenue for the information servicesifesses, as a percentage of revenue, improvédudlglig 90.2% for the second quarter of
2005 from 90.5% for the second quarter of 2004s Heicrease was primarily attributable to an in@éasales under new licensing programs
implemented by software publishers for which thst@j revenue is minimal. Software Spectrum is vetiant on rebates received from
software publishers to improve its operating resibr the three months ended June 30, 2005 an 3oftware Spectrum earned
approximately $10 million and $12 million, respeety, in rebates which reduced cost of revenuetw&wé Spectrum does not earn rebates
from Microsoft on agency program sales. As a resisliagency program sales increase, the amouebafas earned is expected to be below
that earned in 2004. This decline is partially efféy Software Spectrum earning, in general, highargins on Microsoft agency sales than
on Microsoft non-agency sales.

The cost of revenue, as a percentage of revenuthdsix months ended June 30, 2005 increased.8/®from 90.7% for the same period in
2004. Included in the 2004 results was $4 millbtermination revenue attributable to the outsmgdusiness. This termination revenue
had no corresponding cost of revenue. The detlibermination revenue in 2005 was offset by highgency sales. Software Spectrum
earned $19 million and $22 million in rebates fog 5ix months ended June 30, 2005 and 2004, résglgct

Cost of revenue, as a percentage of revenue, dardhl mining business decreased for the thresiandonths ending June 30, 2005
compared to the same periods in 2004 primarily @esalt of the favorable resolution of certain protibn tax issues. The resolution of these
issues resulted in a $5 million decrease in thé @o®venue for the mining business in the seapmatter of 2005.

Depreciation and Amortization expenses for the quarter were $166 million fordbeond quarter of 2005, a 6% decrease from the
depreciation and amortization expenses of $1774anilh the second quarter of 2004. The decreaggrwrily attributable to shorter-lived
communications assets that were placed in semipeidr years becoming fully depreciated during£20d@ addition, the McLeod intangible
assets were fully amortized during the third quasfe2004. These decreases were partially offsehbyamortization expense attributable to
the intangible assets acquired in the Sprint adgpriscompleted in the fourth quarter of 2004.

Depreciation and amortization expenses for thergrths ending June 30, 2005 and 2004 were $33ibmadhd $356 million, respectively.
This decrease is mainly attributable to shortegdiassets becoming fully depreciated in the prary Amortization expense for the six
months ended June 30, 2005 was consistent withtemation expense for the same period in 2004.

Selling, General and Administrativeexpenses were $217 million in the three months @ddee 30, 2005, an 11% decrease from selling,
general and administrative expenses in the samedpafr 2004. This decrease is primarily attriblgato lower compensation and employee
related costs resulting from the workforce reductior the communications business which occurretiénfirst quarter of 2005. Specifically,
declines in base compensation, bonus, travel, itetgwand facilities expenses all contributed te tecrease in selling, general and
administrative expenses in 2005.
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Selling, general and administrative expenses ®iGbmpanys information services business in 2005 did naitélate significantly from 20C
expenses.

Selling, general and administrative expenses atalide to the Company’s other businesses alsorsetin the second quarter of 2005 as a
result of the favorable settlement of an obligatmprovide insurance for employees of the Compafgfmer packaging business and the
receipt of insurance proceeds reimbursing the Comfiar payments made to settle legacy environméitigdtion. These items contributed
to a $6 million decline in selling, general and auisirative expenses. The Company does not expeetlize cost reductions of this
magnitude in the future for these businesses.

Included in operating expenses for both the secmzdter of 2005 and 2004, were $10 million of nasktccompensation and professional
expenses recognized under SFAS No. 123 relatechtdsgof stock options, warrants and other stodeti@ompensation programs. In the
second quarter of 2005, the Company increasedalue wf stock based compensation distributed td@yeps, and recognized additional
non-cash compensation expense in the quarterdgetfrants. This increase in non-cash compensatimmse was offset by the reversal of
expense in Europe attributable to certain discoetihequity compensation programs.

For the six months ended June 30, 2005, sellingergd and administrative expenses declined by appedely 7% compared to the same
period in 2004. The decline is attributable tofd&tors described above.

The Company expects 2005 selling, general and aslm@tive expenses to remain below 2004 levelh@aLompany realizes the cost savings
from the workforce reduction that occurred in thistfquarter of 2005 and ongoing non-workforce texlacost containment efforts.

