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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 2004 2003 2004 2003
Revenue
Communications (Note ¢ $ 391 % 43C % 78C 3 1,13¢
Information Service 503 491 997 997
Coal Mining 24 16 40 32
Total revenue 91¢ 937 1,817 2,164
Costs and Expenses (exclusive of depreciation and
amortization shown separately belo
Cost of revenue
Communication: 11¢ 10¢ 20C 192
Information Service 45k 452 904 917
Coal Mining 17 12 30 26
Total cost of revenu 591 567 1,13¢ 1,13¢
Depreciation and amortizatic 177 22¢ 35€ 43¢
Selling, general and administrati 243 27¢ 47¢ 54t
Restructuring charge — 9 2 20
Total costs and expens 1,011 1,07¢ 1,97( 2,13¢
Operating Income (Los: (93) (142) (153 29
Other Income (Expense
Interest incom: 3 5 6 10
Interest expense, n (11¢) (143) (24%) (283
Other, ne 14€ (17€) 184 (102)
Total other income (expens 31 (319 (55) (375)
Loss from Continuing Operations Before Income Tax
and Change in Accounting Princiy (62) (45€) (208) (34¢€)
Income Tax Expens (1) — (2) —
Loss from Continuing Operatiol (63) (45€) (210 (34¢€)
Loss from Discontinued Operatio — (6) — (2
Net Loss Before Change in Accounting Princi (63 (462 (210 (349€)
Cumulative Effect of Change in Accounting Princi — — — 5
Net Loss $ 63 $ (4620 $ (2100 % (343)
Earnings (Loss) per Share of Level 3 Common Stock
(Basic and Diluted)
Loss from Continuing Operatiol $ (0.09 $ (099 $ 0.3) $ (0.79
Loss from Discontinued Operatio — (0.07) — —
Cumulative Effect of Change in Accounting
Principle — — — 0.01
Net Loss $ (0.09 % (095 % (0.3) % (0.7%

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) 2004 2003
Assets
Current Assets

Cash and cash equivalel 547 1,12¢

Marketable securitie 221 42

Restricted cas 52 74

Receivables, less allowances of $26 and $28, régphc 47€ 561

Other 122 14C
Total Current Asset 1,41¢ 1,94¢
Net Property, Plant and Equipme 5,46¢€ 5,72
Marketable Securitie 18¢ —
Restricted Cas 62 61
Gooduwill and Intangibles, ni 46% 45¢
Other Assets, n¢ 90 10C

7,68¢ 8,29¢

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

(unaudited)
June 30, December 31,
(dollars in millions, except per share data) 2004 2003
Liabilities and Stockholde’ Equity (Deficit)
Current Liabilities:
Accounts payabl $ 54¢ % 651
Current portion of lon-term deb 141 12t
Accrued payroll and employee bene 90 13t
Accrued interes 87 10C
Deferred revenu 164 18¢
Other 231 231
Total Current Liabilities 1,262 1,431
Long-Term Debt, less current portit 5,00¢ 5,25(
Deferred Revenu 963 954
Other Liabilities 46¢ A77
Commitments and Contingenci
Stockholder Equity (Deficit):
Preferred stock, $.01 par value, authorized 10(@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@shares: 680,596,374 outstanding in
2004 and 677,828,634 outstanding in 2 7 7
Class R, $.01 par value, authorized 8,500,000 shate shares outstandi — —
Additional paic-in capital 7,401 7,36(
Accumulated other comprehensive I (11¢) (90)
Accumulated defici (7,306) (7,096
Total Stockholder Equity (Deficit) (14) 181
$ 7,688 $ 8,29:

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) 2004 2003
Cash Flows from Continuing Operatiol
Net Loss (210 $ (34<
Loss from discontinued operatio — 2
Cumulative effect of change in accounting princ — (5)
Loss from continuing operatiol (210 (34¢€)
Adjustments to reconcile loss from continuing opieres to net cash used in continuing operati
Equity earnings, ne — 2
Depreciation and amortizatic 35¢€ 43t
Induced conversion expense on convertible — 19C
Gain on debt extinguishments, | (147) 2
Gain on sale of property, plant and equipment,radld operations and other as: (39 (67)
Non-cash compensation expense attributable to stockda 19 48
Deferred revenu (15) (336
Amortization of debt issuance co: 8 10
Accreted interest on lor-term discount det 37 54
Accrued interest on lol-term debt (13 9
Change in working capital items net of amounts aequ
Receivable! 75 21
Other current asse 22 47
Payables (84 (126)
Other liabilities (49 (29
Other (8) (1)
Net Cash Used in Continuing Operatic (37) (95)
Cash Flows from Investing Activitie
Purchase of marketable securit (410 —
Proceeds from sale of marketable secur 41 —
Decrease in restricted cash and securities 21 2
Capital expenditure (118 (90)
Release of capital expenditure accrt 6 21
ICG acquisitior (25) —
Genuity transactio — (144)
Investments and acquisitio — (1)
Proceeds from sale of toll road operati — 46
Proceeds from sale of property, plant and equipnsemt other asse 16 21
Net Cash Used in Investing Activitii (469 $ (145
Cash Flows from Financing Activitie
Payments on lor-term debt, including current portic (76) $ (19
Proceeds from stock options exerci: — 3
Net Cash Used in Financing Activiti (76) (11)
Net Cash Provided by Discontinued Operati — 21
Effect of Exchange Rates on Cash and Cash Equi — 3
Net Change in Cash and Cash Equival (582 (227)
Cash and Cash Equivalents at Beginning of Pe 1,12¢ 1,14z
Cash and Cash Equivalents at End of Pe 547 $ 91¢
Supplemental Disclosure of Cash Flow Informatioasiinterest pai 214 3 21C
Noncash Investing and Financing Activitir
Common stock issued in exchange for long term — 8 774
Accrued interest paid with common stc — 9
Long-term debt principal retired by issuing common st — 60C



Settlement of obligation with restricted securit — 10
Long-term debt extinguished due to sale of toll roadrapens — 13¢

See accompanying notes to consolidated finanagtsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in Stockholder&quity (Deficit)
For the six months ended June 30, 2004

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 7 % 7,36C $ 90) $ (7,09¢) $ 181
Common Stock

Stock plan grant — 10 — — 10

Shareworks pla — 22 — — 22

401(k) plan — 9 — — 9
Net Loss — — — (210 (210
Other Comprehensive Lo — — (26) — (26)
Balances at June 30, 20 $ 7 $ 7401 $ (116) $ (7,306 $ (14

See accompanying notes to consolidated financigdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (ks)

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,

(dollars in millions) 2004 2003 2004 2003
Net Loss $ ®3 $ 462) $ (210 $ (343
Other Comprehensive Income (Loss) Before 1

Foreign currency translation gains (loss 1 15 7 21

Unrealized holding losses and other arising dupiegod 2 (5) 2 8

Reclassification adjustment for (gains) lossesudet in

net income (loss 4 (1) (17) (1)

Other Comprehensive Income (Loss), Before 3 9 (26) 12
Income Tax Benefit Related to Items of Other

Comprehensive Income (Los — — — —
Other Comprehensive Income (Loss) Net of Te 3 9 (26) 12
Comprehensive Los $ (60) $ (453 $ (236) $ (331

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 to®ants of Level 3 Communications, Inc. and subsids (the “Company” or “Level 3”) in
which it has control, which are engaged in entegsiprimarily 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@@3deen taken from the Company’s
audited statements included in its Annual Reporform 10-K for the year ended December 31, 200BotAer financial statements

contained herein are unaudited and, in the opiafananagement, contain all adjustments (consistitlg of normal recurring accruals)
necessary for a fair presentation of financial fi@sj results of operations and cash flows forghaods presented. The Company’s
accounting policies and certain other disclosuressat forth in the notes to the consolidated i rstatements contained in the Company’s
Annual Report on Form 10-K, for the year ended Ddwer 31, 2003. These financial statements shalgad in conjunction with the
Company'’s audited consolidated financial statemantsnotes thereto. The preparation of the codatgd financial statements in conformity
with accounting principles generally accepted m thited States requires management to make esraatl assumptions that affect the
reported amount of assets and liabilities, disasd contingent assets and liabilities and thengga amount of revenue and expenses during
the reported period. Actual results could diffemfi these estimates.

The results of operations for the three and sixthmended June 30, 2004 are not necessarily indoatt the results expected for the full
year.

Termination revenue is recognized when a custorisepdnects service prior to the end of the confpaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. In addition, tertidmarevenue is recognized when
customers make termination penalty payments to IL®te settle contractually committed purchase amt®that the customer no longer
expects to meet. Settlement revenue is recogmibeth a customer and Level 3 renegotiate a contiradér which Level 3 is no longer
obligated to provide product or services for coasidion previously received and for which reveremognition has been deferred.
Termination/settlement revenue is reported in #treesmanner as the original product or service gemjiand amounted to $2 million and :
million during the three and six months ended BMe2004, respectively, and $7 million and $33Jiarilduring the three and six months
ended June 30, 2003, respectively (See Note 4).

SFAS No. 143 establishes accounting standardeémgnition and measurement of a liability for agedsetirement obligation and the
associated asset retirement cost. The fair vdladiability for an asset retirement obligationtdsbe recognized in the period in which it is
incurred if a reasonable estimate of fair value lsamade. The associated retirement costs ar@lkizgdl and included as part of the carrying
value of the long-lived assets and amortized dvewuseful life of the assets. The Company’s caalng business had previously accrued, as
a component of cost of revenue, an estimate ofduteclamation liability. The net effect of the ation of SFAS No. 143 to the Company’s
coal mining business as of January 1, 2003 wasi@adse in noncurrent liabilities of approximatebyrillion (which will be amortized to
expense in future years) and was reflected as alative-effect adjustment in the 2003 consolidatedement of operations. Accretion of
asset retirement obligation expense of $3 milliod $6 million was recorded
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during the three and six months ended June 30,,268gdectively; resulting in total asset retiremaitgations for the communications and
coal businesses, of $130 million at June 30, 208ekretion of asset retirement obligation experfs®4amillion and $6 million was recorded
during the three and six months ended June 30,,268Bectively. There were no material paymentetitements of asset retirement
obligations during the three and six months ende B0, 2004 and 2003.