Restructuring and Impairment Chargeswere $4 million and $19 million for the three anmxl months ended June 30, 2005, respectively
less than $1 million and $2 million for the threwlasix months ended June 30, 2004, respectivelyinD the first quarter of 2005, the
Company recognized $15 million related to the wor&é reductions of the communications businessaritNAmerica and Europe. The
employees affected by this workforce reduction mted support functions or worked directly on matseevices. As of June 30, 2005, the
Company had less than $1 million of remaining dtiigns attributable to the 2005 restructuring diiéis. For the three and six months ended
June 30, 2004, the Company recognized restructahiagges of less than $1 million and $2 milliorspectively, for the ongoing restructuri
activities of Software Spectrum.

Non-cash impairment charges were $4 million for thepsel quarter of 2005 and resulted from the decigiderminate projects for certain
Softswitch related products in the communicationsitiess. The costs incurred for these projeattydimg capitalized operating expenses,
were impaired as the carrying value of these ptsjexceeded their estimated fair value.

Adjusted OIBDA , is defined by the Company as operating incomssflérom the consolidated statements of operatiess,depreciation a
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 opgraicome. Excluding these items
eliminates the expenses associated with the Congpaapitalization and tax structures. Note 11 ef tbnsolidated financial statements
provides a reconciliation of Adjusted OIBDA for &aaof the Company’s operating segments.
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Adjusted OIBDA for the communications business éased to $88 million in the second quarter of 200 $79 million for the same peric
in 2004. The increase in 2005 is primarily atttédhle to the declines in cost of revenue and sglij@neral and administrative expenses
partially offset by a decline in communicationserue.

For the six months ended June 30, 2005, Adjust&D@lIfor the communications business was $289 mmlkompared to $195 million in the
same period of 2004. This difference was predotaipalue to an increase in termination revenueaddcline in selling, general and
administrative expenses in 2005. Partially offagtthese items was a change in the revenue mix figh margin mature services to lower
margin growth services, combined with the additiorework costs of the ICG, KMC, Allegiance trangass completed in the second qua
of 2004 and the Sprint transaction completed irfdlieth quarter of 2004.

The operations of the information services busimesslted in Adjusted OIBDA of $15 million for thleree months ended June 30, 2005
versus $11 million for the same period in 2004 isTihcrease is due to higher sales and gross mmgBoftware Spectrum in 2005.

Adjusted OIBDA for the information services busis@gs $22 million for the six months ended June2805 which remained unchanged
from the same period in 2004. The increase inv&o# Spectrum sales and gross margin in 2005 wsestddy the lack of termination rever
attributable to the outsourcing business that fgake in 2004. In the first quarter of 2004 )$tructure recognized $4 million of revenue as
two customers terminated their contracts.

Adjusted OIBDA for the Company’s coal and otheribasses for the three and six months ended Jurz086,was $12 million and $13
million, respectively. In 2004, Adjusted OIBDA w4 million and $5 million for the correspondingioels. The increase in both 2005
periods is attributable to the favorable resolutdbcertain production tax issues which resulted 6 million decrease in the cost of revenue
for the mining business in the second quarter 662@nd the $6 million benefit contributing to tbever selling, general and administrative
expenses of the Company’s other businesses. Thetien in expenses was partially offset by a aecih higher margin coal sales to Detroit
Edison.

Interest Incomewas $10 million and $14 million for the three amdrmonths ended June 30, 2005, respectively, isanggrom $3 million
and $6 million for the same periods in 2004. lestincome increased in 2005 compared to 2004daltietincrease in the Company’s
average return on its portfolio to 2.6% and 2.4%lie three and six months ended June 30, 2005 @b and 1.1% for the three and six
months ended June 30, 2004. In addition, net pdxeeceived from the Company’s issuance of th@ $8@8ion aggregate principal amount
of 10% Convertible Senior Notes due 2011 on A$r005 caused the portfolio balance to increaslearsecond quarter of 2005. The
average balance was $1.4 billion for the secondteuaf 2005 and $1.1 billion for the second quaofe2004. The average portfolio balance
for the six months ended June 30, 2005 and 2004iret consistent at $1.1 billion. Pending utilizatof cash and cash equivalents, the
Company invests the funds primarily in governmert government agency securities and money markesfurhe investment strategy
generally provides lower yields on the funds tharalternative investments, but reduces the rigkitacipal in the short term prior to these
funds being used in the Company’s business.

In 2004 and 2005, the Company elected to take ddgarof the yield curve and purchase longer-ter81 government securities. The
government securities currently mature through &atyr2007. The Company intends to hold these giexsuuntil they mature.

Interest Expenseincreased by $21 million to $139 million during thecond quarter of 2005 compared to the secondeyuar2004,
primarily as a result of increased interest expéra the issuance of the Compas$880 million of 10% Convertible Senior Notes @041
in the second quarter of 2005. In addition, theas an increase in interest expense due to thetisccom discount notes and higher interest
rates on the variable rate mortgage. This wasaligroffset by the refinancing transaction thatoed in the fourth quarter of 2004. The
Company entered into a $730 million Senior Secdrenin Loan due 2011 and issued $345 million of 5.Z&8ior Convertible Notes due
2011 in the fourth quarter of 2004. The Compargdute proceeds
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from these transactions to repurchase approximé&tely billion of the Company’s public debt due B08. Overall, the refinancing
transaction in the fourth quarter of 2004 redu¢ed@ompany’s quarterly interest expense by appratdty $5 million in the second quarter
of 2005 compared to the second quarter of 2004.

Interest Expense, net increased by $8 million @®83%aillion during the six months ended June 30,5200marily as a result of the
transactions described above. In addition, thmguishment of the Allegiance capital lease oblmatn the second quarter of 2004 resulted
in a decrease in interest expense for the six nsogided June 30, 2005.

Other, net decreased significantly for the three and six memthded June 30, 2005 compared to the same paridde4 as a result of the
$147 million gain recognized on the extinguishmafrthe Allegiance capital lease obligation in teeand quarter of 2004. The Company
recognized a gain of $23 million on the sale of @Gwnwealth Telephone common stock in the first qurast 2004.

Income Tax Expensdor the first six months of 2005 was $3 million goaned to $2 million for the same period in 200heExpense in bo
periods is attributable to state income taxesHerdoal business and foreign jurisdiction tax netpto the Software Spectrum business.

Financial Condition—June 30, 2005

Cash flows provided by (used in) operating acegtior the six months ended June 30 are as foldaltars in millions) :

Six Months Ended

June 30,
2005 2004
Communications** $ (72) $ (52)
Information Services ) 22
Other 2 (8)
Total $ 7N $ (37)

** Includes interest expense, net of interest ineom

The decrease in operating cash flows for the coneations business for the six months ended Jun2Cb compared to the same period in
2004 was attributable to lower operating resultsrafxcluding termination revenue, and an incréaseorking capital requirements primarily
due to the timing of payments from large custométartially offsetting these items was a decreadbe cash interest paid on the Company’s
debt and an increase in interest income.

For the information services business, the decrigasash provided by operating activities is a ltestian increase in the working capital
requirements compared to the same period in 200. fluctuation in working capital is primarily abiutable to the timing of payments to
software publishers and the collection of accouveteivable from customers.

The increase in operating cash flows for the othesinesses is primarily attributable to the paynodistate tax obligations in 2004 for which
liabilities had previously been recorded. Durifi2, the Company also received insurance proceekis million reimbursing the Company
for payments made in prior periods to settle emwirental litigation.

Investing activities in 2005 include $648 milliosad to purchase marketable securities, $146 milisad for net capital expenditures,
primarily in the communications business, and $1l0an for a cost investment in a communicationsnpany . Partially offsetting these
activities were $150 million from the maturity ofamketable securities and $4 million of proceedsftbe sale of property, plant and
equipment in the first six months of 2005.
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Financing activities in 2005 include the issuant&d% Convertible Senior Notes due 2011 which restin $877 million of net proceeds for
the Company. In addition, the Company repaid $h80on of outstanding indebtedness using cashaash equivalents. The indebtedness
primarily consisted of the GMAC mortgage which weapaid in the second quarter of 2005 using $10Bamibf cash and $13 million of
restricted securities. In the future, the Comparay pursue a new mortgage to replace all or agrodf the former GMAC mortgage.

Liquidity and Capital Resources

The Company provides a broad range of integratethuanications services as a facilities-based pro\ithat is, a provider that owns or
leases a substantial portion of the property, padtequipment necessary to provide its servidés.Company has created, generally by
constructing its own assets but also through a daetibn of purchasing and leasing facilities, amatted, international, end-to-end,
facilities-based communications network. The Comypaas designed its network based on optical aredriet protocol technologies in order
to leverage the efficiencies of these technolotfiggrovide lower cost communications services.

The further development of the communications bessrwill continue to require significant expenditurincluding new service development
costs. The Company expects that these expendiuiitegsult in negative cash flows from operatingigities and operating losses for the
Company in the near future. The Compagxpenditures will be primarily attributable toepgating expenses, capital expenditures and int
payments. The Company expects base capital expeeslifcapital required to keep the network opegatifficiently) to be approximately
$100 million in 2005. The majority of the Companwgisgoing capital expenditures are expected to beess-based, which are tied to
incremental revenue. The Company expects succasstoapital expenditures for voice customers teesse in 2005.