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

2. Acquisitions

On April 1, 2004, the Company acquired the whokeskdl access customer contracts of ICG Commuwicstinc. (“ICG”). The Company
agreed to pay approximately $35 million in cashaquire the contracts and related equipment, whiohides dial-up Internet access to
various large customers and other leading ISPstdrnes of the agreement required Level 3 to payriflton at closing and additional
payments of $5 million in each of the third andribuguarters of 2004, which were accrued as pati@fransaction. On July 1, 2004, the
Company paid the first $5 million installment. Tiérchase price is subject to post-closing adjustsmdut those adjustments are not
expected to be material. Level 3 plans to migtia¢etraffic from the customer contracts acquirefiCG onto its own network
infrastructure.

The following are the estimated fair value of assetquired and liabilities assumed in the ICG tmatisn as of the acquisition date.

(dollars in millions)

Assets:

Other current asse $ 2

Identifiable intangible: 37
Total Assets 39
Liabilities:

Other current liabilitie: 4
Total Liabilities 4
Purchase Pric $ 35

On February 4, 2003, Level 3 completed the acdoisitf substantially all of the assets and openatiof Genuity Inc. (“Genuity”), a Tier 1
Internet Protocol (IP) communications company. Tdial cash consideration, including transactiostgowvas approximately $144 million.
The preliminary fair value of the assets acquined lg@bilities assumed was subsequently adjusteidglthe year ended December 31, 2003
based upon actual settlements between the GenaitlgrBptcy Estate and Level 3 which reduced thehase price paid by Level 3 by $35
million, as well as increased liabilities by $4 lih, which resulted in a decrease to the fair gadasigned to the related long-lived assets.
The results of operations attributable to the Ggmagsets acquired and liabilities assumed aredecl in the 2003 consolidated financial
statements from the date of acquisition.




The following is unaudited pro-forma financial infieation of the Company assuming the Genuity traimaoccurred at the beginning of the
period presented

Pro-Forma
Six Months
Ended

(dollars in millions, except per share data) June, 2003
Revenue $ 2,231
Loss from Continuing Operatiol (34¢€)
Loss from Discontinued Operatio (1)
Cumulative Effect of Change in Accounting Princi 5
Net Loss (342)
Net Loss per Shai $ (0.79)

3. Discontinued Operations
In December 2003, Level 3 sold Midwest Fiber Optatwork (“MFON") to CenturyTel for approximately &Imillion. MFON is a regional

communications system located in the midwesterniddristates and was acquired by Level 3 as paheoGenuity transaction in February
2003.

The following is the summarized results of operadiof the MFON business for the period ended JOn2@03 (since acquisition on Febru
4, 2003).

(dollars in millions)

~

Revenue $
Costs and Expense

Cost of revenu

Selling, general and administrati

Total costs and expens

Income from Operation
Loss from Sale of Discontinued Operatic
Income from Discontinued Operatio $

In June 2003, Software Spectrum announced thastexiting the contact services business in omeohcentrate on the software reseller
business.
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The following is the summarized results of operagiand loss on disposal of the contact servicesméss for the period from January 1, 2003
through June 18, 2003, the date the contact sarbigsiness was disposed.

(dollars in millions)

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

4. Settlement Revenue

In February 2003, Level 3 and XO Communications@Xamended their 1998 cost sharing and IRU agreémas part of the 1998
agreement, XO purchased 24 fibers and one emptjuitoelong Level 3's North American intercity netko The amended agreement,
among other things, required XO to return six fibend the empty conduit to Level 3. In return,&led; 1) reduced the annual operations and
maintenance charges that XO was required to pagruthd original agreement, 2) provided XO an optexpiring July 2007, to acquire a 20
year IRU for a single conduit within or along LeWw's intercity network and 3) provided XO an optiangurchase up to 25% of the fiber
installed in the next conduit within or along eaglgment of the intercity network.

As individual segments were delivered to XO, Le¥eleferred and amortized the revenue attributabika conduit over the term of the
original agreement. As a result of the amendedeagent, Level 3 has no further obligation with ezdgo the original conduit, and thus
recognized $294 million of communications revenmiich equaled the remaining unamortized deferrgdmee from the original sale of the
conduit, less the fair values of the operationsmmathtenance services, and options to purchasedikconduit provided by Level 3 under
the amended agreement. The values of the semambsptions to purchase fiber and conduit wererdhéted based on the fair value of
similar services and assets.

5. Restructuring Charges

During 2003, Level 3 announced workforce reductitnag were primarily a result of the integrationragfjuired operations from the Genuity
transaction into Level 3's operations and the Camypaatching its European cost structure with exgacevenues. In 2004, the Company
paid approximately $3 million in severance and ewyee related costs as part of the Genuity intemratiThe Company also paid $2 million
of facilities related costs for restructuring chesgecorded in 2001.

For the six months ended June 30, 2004, the inftomaervices business recognized approximatelyiifon of restructuring charges relai
to the ongoing integration and restructuring oft®afe Spectrum announced in 2003. In total, therination services business paid
approximately $6 million of costs during the sixmios ended June 30, 2004, including $4 millionimployee related matters and $2 mill
in facilities related costs associated with the80d 2004 integration and restructuring actions.
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A summary of the restructuring charges and relattiyity follows:

Severance and Relate: Facilities Related

Number of Amount Amount

Employees (in millions) (in millions)
Balance December 31, 20 5 § 3 3 10
2003 Charge 1,71 39 6
2003 Payment (1,66%) (35) (4)
Balance December 31, 20 10¢ % 7 $ 12
2004 Charge 80 1 1
2004 Payment (149 ) 4
Balance June 30, 20( 40 $ 1 3 9

Level 3 continues to periodically conduct a compredive review of its communications assets, spedifi assets deployed along its intercity
network and in its gateway facilities. It is pddsithat additional communications assets may éstifiled as impaired and additional
impairment charges may be recorded to reflectéhézable value of these assets in future periods.

6. Earnings (Loss) Per Share

The Company had a loss from continuing operationshie three and six months ended June 30, 2002@0®I Therefore, the dilutive effect
of the approximately 64 million and 9 million shaiiesuable pursuant to the convertible subordinageels at June 30, 2004 and 2003,
respectively, have not been included in the contfmutaf diluted loss per share because their incfus/ould have been anti-dilutive to the
computation. In addition, the dilutive effect bkEtapproximately 50 million and 53 million optioasd warrants outstanding at June 30, 2004
and 2003, respectively, have not been includetlércomputation of diluted loss per share becateseititlusion would have been anti-
dilutive to the computation.

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

Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions, except per share data 2004 2003 2004 2003
Loss from Continuing Operatiol $ (63 $ (456 $ (210 $ (346€)
Loss from Discontinued Operatio — (6) — 2
Cumulative Effect of Change in Accounting Princi — — — 5
Net Loss $ 63 $ (462) $ (210) $ (3439
Total Number of Weighted Average Shares Outstandgegl
to Compute Basic and Dilutive Loss Per Share (in
thousands 682,62 484,43t 681,30: 467,72
Earnings (Loss) Per Share of Level 3 Common StBelsi¢
and Diluted):
Loss from Continuing Operatiol $ 0.09 $ (099 $ (0.31) $ (0.79)
Loss from Discontinued Operatio — (0.07) — —
Cumulative Effect of Change in Accounting Princi — — — 0.01
Net loss $ (0.09 $ (0.95 $ (0.3) $ (0.79
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7. Receivables

Receivables at June 30, 2004 and December 31,28@3as follows (dollars in millions):

Information
Communications Services Coal Total

June 30, 200¢
Accounts Receivabl- Trade:
Services and Software Sa $ 14¢ % 34C $ 12 $ 501
Other Receivable 1 — — 1
Allowance for Doubtful Account (18) (8) — (26)

$ 132 % 33z $ 12 $ 47¢€
December 31, 200:
Accounts Receivabl- Trade:
Services and Software Sa $ 12t $ 452 % 11 $ 58¢
Other Receivable — — — —
Allowance for Doubtful Account (20) (8) — (28)

$ 10t $ 445 $ 11 $ 561

The Company recognized bad debt expense in sefamggral and administrative expenses of $2 mibind $4 million for the three and six
months ended June 30, 2004, respectively. Levet&8ved less than $1 million and $1 million of geeds for amounts previously deemed
uncollectible for the three and six months endete R0, 2004, respectively. The Company recogriizetidebt expense in selling, general
and administrative expenses of $3 million and $ifionifor the three and six months ended June 8032respectively. Level 3 received $1
million and $3 million of proceeds for amounts poaisly deemed uncollectible for the three and sbnths ended June 30, 2003,
respectively. The Company decreased accountsvedteiand allowance for doubtful accounts by apipnaxely $6 million for the six montl
ended June 30, 2004, for previously reserved amsdhetCompany deemed as uncollectible.

8. Property, Plant and Equipment, net

The Company has substantially completed the coetstruof its communications network. Costs assedatirectly with expansions and
improvements to the network and customer instaltati including employee related costs, have bepitatiaed, and interest costs incurred
during construction was capitalized based on thighted average accumulated construction expenditumd the interest rates related to
borrowings associated with the construction. Then@any generally capitalizes costs associated vettvark construction, provisioning of
services and software development. Capitalizedrlabd related costs associated with employeesamuact labor working on capital
projects were approximately $17 million and $34lionil for the three and six months ended June 304 2@spectively. Included in
capitalized labor and related costs was less thhanilion and $1 million of capitalized non-cashwgpensation costs related to options and
warrants for the three and six months ended Jun2@®4, respectively. Capitalized labor and relatests associated with employees and
contract labor working on capital projects wereragpnately $16 million and $28 million for the tlr@nd six months ended June 30, 2003,
respectively. Included in capitalized labor anléted costs was $1 million and $2 million of caliiad non-cash compensation costs related
to options and warrants for the three and six neetided June 30, 2003, respectively. Intercitynggds, gateway facilities, local networks
and operating equipment that have been placedwiceeare being depreciated over their estimatedulitives, primarily ranging from 3 to :
years.

The Company continues to develop business supystdras required for its business plan. The extatinatt costs of software, materials and
services, payroll and payroll related expensegfioployees directly associated with the project,iatetest costs incurred when developing
the business support
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systems are capitalized and included in the caget@dicosts above. Upon completion of a projectiobed cost of the business support system
is amortized over a useful life of three years.

Depreciation expense was $159 million and $323ianilfor the three and six months ended June 304,2@8pectively. Depreciation expe
was $210 million and $404 million for the three aindmonths ended June 30, 2003, respectively.

9. Goodwill and Intangibles, Net

Goodwill and Intangibles, net at June 30, 2004 @adember 31, 2003 were as follows (dollars in wnilt):

Goodwill Intangibles

June 30, 200«
McLeod $ 41 3 2
Software Spectrum (including Corpsc 207 58
XCOM 30 —
Telverse — 25
Genuity — 67
ICG — 33

$ 27¢  $ 18E
December 31, 2003
McLeod $ 41 3 11
Software Spectrum (including Corpsc 207 62
XCOM 30 —
Telverse — 29
Genuity — 79

$ 27¢  $ 181

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

Intangible asset amortization expense was $18amiind $33 million for the three and six monthsezhdune 30, 2004, respectively.
Intangible asset amortization expense was $18amiind $31 million for the three and six monthsezhdune 30, 2003, respectively.

The amortization expense related to intangibletagserently recorded on the Company’s books fehe# the five succeeding years is
estimated to be the following for the years endedddnber 31: 2004-$63 million; 2005-$57 million; 8e®43 million; 2007-$18 million and
2008-$11 million.
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10. Long-Term Debt

At June 30, 2004 and December 31, 2003, long-teziph was as follows:

June 30, December 31,
(dollars in millions) 2004 2003
Convertible Senior Discount Notes (9% due 2( $ 22C % 211
Senior Notes (10.750% due 20: 50C 50C
Convertible Senior Notes (2.875% due 20 374 374
Senior Notes (9.125% due 20( 1,20¢ 1,20¢
Senior Notes (11% due 20C 362 362
Senior Discount Notes (10.5% due 20 40¢ 40¢
Senior Euro Notes (10.75% due 20 391 40C
Senior Discount Notes (12.875% due 20 44¢€ 42C
Senior Euro Notes (11.25% due 20 127 13C
Senior Notes (11.25% due 20! 96 96
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514
Commercial Mortgage:
GMAC (3.61% due 20(-2005) 11€ 11¢
Capital leases assumed in Genuity transac 21 26¢
Other 5 6
5,14¢ 5,37t
Less current portio (141 (125)
$ 5,008 $ 5,25(

The debt instruments above contain certain findmeid non-financial covenants with which the Comphalieves it is in full compliance as
of June 30, 2004.

No interest expense or amortized debt issuance w@se capitalized to property, plant and equiprm@nthe six months ended June 30, 2
and 2003.

On April 6, 2004, a bankruptcy court approved dement agreement between the Company and Allegi@etecom, Inc. (“Allegiance”).

The agreement terminates a multi-year lease wheahebompany was obligated to lease approximafély0b0 managed modem ports from
Allegiance. The capital lease obligation was assiias part of the Genuity transaction in Febru@832 The Company paid approximately
$54 million and assumed Allegiance’s obligationgeman agreement with KMC Telecom, Inc. (“KMC”) €SHote 14) to extinguish the
capital lease obligation and recognized a gainldf7dmillion on the transaction during the secondrtgr of 2004.

11. Stock-Based Awards

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, resplctia addition, the Company capitalized less thamillion and $1 million of non-cash
compensation for those employees and contractasthji involved in the construction of the netwairkstallation of customers or
development of the business support systems fahtiee and six month ended June 30, 2004, respéctiv

The Company recognized on the consolidated stateofi@perations a total of $25 million and $48 ioifl of non-cash compensation for the
three and six months ended June 30, 2003, respbctim addition, the Company capitalized $1 milliand $2 million of non-cash
compensation for those
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employees and contractors directly involved indgbastruction of the network, installation of custmnor development of the business
support systems for the three and six months eddee 30, 2003, respectively. In addition, $1 wrillivas capitalized in 2003 related to
acquisitions.

The following table summarizes non-cash compensatipense and capitalized non-cash compensatighddhree and six months ended
June 30, 2004 and 2003.

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

(dollars in millions) 2004 2003 2004 2003
Warrants $ — 5 % — 3 6
0SO 3 8 7 19
C-0SsO — 5 1 10
Restricted Stoc 1 — 2 —
Shareworks Match Ple 1 2 2 5
401(k) Match Expens 5 4 9 7
Shareworks Grant Plan and Profit Shal — 2 (1) 3
10 26 20 50
Capitalized No-cash Compensatic — (1) 1) (2)
$ 10 $ 25 $ 19 $ 48

Non-Qualified Stock Options and Warrants

At June 30, 2004, there were warrants outstandiggiring the issuance of approximately 15.7 millstrares of common stock at prices
ranging from $4.00 to $60.06. Of the warrants tauiding at June 30, 2004, approximately 15.5 mrmilBbares of common stock were
exercisable pursuant to such warrants with a wedyaterage exercise price of $8.76 per warrant.

The Company did not grant any Non-Qualified Stogki@ns (“NQSOs”) during the six months ended Jube2®04 or 2003. As of June 30,
2004, all NQSOs previously granted were fully veste

Outperform Stock Option Plan

The fair value under SFAS No. 123 for the approxetyal million OSOs awarded to participants durihg six months ended June 30, 2004
was approximately $6 million using a modified Bla8kholes valuation model with a S&P 500 volatilitye of 15% over the term, a Level 3
common stock volatility rate of 56%, an expectedeation factor of 19% and a S&P 500 dividend ¢ief 1.51%, which resulted in a
decrease in the theoretical value per option t&d20the stock price on the date of grant, from%56 2003. As of June 30, 2004, the
Company had not reflected $7 million of unamortizethpensation expense in its financial statememtpreviously granted OSOs.

Restricted Stock

During the first six months of 2004, approximat8g0,000 shares of restricted stock were grantedmoloyees and directors of the Comp:
The restricted stock shares were granted at no Thetshares vest over one to three year periadishenholders are restricted from selling
these shares during the one to three year peftdsfair value of restricted stock granted in 20@&% $1 million as calculated using the value
of the Level 3 common stock the day prior to thengr As of June 30, 2004, the Company had natatftl $2 million of unamortized
compensation expense in its financial statememtee&iricted stock.
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401(k) Plan

The Company and its subsidiaries offer their gieiemployees the opportunity to participate irefingtd contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code. Each employee istddigo contribute, on a tax deferred
basis, a portion of annual earnings not to excd&d0®0 in 2004. Effective January 1, 2003, the Camypmatches 100% of employee
contributions up to 7% of eligible earnings or apgble regulatory limits. Employees of Softwaree&pum are eligible to receive matching
contributions of $.50 for every dollar contributei to 6% of eligible earnings. The Company’s mighrontribution is made with Level 3
common stock based on the closing stock price oh pay date. Employees are able to diversify the@any’s matching contribution as
soon as it is made, even if they are not fully @dstThe Compang’matching contributions will be fully vested upmompletion of three yee
of service. The Company made matching contribstioi5 million and $9 million for three and six nmhbs ended June 30, 2004,
respectively, which were recorded as selling, galreerd administrative expense during the periode Tompany made matching
contributions of $4 million and $7 million for treeand six months ended June 30, 2003, respectivhigh were recorded as selling, general
and administrative expense during the period.

12. Industry and Segment Data

SFAS No. 131 “Disclosures about Segments of anrrise and Related Information” defines operatiagmnents as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Opesatiments are managed separately
and represent separate business units that offeredit products and serve different markets. Chenpany’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, consistimcome (loss) from operations before (1) dejatéan and amortization expense, (2)
stock-based compensation expense included witllinggegeneral and administrative expenses on tmesalidated statements of operations
and (3) non-cash impairment costs included witestnucturing and impairment expenses on the cateelil statements of operations. The
Company excludes stock based compensation dug addption of the expense recognition provisionSFEEAS No. 123. Adjusted OIBDA is
an important part of the Company’s internal repgrtand is an indicator of profitability and openatiperformance used by the chief operating
decision maker or decision making group, especially capital-intensive industry such as telecomigations. It is also a commonly used
indicator in the communications industry to analgaenpanies on the basis of operating performanee time. Adjusted OIBDA is not
intended to represent net income or cash flowHereriods presented, is not calculated consigteiitth the commonly used metric
“EBITDA", and is not recognized under Generally Apted Accounting Principles (“GAAP”) but is usediogpnagement to assess segment
results and allocate resources.