As a result of continued growth and demand forGbenpany’s services, the Company is increasingiitsstment in network technologies,
product development and supporting capabilitie®d@5 in order to increase the attractiveness afffexings and maintain its low-cost
position.

The Company does not have any significant prinapabunts due on its outstanding debt until 2002005, the Company expects to pay in
cash, based on current debt levels approximatet$ $dillion of interest expense.

Level 3 has approximately $1.3 billion of cash,icaguivalents and marketable securities on haddret 30, 2005. Based on information
available at this time, management of the Compaatig\es that the Company’s current liquidity isfeiént to fund its anticipated negative
cash flows from operating activities, capital exgi&ures and interest costs until such time asabig to grow the business and begin
generating positive cash flows from operating ditéig sufficient to also cover capital expendittequirements, cash interest expense anc
obligations.

Cash flows will fluctuate in 2005 and will be a fition of revenue fluctuations from existing and reswices, the Comparsg/management
network, selling, general and administrative expsnsapital expenditures and fluctuations in waglkdapital for both the communications .
information services businesses. The Compapyévious debt and equity offerings have givenGbhmpany the ability to develop its busin
However, if additional investment opportunities shiopresent themselves, the Company may be reqtarselcure additional financing in the
future. There can be no assurance that the Conqmarig raise such amounts on acceptable termstbe dime the funding is necessary.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposxisting businesses, investments or o
non-core assets to fund portions of its business.
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In the second quarter of 2005, Level 3 announcatlith wholly owned subsidiary, Technology Spectrims., had filed a registration
statement with the Securities and Exchange Comomgsi enable the sale of that subsidiary’s comntocksto the public in an initial public
offering. Technology Spectrum, Inc. is the priradipolding company for Level 3's information semscbusiness. The registration statement
relating to these securities has not yet becones&fe.

The Company may not be successful in producindgcserfit cash flow, raising sufficient debt or equilgpital on terms that it will consider
acceptable. In addition, proceeds from dispositifithe Company’s assets may not reflect the ddsétissic values. Further, expenses may
exceed the Company’s estimates and any financiadatemay be higher than estimated. Failure to gémeufficient funds may require the
Company to delay or abandon some of its future esipa or expenditures, which could have a matadakrse effect on the business.

Level 3's management continues to review the Coryigaxisting lines of business and service offesitg determine how those lines of
business and service offerings assist with the Gamyis focus on delivery of communications and infation services and meeting its
financial objectives. To the extent that certaire$ of business or service offerings are not censitito be compatible with the delivery of
communications and information services or withiecimg financial objectives, Level 3 may exit thdges of business or stop offering those
services.

Level 3 is aware that the various issuances dafuitstanding senior notes, senior discount notecandertible notes may trade at discounts to
their respective face or accreted amounts. In dleontinue 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 evaluaty such transactions in light of then
existing market conditions and the possible dikiffect to stockholders. The amounts involvediy such transactions, individually or in

the aggregate, may be material.

Current economic conditions of the telecommunicetiand information services industry, combined Witkel 3's financial position and
significant liquidity, have created potential opjmities for Level 3 to acquire companies or parsi@f companies at attractive prices. Lev
continues to evaluate these opportunities and amakk additional acquisitions in 2005.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Level 3 is subject to market risks arising frommdes in interest rates and foreign exchange ragesf June 30, 2005, the Company had
borrowed a total of $730 million under a Seniori8ed Term Loan. Amounts drawn on the debt instrurhear interest at LIBOR rates plus
an applicable margin. As the LIBOR rates fluctuatetoo will the interest expense on amounts bogtbunder the debt instrument. The
weighted average interest rate on the variableinateument at June 30, 2005, was approximatelg4P@. A hypothetical increase in the
variable portion of the weighted average rate by(iléb a weighted average rate of 11.34%) wouldeiase annual interest expense of the
Company by approximately $7.3 million. At June 3005, the Company had $5.22 billion of fixed ragbtthbearing a weighted average
interest rate of 8.74%. A decline in interest ratethe future will not benefit the Company witlspect to the fixed rate debt due to the terms
and conditions of the loan agreements that redqb@e€Company to repurchase the debt at specifiedipres.

The Company’s business plan includes operatingeadmmunications network and information servicesitess in Europe. As of June 30,
2005, the Company had invested significant amooi¢spital in the region for its communications iness. The Company issued

€800 million (€154 million outstanding at June 3008) in Senior Euro Notes in February 2000 as an@wic hedge against its net
investment in its European subsidiaries at the.tiéxgeof June 30, 2005, the Company held enoughdgiordenominated currency to fund its
current working capital obligations and remainingerest payments on its Euro
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denominated debt through maturity. The Companynioasnade significant use of financial instrumentsiinimize its exposure to foreign
currency fluctuations.