The data presented in the following tables includé&smation for the three and six months endece M 2004 and 2003 for all statement of
operations and cash flow information presented,anadf June 30, 2004 and December 31, 2003 fmhce sheet information presented.
Information related to acquired businesses is thatlufrom their respective acquisition dates. Raeemnd 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 beedlassified to conform to the 2004

presentation.
Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months ended June 30, 2004
Revenue
North America 357 $ 351 24 — 732
Europe 34 13¢€ — — 172
Other — 14 — — 14
391 $ 503 24 — 91¢€
Adjusted OIBDA:
North America 78 % 7 @)
Europe 1 4 — —
Other — — — —
79 $ 11 5 (1)
Gross Capital Expenditure
North America 56 $ 2 — — 58
Europe 8 — — — 8
Other — — — — —
64 $ 2 — — 66
Depreciation and Amortizatiol
North America 14€  $ — 154
Europe 23 — — — 23
Other — — — — —
16 $ 7 1 — 177
Six Months ended June 30, 200
Revenue
North America 712 $ 64z 40 — 1,39t
Europe 67 33C — — 397
Other — 25 — — 25
78C $ 997 40 — 1,817
Adjusted OIBDA:
North America 198 % 17 2
Europe — 5 — —
Other — — — —
19t 22 7 (2
Gross Capital Expenditure
North America 102 % — — 10t
Europe 13 — — — 13
Other — — — — —
11€  $ 2 — — 11¢€
Depreciation and Amortizatiol
North America 29z % 14 — 30¢€
Europe 48 — — — 48
Other — — — — —
34C $ 14 2 — 35€
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Information Coal
(dollars in millions) Communications Services Mining Other Total

Three Months Ended June 30, 2003

Revenue
North America $ 39€ $ 357 % 16 $ — 8 76¢
Europe Europr 34 121 — — 15¢
Other — 13 — — 13
$ 43C $ 491 $ 16 $ — 3 937
Adjusted OIBDA:
North America $ 108 % 3 % 3 % 1)
Europe Europt 4 (3) — —
Other — — — —
$ 10¢ $ — 3 3 $ @
Capital Expenditures
North America $ 58 $ 3 % 1 % — 8 62
Europe Europr 3 — — — 3
Other — — — — —
$ 61 $ 3 % 1 % — 3 65
Depreciation and Amortizatiol
North America $ 195 $ 8 $ 1 % — 8 204
Europe Europr 23 1 — — 24
Other — — — — —
$ 21€ $ 9 % 1 $ — 3 22¢
Six Months Ended June 30, 200
Revenue
North America $ 1,07 % 67¢ $ 32 % — % 1,78¢
Europe Europr 62 294 — — 35¢€
Other 1 24 — — 25
$ 1,138 $ 997 $ 32 $ —  $ 2,164
Adjusted OIBDA:
North America $ 50€ $ 5 % 5 % 1)
Europe Europt QD 2 — —
Other — — — —
$ 50 $ 3 $ 5 $ (2)
Capital Expenditures
North America $ 77 % 6 $ 1 % — % 84
Europe Europr 6 — — — 6
Other — — — — —
$ 83 $ 6 $ 1 8 — 8 90
Depreciation and Amortizatiol
North America $ 37¢ % 15 % 2 $ — % 398
Europe Europr 41 1 — — 42
Other — — — — —
$ 417  $ 16 $ 2 $ — 8 43k

Revenue and Adjusted OIBDA for the six months endlgte 30, 2003 include $294 million of terminatiemenue related to XO (See Note
4).
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Information Coal
(dollars in millions) Communications Services Mining Other Total
Identifiable Assets
June 30, 200¢
North America $ 5,04¢ $ 53¢ $ 76 % 97¢ % 6,637
Europe 867 13C — 43 1,03¢
Other — 10 — 5 15
$ 590¢ $ 67¢ $ 76 % 1,027 $ 7,68¢
December 31, 200:
North America $ 521t % 69C $ 78 % 1,232 $ 7,217
Europe 884 14¢ — 30 1,06:
Other — 13 — — 13
$ 6,09¢ $ 85 $ 78 % 1,26¢ $ 8,29¢
Long-Lived Assets (excluding Goodwill’
June 30, 200¢
North America $ 501t $ 11¢ % 57 % — 3 5,18¢
Europe 80¢€ 1 — — 807
Other — — — — —
$ 582¢ % 111 $ 57 $ — 3 5,992
December 31, 200:
North America $ 502t $ 11¢ % 60 $ 2 % 5,20¢
Europe 85¢ 2 — — 86(C
Other — — — — —
$ 588t $ 121 $ 60 $ 2 % 6,06¢
Goodwill
June 30, 200¢
North America $ 71 $ 207 % — 3 — 3 27¢
Europe — — — — —
$ 71 % 207 % — 3 — % 27¢
December 31, 200:
North America $ 71 $ 207 % — % — 3 27¢
Europe — — — — —
$ 71 % 207 % — 3 — % 27¢
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Revenues by service type for the Company’s comnatioics segment follows:

Services
Transport and Reciprocal
(dollars in millions) Infrastructure Softswitch IP & Data Compensation Total
Communications Revenue
Three Months Ended June 30, 200
North America $ 98 $ 14¢  $ 87 $ 26 % 357
Europe 20 — 14 — 34
Other — — — — —
$ 11€  $ 14€ $ 101  $ 26 $ 391
Six Months Ended June 30, 200
North America $ 20C $ 287 $ 17t $ 49 $ 711
Europe 40 — 29 — 69
Other — — — — —
$ 24C  $ 287 $ 204 $ 49 $ 78C
Three Months Ended June 30, 200
North America $ 94 $ 171 $ 90 $ 38 $ 392
Europe 20 — 17 — 37
Other — — — — —
$ 114  $ 171 $ 107 $ 38 $ 43C
Six Months Ended June 30, 200
North America $ 508 % 324 % 15¢  $ 79 % 1,06¢
Europe 37 — 31 — 68
Other — — 1 — 1
$ 54z $ 324 $ 19C $ 79 % 1,13t

Transport and Infrastructure for the six monthseehdune 30, 2003 include $294 million of terminatievenue related to XO (See Note 4).
The majority of North American revenue consistsefvices and products delivered within the Uniteates. The majority of European
revenue consists of services and products delivatietarily within the United Kingdom, but also incle France and Germany, as well as
transoceanic revenue.

Product information for the Company’s informatiamsces segment follows:

Three Months Ended Six Months Ended
June 30, June 30,
2004 2003 2004 2003
Services Revenu
(i)Structure:
Outsourcing $ 16 $ 20 $ 38 $ 40
Systems Integratio — 1 — 2
Software Spectrur — 2 1 5
16 23 39 47
Software Sales Revenu
Software Spectrur 487 46€ 95¢€ 95C
$ 50: $ 491 $ 997 $ 997
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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 2003:

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: (39 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, 200

Net Income (Loss $ (241) $ 6 $ 4 $ 21
Income Tax Expens — 1 1 —
Total Other (Income) Expen: 78 — — (23
Operating Income (Los! (1639) 7 5 2
Depreciation and Amortization Exper 34C 14 2 —
Non-Cash Compensation Exper 18 1 — —
Adjusted OIBDA $ 198§ 22 3 7 3 (2
Three Months Ended June 30, 200

Net Income (Loss $ (55€) $ 9 % 23 % 62
Income (Loss) from Discontinued Operatic 3 9 — —
Total Other Income (Expens 42¢€ (28) (21) (63)
Operating Income Los! (139) (10 2 Q)
Depreciation and Amortization Exper 21¢ 9 1 —
Non-Cash Compensation Exper 24 1 — —
Adjusted OIBDA $ 10 % — $ 3 3 (1)
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Information
(dollars in millions) Communications Services Coal Mining Other

Six Months Ended June 30, 2003

Net Income (Loss $ (607) $ 28 3 438 $ 187
Income (Loss) from Discontinued Operatic 5) 7 — —
Cumulative Effect of Change in Accounting Princi — — (5) —
Total Other Income (Expens 65E (52) (40 (188)
Operating Income (Los! 43 (16) 3 Q)
Depreciation and Amortization Exper 417 16 2 —
Non-Cash Compensation Exper 45 3 — —
Adjusted OIBDA $ 508 § 3 % 5 % (1)

13. Related Party Transactions

Peter Kiewit Sons’, Inc. (“PKS”) acted as the gaheontractor on projects for the Company in 200KS provided $4 million of
construction services related to these projectisérfirst six months of 2003.

Level 3 also receives certain mine managementcafiom PKS. The expense for these services #aslon and $3 million for the three
and six months ended June 30, 2004, respectivedlyissrecorded in selling, general and administeatixpenses. The expense for these
services was $1 million for both the three andnsonths ended June 30, 2003. As of June 30, 2R84;0mpany owed less than $2 million
for the second quarter mine management services.

RCN, an equity method investee, purchased $2 miiod $3 million of telecommunications and inforimatservices outsourcing services
from the Company for the three and six months erddie@ 30, 2004, respectively. RCN purchased hkess$1 million and $1 million of
telecommunications and information services from@ompany for the three and six months ended Joan20®3. At June 30, 2004, RCN
owed Level 3 approximately $2 million for costs@sated with communications joint build projectglayutsourcing services. RCN and the
Company are currently negotiating a settlemenhisfrieceivable.

14. Other Matters

In January 2004, the Company sold its remainingeshm Commonwealth Telephone for $41 million isltaresulting in a gain of
approximately $23 million. Prior to the sale, daghe recapitalization of Commonwealth Telephoommon stock in September 2003 that
reduced the Company’s voting interest from 29%.68%4} the Company accounted for its investment im@onwealth Telephone as a
marketable equity security available for sale adordingly, reflected the Commonwealth Telephdraes at their fair market value of $42
million at December 31, 2003 on the consolidatddrize sheet.

In May 2004, the Company entered into a terminasigreement with KMC for the contract assumed insétdement with Allegiance. The
settlement agreement with KMC requires Level 3ag KMC approximately $10 million in eight conseaatimonthly installments beginning
in May 2004, reduces the average service chargetpdMC and allows Level 3 to terminate the coatrarly. Effective in the second
quarter of 2004, the Company is recognizing thmieation fee as cost of revenue over the estimpgeidd in which Level 3 migrates the
traffic from KMC assets to the Level 3 network.
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On November 19, 2002, Gary Haegle commenced alsbider’s derivative suit on behalf of the Compamyhe District Court of Colorado
for the City and County of Broomfield entitléthegle v. Scott, et al., (Index No. 02-CV-0196). The action is brought agathe Company as
a nominal defendant and against the directorseothmpany, a former director of the Company andm&ewit Sons’, Inc. The Complaint
alleges that the director defendants, aided anteabby PKS, breached their fiduciary duties to@menpany in connection with several
transactions between the Company and PKS inclutbngracts under which PKS constructed the Compdibes optic cable network and
manages the Company’s mine properties. The Coniéo alleges that in building the fiber optibleanetwork, the defendants caused the
Company to violate the property rights of landovenénereby subjecting the Company to substantiegial liability. In addition, the
Complaint alleges that Company assets were transféo its officers and directors in the form ofqmnal loans, excessive salaries and the
payment of personal expenses. The action seekshoitable and legal relief, including restituti@ompensatory and punitive damages ¢
unspecified amount, imposition of a constructiwestr disgorgement and injunctive relief. The ddtents filed a motion to dismiss, which
was denied by the court in early October 2003. s8gbently, the Board of Directors of the Companyoated a Special Litigation
Committee comprised of an independent director titghexclusive power to conduct or cause to be wcted an impartial and independent
investigation of all matters alleged by the Pldirgnd to determine whether the litigation shouddrbaintained, terminated, or otherwise
disposed, in accordance with its findings as totherethe litigation is in the best interests of @@mpany. In addition, the Company filed a
motion to stay all proceedings in the case, incigdill discovery, for a period of six months to leleathe Special Litigation Committee to
complete its evaluation. This motion was grantgdhie Court. As a result, all proceedings in tdse were stayed until June 17, 2004. At
the request of the Special Litigation Committee, @ompany asked for and the Court granted an aegtenéthe stay to permit the Special
Litigation Committee until early August to compléte investigation and submit its report. On Aug®is2004, the Special Litigation
Committee delivered its report in which it conclddiat it is not in the best interests of either @ompany or its stockholders to pursue any
of the claims the plaintiff asserted in the CommiaiThe Company anticipates that it will takeriext actions in the litigation based on the
Special Litigation Committee’s report within thensimg weeks. Although it remains too early for @@mpany to reach a conclusion as to the
ultimate outcome of these actions, managementrooggito believe that there are substantial defdngbg claims asserted in this action, and
intends to defend them vigorously.

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

It is customary in Level 3's industries to use vas financial instruments in the normal courseusibess. These instruments include items
such as letters of credit. Letters of credit ameditional commitments issued on behalf of Leval accordance with specified terms and
conditions. As of June 30, 2004, Level 3 had auniding letters of credit of approximately $28 roitii
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Management’s Discussion and Analysis of Financial@dition 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 20081ahReport on Form 10-K filed with the Securitégsl Exchange Commission.

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8fdmunications, Inc. and its subsidiaries (“Leveb8the “Company”). When used in this
document, the words “anticipate”, “believe”, “pldntestimate” 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 risksetdaimties and assumptions. Should one or moreeskt risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatsults may vary materially from those descrilethis document. For a more detailed
description of these risks and factors, pleaserse€ompany’s 2003 Annual Report on Form 10-K filgth the Securities and Exchange

Commission.

Level 3 Communications, Inc. is primarily engagedhe communications and information services lassias, with additional operations in
coal mining. The Company is a facilities based/jater of a broad range of integrated communicatssrsices including voice, private line,
wavelengths, colocation, Internet access, managettm, data services and dark fiber. Revenue @grézed on a monthly basis as these
services are provided. For contracts involvinggte line, wavelengths and dark fiber servicesgl&may receive up-front payments for
services to be delivered for a period of up to @rg. In these situations, Level 3 will defer isgenue and amortize it on a straight-line basis
to earnings over the term of the contract.

Management of Level 3 believes that growth in rengrrevenue is critical to the long-term succefsthe communications business. The
Company must continue to increase revenue froexitting services in the Transport & InfrastructuBeftswitch and IP & Data services
business units, as well as develop new serviceg usvel 3's IP-based network and technologiesuiticly those acquired in the Telverse
transaction and its existing softswitch technolo@jese new services include Voice-over-IP, locaigport services, lower speed data
services and IP-VPNs.

The Company and some of its customers are seeiagaateration of the trend away from narrow barad-dp services to higher speed
broadband services. This trend is expected tdtresdeclines in managed modem and reciprocal @rsation revenue in the future. These
declines are expected to be mitigated by additiomanue from the Company'’s other products.

The Company continues to experience pricing pressoin several of its services. The emergencevefraecompanies from bankruptcy
protection and competition from other distressati@a has resulted in a difficult and competitogerating environment. The Company d
not expect this environment to change significantisil the industry consolidates. The Companyebads that its strong financial position and
suite of existing services and new service offesjighich target a larger addressable market fomeonications services, will enable it to
grow regardless of whether the operating envirortnmethe communications industry improves from eutrconditions.

Management focuses on Adjusted OIBDA, cash flowmfoperating activities and capital expenditureassess the operating performanc
the businesses. Management believes that Adj@iBBA, when viewed over time, reflects the opergtirend and performance of its
communications business. Adjusted OIBDA, or simileeasures, is also a measure of performance yseeviel 3's competitors and is used
by management in evaluating relative performaridanagement believes that cash flows from operating
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activities is also a measure of operating perfolreabut in addition measures the generation of frash or use of cash for working capital
purposes which is important as the Company monéndsmaintains its liquidity (particularly accounéseivable, accounts payable and
deferred revenue). The Company is focusing ienétin on profitably growing revenue through exigtservices and new service
development efforts, managing working capital arakimg certain its capital expenditures are madaarily for activities that directly
generate revenue. The Company was able to refdall amounts borrowed under the Senior SecurediCFacility in 2003. As a result, the
Company does not have any significant principal amt® due on its outstanding debt (excluding capédlleases and mortgages) until 2008
and can focus its efforts and resources on gros@mymunications revenue.

The Company’s information services business is a@ag of two operating units: i {Structure, LLC and Software Spectrum, Ing.) (
Structure provides computer outsourcing servicesraoognizes revenue in the period the serviceogigeed. Software Spectrum is a global
reseller of business software. Software Specteouognizes revenue at the time the product is stippé accordance with the terms of the
licensing contracts. Sales under certain licenpiograms permit Software Spectrum to recognize ardgrvice fee paid by the software
publisher as revenue. Software Spectrum has exyedean increase in sales under this form of “hethsing program and management
expects further adoption of agency licensing progran the future. Accordingly, the Company mayezignce a significant decline in
information services revenue, but should also egpee a comparable decline in information servimes of revenue.

The software distribution and resale businessiig sempetitive with profitability largely dependempon rebates received from the software
publishers. The amount of rebates received framptiblisher is tied directly to the value of softevaold for that publisher. These programs
vary from publisher to publisher, but typically ¢aim sales targets that are tiered so that Soft8peetrum can earn higher rebates on
incremental sales above certain sales targetermdtively, Software Spectrum may forfeit publistedvates if certain minimum sales targets
are not achieved. As such, it is not uncommorsé&dtware resellers, including Software Spectrunprioe software at or below their cost in
order to attain the next sales target and thuskagher rebates from software publishers. Theinaetl adoption of the “net” revenue
licensing programs is expected to reduce the effeeendor rebate programs over time.

In order to achieve a desired return on invest@italamanagement of the information services bessrfocuses on the Adjusted OIBDA and
operating cash flow metrics to assess the ovepaltaiing performance of the information servicesitess. Specifically, for th@) Structure
business, Adjusted OIBDA reflects the operatingiitssof the business and viewed in conjunction wapital expenditures required to
support existing and new customer contracts, peomdnagement visibility to the financial condit@amd operating performance of the
business. For the Software Spectrum business,gearent focuses on Adjusted OIBDA and cash flow fagarating activities, including
changes in working capital accounts, to assesfirthecial condition and operating performance &f lusiness. Software Spectrum’s
working capital requirements are determined primdry changes in its accounts receivable and adsqayable balances. Management is
focusing its attention on minimizing working capitaquirements by lowering its “days sales outsiagiimetric through consistent collecti
procedures. Management expects working capitaiimements for the Software Spectrum business tbrgein the future as software
publishers continue to adopt the “net” agency lsieg model described above.

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 fitve delivery of coal establish the price, volumsed quality requirements of the coal to be
delivered. Revenue under these and other conigsognized when coal is shipped to the customer
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Results of Operations 2004 vs. 2003

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

Three Months Ended Six Months Ended
June 30, June 30,
2004 2003 2004 2003
Communication: $ 391 $ 43C $ 78C $ 1,13¢
Information Service 50¢& 491 997 997
Coal Mining 24 16 40 32
$ 91¢ $ 937 % 1817 $ 2,164

Communicationsrevenue is classified into two categories, serviegenue and reciprocal compensation. The Comfpather segregates
services revenue into three separate business Winitsansport & Infrastructure services (includiprivate line, wavelength, transoceanic,
dark fiber and colocation services), 2) Softswielvices (including managed modem and voice sesyiead 3) IP & Data services
(including IP-VPN, Internet Protocol, data, DSL eggation and security services). Revenue attridate these business units are identified
in the following table:

Three Months Ended Six Months Ended
June 30, June 30,
2004 2003 2004 2003

Services
Transport & Infrastructur $ 11 $ 114 % 24C % 542
Softswitch 14¢ 171 287 324
IP & Data 101 107 204 19C
Total Services Revent 36& 392 731 1,05¢
Reciprocal Compensatic 26 38 49 79
Total Communications Reven! $ 391 § 43C $ 78C $ 1,13t

Transport & Infrastructure revenue in the seconarigu of 2004 increased slightly from the samequkim 2003. Included in revenue was $2
million and $7 million of termination revenue fdret three months ended June 30, 2004 and 2003 cteshe Excluding termination
revenue, the increase in Transport & Infrastructaxenue is attributable to increases in private, livavelength and colocation revenues.