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

Item 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 June 30, 2005. Based upon such reviewGhinef Executive Officer and Chief
Financial Officer have concluded that the Compangistrols and procedures are effective and argydedito ensure that information
required to be disclosed by the Company in thentgpfiles or submits under the Securities Exgf@Act 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, withiotitation, controls and procedures designed sueamthat information required to be
disclosed by an issuer in reports it files or submnder the Securities Exchange Act is accumukateldcommunicated to the Company’s
management, including its principal executive @fiand principal financial officer, as appropritdellow timely decisions regarding

required disclosure.

(b) Internal controls. There were no changes in Level 3’s internal cdsitoeer financial reporting that have occurred dgrhe second
quarter 2005 that have materially affected or aesonably likely to materially affect, Level 3'sémal controls over financial reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

The Company has provided an update to two legalgadings involving the Company in Note 13 of thesmdidated financial statements
contained in Part I, Item | of this Form 10-Q. THisclosure is hereby incorporated by reference.

Item 4. Submission of Matters to a Vote ofegurity Holders

At the annual meeting of stockholders held on May2D05 the following matters were submitted totev

1. Election of three Class Il Directors to the Boafdiarectors of Level 3 for a three-year term uthié 2008 Annual Meeting of
Stockholders:
In Favor Withheld
James O. Ellis, J 606,810,09 8,880,43.
Richard R. Jaro 599,925,05 15,765,46
Albert C. Yates 606,871,29 8,819,23.
2. To approve the granting to the Level 3 Board oEbiors discretionary authority to amend our ameradebrestated Certificate of

Incorporation to effect a reverse stock split a& ohfour ratios:

Affirmative votes 592,717,30
Negative vote: 21,322,35
Abstain 1,650,86:
Broker not-vote 0
3. To approve an amendment and restatement of thd Be&¥emmunications, Inc. Certificate of Incorpooeti
Affirmative votes 603,020,68
Negativevotes 10,888,87
Abstain 1,780,97:
Broker not-vote 0

Item 6. Exhibits

(@) Exhibits filed as part of this report are listeddve
31.1 Rule 13i-14(a)/15+-14(a) Certification of the Chief Executive Offic
31.2 Rule 13i-14(a)/15¢-14(a) Certification of the Chief Financial Offic

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiaoB8e906 of the
Sarbane-Oxley Act of 2002

32.2  Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioB8e906 of the
Sarbane-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: August 9, 2005 /sl Eric J. Mortense
Eric J. Mortense
Senior Vice President, Controll
and Principal Accounting Office
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Exhibit 31.1
CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. | have reviewed this Quarterly Report on Form 16fQevel 3 Communications, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsitéde a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this
report;

4. The registrant’s other certifying officer(s) andrke responsible for establishing and maintainiisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hgd)) for the registrant and have:

(a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatneg to the registrant, including its consolidhubsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being preszh

(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 assaregegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contiots procedures, as of the end of the period coveyehis 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 regists fourth fiscal quarter in the case of an ameport) that has materially
affected, or is reasonably likely to materiallyesff, the registrant’s internal control over finaeeporting; and

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons 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 aqbrt financial information;
and

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

Date: August 9, 200
/sl James Q. Crow

James Q. Crow
Chief Executive Office




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

Exhibit 31.2

CERTIFICATIONS*

I, Sunit S. Patel, certify that:

1.

2.

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

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to tl
period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hgd)) for the registrant and have:

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

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

(c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contiots procedures, as of the end of the period coveyehis report based on such
evaluation; and

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

The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions):

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

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

Date: August 9, 200

/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

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

Exhibit 32.1



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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the “Company”) on Form 10 the three and six
months ended June 30, 2005 as filed with the SiEsiind Exchange Commission on the date heresf'Rbport”),l, James Q. Crowe, Chi
Executive Officer of the Company, certify, pursuamil8 U.S.C. § 1350, as adopted pursuant to 9l Sarbane®xley Act of 2002, tha

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

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

/sl James Q. Crow
James Q. Crow

Chief Executive Office
August 9, 200¢

Exhibit 32.2

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

In connection with the Quarterly Report of LeveL8mmunications, Inc. (the “Company”) on Form 10 the three and six
months ended June 30, 2005 as filed with the Sieesiand Exchange Commission on the date heremf'Rbport”), I, Sunit S. Patel, Chief
Financial Officer of the Company, certify, pursutmtl8 U.S.C. § 1350, as adopted pursuant to 9l Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

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

/s/Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
August 9, 200¢

End of Filing
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