When compared with the results for the six montiged June 30, 2003, revenues attributable to tlgbss unit for the six months ended
June 30, 2004 declined significantly, primarilysaesult of the recognition of $333 million of tenmation revenue in 2003 versus only $9
million in 2004. In 2003, an amended IRU agreenteigfinally executed in 1998 with XO Communicatiaesulted in Level 3 recognizing
$294 million of revenue that had previously beefeded, but did not result in any incremental chshefit to the Company. Level 3 expects
to recognize termination and settlement revenukdrfuture as customers desire to renegotiate acistor are required to terminate service.
However, the Company is not able to estimate thgevaf these types of transactions until they ocdxcluding termination revenue,
Transport & Infrastructure revenue increased duggber private line, wavelength and colocatiorerases.

Softswitch revenue for the three and six monthednliline 30, 2004 declined 15% and 11%, respectifreln the same periods in 2003. 1
declines in Softswitch revenue is primarily dugtice declines in services provided to America @and other managed modem custon
Partially offsetting the price declines was an @ase in usage and is primarily attributable toattguisition of certain ICG customer contracts
at the beginning of the second quarter of 2004adiition, revenue attributable to the Company’slebale voice services (which includes
voice termination, local inbound and toll free seeg) also increased for both the three and sixthsoended June 30, 2004 compared to the
same periods in 2003. The
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Company expects voice revenue to continue to iser@afuture periods as a result of the introductibnew voice products in 2003 and
2004.

Level 3's largest managed modem customer, Amerida®, has informed the Company that it will reditseoverall purchases of fixed
service ports for its U.S. dial-up network. Amarionline will reduce the number of ports it purasagom Level 3 by approximately one-
third beginning in the third quarter of 2004. kidé@ion to the port cancellation provisions, thatacts with America Online contain market-
pricing provisions which would have the effect ofvering revenue. As a result of recent price cesicas to America Online, the market-
pricing provisions of these contracts are not etgebto be enforced until at least April 2005 fgration of the ports and January 2006 for the
remaining ports. The contract with America Onlirnatinues to contain pricing provisions whereby Ues/és obligated to provide America
Online a reduced price per port rate if Level Zdfa third party better pricing for a lower volunofecomparable services. The Company
expects managed modem related revenue to contirdectine in the future primarily due to an incie@sthe number of subscribers
migrating to broadband services and continuedqyipressures. These declines are expected to teegradual, as compared to reductions
expected with America Online in 2004, and generalljne with overall market subscriber and priciheclines. Level 3 may mitigate this
decline by increasing traffic on its network andhggg market share in the managed modem business.

IP & Data services revenue declined in the secaadtgr of 2004 compared to the second quarter @8 28 a result of a reduction in high
speed Internet revenue, which is due to price deslfor the service provided partially offset byt gmowth, and increases in revenue
attributable to DSL aggregation and IP-VPN servicesr the full six months of 2004, IP & Data reuerincreased compared to the same
period in 2003. Growth in DSL aggregation, lowegénternet and IP-VPN revenue, and the inclusfo@anuity’s results for the full period,
were partially offset by a decline in high speetdinet services.

The Company’s DSL aggregation services are prigmaribvided to Verizon through a contract obtainethie Genuity transaction. This
contract expires at the end of the first quarte2@d5. If Verizon transfers this traffic to its netrk in 2005, the reduction in DSL aggregation
services revenue could represent a low single-gigricentage range decline in Level 3's communicat@enue in 2005.

Reciprocal compensation revenue for the three inthenths ended June 30, 2004 declined compartdtteame periods in 2003 and is
primarily attributable to lower reciprocal competiga rates. Certain interconnection agreement eatriers have expired. In situations
where interconnection agreements are not renelweds@éderal Communications Commission (“FCC”) hatesttthat the parties involved
must follow FCC rules with respect to reciprocaingensation for traffic destined for ISPs. Thedesumay limit the amount of, and growth
in, annual billable minutes, and may also requieeuse of FCC rates with respect to ISP-bounddraffhe amount of billable minutes
allowed by the FCC has historically been below ¢hioled by the Company, and the rates and compiensstructure adopted by the FCC
may result in reduced per-minute-of-use compensatim the extent that the Company is unable to s interconnection agreements or
signs new agreements containing lower rates, oetisea significant decline in the Company’s mambig@dem dial-up business, or FCC or
state regulations change such that carriers areegatred to compensate other carriers for terrmgdSP-bound traffic, reciprocal
compensation revenue may decline significantly avee.

Level 3 receives reciprocal compensation from atdichnumber of carriers and is currently negot@tiew interconnection agreements with
several of its primary reciprocal compensation aungrs. During these negotiations, Level 3 consroebill the customers at previously
contracted amounts, but is recognizing revenukeaEFCC mandated rates. If the terms of the finatracts result in an interconnection rate
higher than the FCC rate, Level 3 will recognize ithcremental reciprocal compensation revenueatitine. During the second quarter of
2004, the Company and BellSouth finalized a neeretnnection agreement, which resulted in the Coypacognizing approximately $10
million of reciprocal compensation revenue in thiarger, which represents the substantial portioth@fevenue to be recognized in 2004
under this agreement. Given this arrangement, IL®eg&pects to receive reciprocal compensationmegdrom BellSouth
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over the three year term of the agreement. Theeagent also contains provisions which limit therdita of annual billable minutes on whi
Level 3 can earn reciprocal compensation reverigeof June 30 2004, BellSouth had met most of thests.

Information servicesrevenue increased slightly from the second quaft2003 compared to the same period in 2004 priynasi a result of
increased customer spending on business softwiehs part of the increased information technglegending throughout the United
States that the Company and the IT industry bega@xperience in the fourth quarter of 2003. Phyt@ffsetting the increase in spending v
an increase in sales under software publishers’*neti licensing programs that result in only avdee fee being recognized as revenue,
rather than the selling price of the software. $bftware reseller industry is seasonal, with reieeand Adjusted OIBDA typically being
higher in the second and fourth quarters of the @owy’s fiscal year. Revenue from the Software 8petbusiness increased from $470
million in the first three months of 2003 to $481lion in the first three months of 2004. Softwé@pectrum has experienced an increase in
sales under Microsoft’s 6.0 licensing program andlar programs offered by other software publishednder these programs, new
enterprisewide licensing arrangements will be priced, billew! collected directly by the software publish&sftware Spectrum will contin
to provide sales and support services relatedesetiransactions and will earn a service fee djrérctm publishers for these activities. The
Company will recognize the service fee it recei@gsevenue and not the entire value of the softwader this program. Software Spectrum
recorded approximately $18 million and $12 millimirevenue attributable to these types of contriactise second quarter of 2004 and 2003,
respectively. The estimated selling price of thitvgare sold under these agreements was $338 mainal $214 million for the corresponding
periods.

If Microsoft and the other publishers are succddafimplementing these licensing programs, it wésult in a significant decline in the
amount of information services revenue recognizethb Company. The decline in revenue is not etgaeto have a meaningful affect on
operating income (loss), as the Company shouldrequee a corresponding decline in cost of revenue.

Revenue attributable {©) Structure’s business decreased from $21 milliathénsecond quarter of 2003 to $16 million in theosel quarter

of 2004. This decline is primarily a result of tieemination of two contracts in the first quard2004 and the decision to wind down the

systems integration business. In the second quafr003, the Company noatified its systems intégracustomers and employees that it

would honor its existing contracts. However, orfgese contracts expired, the Company would no lopgeride systems integration servic
The existing contracts expired primarily in the@®t and third quarters of 2003.

Information services revenue was flat at $997 onillior the six month periods ending June 30, 20@12003. A slight increase in Software
Spectrum revenue, due to the same factors desalime for the three month periods, was offset bgreesponding decline ini {Structures
revenue. For the six months ended June 30, 200Q&tiucture’s revenue decreased to $38 million f&## million in the same period in
2003. The declines in system integration revemaeravenues attributable to the two outsourcingreats terminated in the first quarter of
2004, were partially offset by termination revemii&4 million from these two customers also recagdiin the first quarter of 2004.

Coal mining revenue increased to $24 million in the secondtquaf 2004 compared to $16 million in the secondrtgr of 2003. For the s
months ended June 30, 2004, coal revenue was $4@maiompared to $32 million in the same perio®003. Coal contracts with major
customers include minimum annual delivery committeehe timing of the delivery of the coal durithg year is largely dependent on the
requirements of the customer. In the second quaft2004, one of these major customers took ardEptionately large share of its annual
commitment. In 2003, the same customer deferreiiops of its commitment until the second halfloé tyear. The Company expects the
customers to fulfill their contractual obligatiomsthe second half of 2004.

Cost of Revenudor the second quarter 2004 was $591 million comgdo $567 million for the second quarter 2003 .ekail the cost of
revenue for the communications business, as amge of revenue,
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increased significantly from 24% during the quageded June 30, 2003 to 30% during the same pefidd04. This increase is primarily
attributable to the expected costs associatedthithCG, KMC and Allegiance transactions completethe second quarter of 2004. In
addition, the completion of the Genuity migratiortihe second quarter of 2004 resulted in additioeéivork costs. The Genuity integration is
substantially complete and as a result, any additimcremental costs associated with this traimaetre not expected to be significant. The
Company expects the cost of revenue associatedhétmigration of ICG, Allegiance and KMC traffto decrease in the third and fourth
quarters of 2004.

The cost of revenue, as a percentage of revenubda@ix months ended June 30, 2004 and 2003 wWasa?@l 17%, respectively. In the first
quarter of 2003, the Company recognized $326 millibsettlement and termination revenue, primaghated to XO Communications. The
recognition of this revenue, with no correspondingt of revenue, resulted in the lower cost of neieeas a percentage of revenue in 2003.

The cost of revenue for the information servicesifiesses, as a percentage of its revenue, was®@¥efsecond quarter of 2004 down from
92% in the same period in 2003. This decreasdribatBible to an increase in sales under new liogrsrograms implemented by software
publishers for which the cost of revenue is miningftware Spectrum is very reliant on rebatesivedefrom software publishers to improve
its operating results. In the second quarter 6428nd 2003, Software Spectrum earned approximéfetymillion and $11 million,
respectively, in rebates which reduced cost ofmaee Cost of revenue, as a percentage of revéoruhe outsourcing business remained
consistent for the three month periods ending 3004 and 2003.

For the six month periods ending June 30, 2004283, the cost of revenue, as a percentage of ueyéor the information services busin
was 91% and 92%, respectively. The increase essaider the agency type licensing programs rekintthe lower cost of revenue
percentage in 2004.

The cost of revenue, as a percentage of revenuthdaoal mining business for the three and sintiiended June 30, 2004 decreased as a
result of the additional coal shipped in the secgualrter of 2004 compared to the same periods03.20

Depreciation and Amortization expenses for the quarter were $177 million, a 22%ehse from the first quarter 2003 depreciatiah an
amortization expenses of $228 million. This decedgagprimarily attributable to shorter-lived asdssoming fully depreciated in 2003 and
2004 partially offset by the amortization expentglaitable to the intangible assets obtained el@®G transaction, completed in April 2004.

Depreciation and amortization expenses for thersirths ending June 30, 2004 and 2003 were $35&mdhd $435 million, respectively.
This decrease is mainly attributable to shortegdiassets becoming fully depreciated in 2003 ai0d .20

Selling, General and Administrativeexpenses were $243 million in the three months@ddee 30, 2004, a 12% decrease from the second
quarter 2003 selling, general and administratiyeeases of $275 million. This decrease is primaihgsult of the synergies realized from
Genuity transaction in the second half of 2003 el &s declines in non-cash compensation expefise.acquisition of Genuity in February
2003, initially resulted in higher compensatiomjriing, contract maintenance and facilities expstg¢he Company. Throughout 2003, the
Company was able to incorporate much of Genuitpssrations into its existing support infrastructarel thus was able to reduce the
incremental workforce and dispose of excess faslit Declines in bad debt expense, and advertaidgnarketing expenses also contributed
to the decline in selling, general and administeaxpenses for the three months ended June 38, 266 Company received final
assessments from several tax jurisdictions in ¢loersd quarter of 2004 for property taxes accru&D0B. These assessments were lower
than the Company had estimated and as a resuduted selling, general and administrative expmehgeb4 million in the second quarter of
2004. A similar adjustment of $8 million was matiging the same period in 2003. Included in opegatxpenses for the three months
ended June 30, 2004 and 2003, were $10 millior@5dmillion, respectively, of
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stock-based compensation and professional expessegnized under SFAS No. 123 related to granssawk options, warrants and other
stock-based compensation programs. The decreaseckbased compensation expense is attributable toetland in the fair value of grar
distributed to eligible employees.

The Company expects stock-based compensation expamsicrease slightly in the second half of 2884he Company'’s stockholders
approved a proposal at the Company’s 2004 annualingefor the reservation of additional sharesarfimon stock under the Company’s
1995 Stock Plan. The Company expects to makerlgrgats under its stock-based compensation pragesntompared to grants made since
August 2002, which would result in additional stdmsed compensation expenses. The Company exjieetsselling, general and
administrative expenses to increase in the thiattgu as a result of the costs associated witmpldusales, marketing and advertising
activities and new product development efforts.

For the six months ended June 30, 2004 and 20DBgsgeneral and administrative expense were $4ill®on and $545 million,
respectively. The factors described above, priméne acquisition and integration of Genuity arduced stoclkased compensation, resul
in the decrease in selling, general and adminig&r&xpenses in 2004.

Restructuring Chargeswere less than $1 million and $2 million for theeth and six months ended June 30, 2004, respactared are
attributable to the continued consolidation of ®aite Spectrum’s European operations as well asiaddi workforce reductions announced
in the first quarter of 2004. Restructuring chargere $9 million and $20 million for the three aixl months ended June 30, 2003,
respectively, and were primarily attributable te thtegration of Genuity's operations with thosd-efrel 3 and workforce reductions in the
Company’s European communications business.

Adjusted OIBDA , as defined by the Company, consists of incomgs)lérom operations before (1) depreciation andrtéimaion expense,
(2) stock-based compensation expense includedmstilliing, general and administrative expensesiertonsolidated statements of
operations and (3) non-cash impairment costs irdwdithin restructuring and impairment expensetherconsolidated statements of
operations. The Company excludes stock based awapen due to its adoption of the expense recgnjtrovisions of SFAS No. 123.
Adjusted OIBDA is an important part of the Companyiternal reporting and is an indicator of prdditiy and operating performance used
by the chief operating decision maker or decisi@kimg group, especially in a capital-intensive isitly such as telecommunications. It is
also a commonly used indicator in the communicatiodustry to analyze companies on the basis afatipg performance over time.
Adjusted OIBDA is not intended to represent nebime or cash flow for the periods presented, iscattulated consistently with the
commonly used metric “EBITDA", and is not recogrdagender Generally Accepted Accounting Principlag,ib used by management to
assess segment results and allocate resources.

Adjusted OIBDA for the communications business dased to $79 million in the second quarter of 2064 $109 million for the same
period in 2003. This decrease was primarily duthéodecline in Softswitch and reciprocal compensatvenue, and the incremental
network costs incurred in the ICG, KMC and Allegiartransactions as discussed above. These iteragamnially offset by a $20 million
decline in selling, general and administrative ewes.

For the six months ended June 30, 2004, Adjust&D@Ifor the communications business was $195 mmlkompared to $505 million in the
same period of 2003. This decline was predominateé to the $333 million of termination and settét revenue recognized by the
Company in 2003 versus only $9 million in 2004 #melincrease in cost of revenue noted above. dfgrtiffsetting these unfavorable
changes was a decline in operating expenses in 280fusted OIBDA is expected to improve in therdhjuarter of 2004 primarily as a res
of an expected increase in revenue and lower n&texpenses associated with the ICG, KMC and Allecgatransactions.
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The operations of the information services busimesslted in Adjusted OIBDA of $11 million for thleree months ended June 30, 2004
versus less than $1 million for the same perio2l0@3. Lower costs of revenue on software sales wartially offset by a slight increase in
selling, general and administrative expenses fm@oe Spectrum. For the jStructure business, lower overhead and restrugfudsts in
2004 were partially offset by higher cost of revenu

Adjusted OIBDA for the six months ended June 3@4£fdr the information services business was $2Ramicompared to $3 million for the
six months ended June 30, 2003. Adjusted OIBDALHer(i )Structure business increased significantly in 2884 result of the restructuring
activities recorded in 2003 and $4 million of tenation revenue recognized in the first quarter@if Adjusted OIBDA for Software
Spectrum increased for the six months ended Jun20®@ as compared to the same period in 200$hésame reasons as described for the
three month periods above.

Adjusted OIBDA for the Company’s coal and otheribasses for the three and six months ended Jur208@,was $4 million and $5
million, respectively. In 2003, Adjusted OIBDA w&8 million and $4 million for the correspondingriogls. The increase in both periods is
attributable to the additional coal taken by a gigant customer in 2004. In 2003, delivery oé ttequired tonnage was deferred by the
customer until the second half of the year.

Interest Incomewas $3 million and $6 million for the three and sivnths ended June 30, 2004, respectively, deglimom $5 million and
$10 million for the same periods in 2003. Inteiasbme declined in 2004 compared to 2003 duedecaease in the average portfolio
balance offset slightly by an increase in the wiidltaverage interest rate earned on the portfolio.

During the second quarter of 2004, the Companytedeio take advantage of the yield curve and psehanger-term government securities.
The maturity dates on the U.S. government secsarnitiage from August 2004 through March 2006. Tam@any intends to hold these
securities until they mature.

Interest Expense, netlecreased by $9 million to $118 million during 8exond quarter of 2004 primarily as a result ofréitiction of debt
related to the extinguishment of the Allegianceitedjiease obligation during the second quarteterest expense for the six months ended
June 30, 2004 was $245 million compared to $28Banifor the same period in 2003. Interest expatesgeased primarily as a result of the
repayment of the $1.125 billion Senior Secured Eieakility during the fourth quarter of 2003, tbenversion of $480 million of Junior
Convertible Subordinated Notes into Level 3 comrstmtk in the second quarter of 2003 and the exisiguent of the Allegiance capital
lease obligation noted above. This decrease waislpaoffset by the issuance of $374 million aB25% Convertible Senior Notes due 2010
in the third quarter of 2003 and the issuance 60%%illion of 10.75% Senior Notes due 2011 and $2@8on of 9% Convertible Senior
Discount Notes due 2013 in the fourth quarter df320

Other, netincreased to a gain of $146 million in the secondrter of 2004 as a result of the gain recognizethe extinguishment of the
Allegiance capital lease obligation. For the cep@nding period in 2003, other, net is primarilyngised of induced conversion expenses of
$190 million incurred to convert the 9% Junior Certible Subordinated Notes to equity.

Other, net was a gain of $184 million and a los$Xd2 million for the six months ended June 30,£280d 2003, respectively. In addition to
the item described above, the Company recognizgdreof $23 million on the sale of Commonwealthéfglone common stock and $8
million from gains on sale of excess communicatiassets during the first quarter of 2004. In tret fuarter of 2003, the Company recor
a gain of $70 million from the sale of “91 Exprésmes” toll road.

Income Tax Expensdor the first six months of 2004 was $2 million goaned to zero for the same period in 2003. Thewrspis
attributable to state income taxes for the coairtmss and foreign jurisdictions of the Software &pan business.
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Loss from Discontinued Operationswvas $6 million and $2 million for the three and sionths ended June 30, 2003, respectively, and are
attributable to the information service’s contaetvices business and the MFON business, both affwiliere sold in 2003. The loss in the
second quarter of 2003 includes a loss of $9 miltia the sale of the contact services businesstdffis$3 million of operating income from
the MFON business recorded as discontinued opegatio

Cumulative Effect of Change in Accounting Principleof $5 million resulted from the adoption of SFAS.Nd@3 as of January 1, 2003. 1
$5 million reflects the net change in the previguwstcrued reclamation liability attributable to tiempany’s coal operations.

Financial Condition—June 30, 2004

Cash flows provided by (used in) continuing operagifor the six months ended June 30 are as fol{daltars in millions) :

Six Months Ended

June 30,
2004 2003
Communications*’ $ (51) $ (10%)
Information Service: 22 13
Other (8) (3)
Total $ 37N $ (95

** Includes interest expense, net of interest ineom

The increase in operating cash flows for the comoations business was attributable to improved ajpey results and reduced use of cash
for accounts receivable in 2004. The Company’sreatual terms and conditions permit Level 3 tb thié customer at the beginning of the
service period. The vast majority of customer cacts acquired in the Genuity transaction requillangs to be made at the end of the service
period, or in arrears. As a result, the receivahbibe the communications business increased sigmifiy at June 30, 2003 as compared to the
receivable balance at December 31, 2002. Accoentsvable for the communications business inceedseing the second quarter of 2004
as a result of the ICG transaction and an increaseceivables attributable to reciprocal compdogsatvenue.

For the information services business, an increageljusted OIBDA resulted in the improved cashiafleesults. The net fluctuations in
working capital items, specifically, the changeadatounts receivable, accounts payable, othermuassets and deferred revenue, did not
vary significantly from period to period.

The decline in operating cash flows for the othegibesses is primarily attributable to the paynodrstate tax obligations in 2004 for which
liabilities had previously been recorded.

Investing activities in 2004 include $410 milliosad to purchase marketable securities, $118 miligmd for gross capital expenditures,
primarily in the communications business, and $26an for the acquisition of ICG’s wholesale diatcess business. Partially offsetting
these activities were $41 million and $16 millidimpooceeds from the sale of Commonwealth Teleplameproperty, plant and equipment,
respectively, in the first six months of 2004. akidition, the Company was able to reduce its @stfisecurities by approximately $21 milli
during 2004, primarily through negotiations witHfirsancial institutions. For the first six montb§2003 Level 3 used $144 million to
purchase substantially all the assets of Genuitly&2® million for gross capital expenditures. Tmmpany also received cash proceeds in
2003 of $46 million from the sale of the “91 Exmésnes” and $21 million from the sale of propepiant and equipment and other assets in
2003.

Financing activities in 2004 and 2003 consistechprily of payments of $76 million and $14 milliomspectively, on capitalized leases
assumed in the Genuity transaction and paymenissf@MAC
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commercial mortgage and other debt. In additibe,Gompany received $3 million of proceeds fromekercise of stock options in 2003.
The Company’s current portion of long term debtéased in the second quarter of 2004 as the remgdizlance of the GMAC commercial
mortgage is due on June 30, 2005.

Software Spectrum sold its contact services busime2003. The contact services business provdédnmillion of cash for the first six
months of 2003, including $8 million of proceedsrfr the sale of the business. The remaining $5amityf cash flows from discontinued
operations in 2003 was attributable to the MFONess acquired in the Genuity transaction and isoflde fourth quarter of 2003.

Liquidity and Capital Resources

The Company provides a broad range of integratethuanications services as a facilities-based provthat is, a provider that owns or
leases a substantial portion of the property, adt equipment necessary to provide its servicEsg Company has created, through a
combination of construction, purchases and, t@eseleextent, leasing of facilities and other assetgdvanced, international, end-to-end,
facilities-based communications network. The Conypaas designed its network based on optical atairlat Protocol technologies in order
to leverage the efficiencies of these technolotfiggrovide lower cost communications services.

The further development of the communications essrwill continue to require significant expenditurincluding new service development
costs. These expenditures may result in negapeeating cash flow and net operating losses foCihimpany in the near future. The
Company'’s expenditures will be primarily attribuako operating expenses, capital expendituresrdatest payments. The Company
expects base capital expenditures (capital reqiiréeéep the network operating efficiently) to ippeximately $100 million in 2004. The
majority of the Company’s ongoing capital expendituare expected to be success-based, which drte fiecremental revenue. The
Company expects success-based capital expendituiesrease in 2004 as a result of new governmamiracts awarded in 2003. In 2004,
the Company expects to pay in cash, based on eledislat June 30, 2004, $406 million of interegtemse.

Level 3 has approximately $957 million of cash amatketable securities on hand at June 30, 2004in@the second quarter of 2004, the
Company purchased longer-term U.S. government siesuto take advantage of the yield curve. Assult, the Company reflected $221
million and $189 million of marketable securitiess@irrent and noncurrent assets, respectivelyh@dune 30, 2004 consolidated balance
sheet. Based on information available at this timanagement of the Company believes that the Coy'gpaurrent liquidity and anticipated
future cash flows from operations will be suffidiéo fund its business.

The Company estimates that its current liquiditgt aash flows provided by operating activities Wi sufficient to operate the business and
will not require additional sources of financinGash flows from operating activities will fluctuate2004 and will be a function of revenue
growth from existing and new services, the Compsinyanagement of network, selling, general and adtrative, and capital expenditures,
fluctuations in working capital and expected imprments in the operating performance of Softwaret®p® due to the restructuring efforts
made in 2003. The Company'’s previous debt andyqiferings have given the Company the abilitylevelop its business. However, if
additional investment opportunities should preskemselves, the Company may be required to seddliganal financing in the future. In
order to pursue these possible opportunities aodge additional flexibility to fund its businedset Company, in January 2001, filed a
“universal” shelf registration statement for an iéiddal $3 billion of common stock, preferred stodebt securities, warrants, stock purchase
agreements and depository shares. The remaininiglaility under this registration statement and @nd previously existing registration
statement would allow Level 3 to offer an aggregstep to $2.3 billion of additional securitiesftind its business, although there can be no
assurance that the Company could raise such amonrgsceptable terms or at the time the fundingetessary.

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 the business pin 2004, the Company completed the sale oéitgining equity position in
Commonwealth Telephone for approximately $41 millidn addition, the Company has announced thaitliseek to sell or sublease excess
real estate and may enter into sale leasebaclatrtoss for required communications facilities.

35




In 2003, Level 3 was able to generate approxima8fy million of cash from these types of transaxtioWith the sale of Commonwealth
Telephone shares, MFON acquired in the Genuitysaation and certain real estate transactions i, 20@nagement believes that the
Company has now sold the substantial majoritysof@tluable non-core assets.

The Company may not be successful in producindgcserfit cash flow, raising sufficient debt or equilgpital on terms that it will consider
acceptable, or selling or leasing fiber optic cétyaar access to its conduits. In addition, pratefom dispositions of the Company’s assets
may not reflect the assets’ intrinsic values. Rertexpenses may exceed the Company’s estimadab@rfinancing needed may be higher
than estimated. Failure to generate sufficientfumay require the Company to delay or abandon sdnte future expansion or
expenditures, which could have a material adveffeeteon the implementation of the business plath @uld result in additional impairment
charges on communications assets.

In connection with the implementation of the Comparmusiness, management continues to review tistiex businesses to determine how
those businesses will assist with the Company’adan delivery of communications and informatiorvieees and reaching financial
objectives. To the extent that certain busineasesiot considered to be compatible with the dslieé communication and information
services or with obtaining these financial objeesivthe Company may exit those businesses. dtsisilfle that the decision to exit these
businesses could result in the Company not recogéis investment in the businesses and, in thases; a significant charge to earnings
could result.

Level 3 is aware that the various issuances afutstanding senior notes, senior discount notesandertible subordinated notes may trade
at discounts to their respective face or accreteouats. In order to continue to reduce future ¢asdrest payments, as well as future amounts
due at maturity, Level 3 or its affiliates may,ifrdime to time, purchase these outstanding debirisies for cash or exchange shares of Level
3 common stock for these outstanding debt secsifitizsuant to the exemption provided by Sectiol(3)a&f the Securities Act of 1933, as
amended, in open market or privately negotiatetsaations. Level 3 will evaluate any such transastin light of then existing market
conditions and the possible dilutive effect to shatders. The amounts involved in any such tramsastindividually or in the aggregate, n

be material.

In April 2004, Level 3 and Allegiance agreed tarigrate an agreement whereby Level 3 leased mamagddm ports from Allegiance.
Level 3 recorded this agreement as a capitalizeskland the $54 million paid to terminate the @mttand the liabilities assumed were
significantly below the carrying value of the olaltgpn and related assets and resulted in a ga&t47f million on the extinguishment of debt.

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 in
addition to the ICG transaction described belowvél 3 continues to evaluate these opportunitiéscanld make additional acquisitions in
2004.

On April 1, 2004, the Company acquired the wholeshidl access customer contracts of ICG. The Camparchased, for approximately
$35 million in cash, the customer contracts anateel equipment, which provides dial-up Interneeasdo various large customers and other
leading ISPs. The terms of the agreement reqliesél 3 to pay $25 million at closing and additibpayments of $5 million in each of the
third and fourth quarters of 2004, which were aedras part of the transaction. On July 1, 200 Gbmpany paid the first $5 million
installment. The purchase price is subject to-plusting adjustments, but those adjustments arexuected to be material. Level 3 plans to
migrate ICG’s customer traffic onto its own netwankrastructure.
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Item 3 . Quantitative and Qualitative Disclosures Adout Market Risk

Level 3 is subject to market risks arising frommdes in interest rates and foreign exchange rasesf June 30, 2004, the Company had
borrowed $118 million under a commercial mortgagenounts drawn on the debt instrument bear intexetiie alternate base rate or LIBOR
rate plus an applicable margin. As the alternatelyate and LIBOR rate fluctuate, so too willitiierest expense on amounts borrowed
under the mortgage. The interest rate on the r@ngairariable rate instrument of $118 million at .80, 2004, was approximately 3.61%. A
hypothetical increase in the variable portion @& teighted average rate by 1% (i.e. a weightedsaeerate of 4.61%) would increase annual
interest expense of the Company by approximatel® 8fllion. The commercial mortgage is due onel8a, 2005 limiting the interest rate
risk. At June 30, 2004, the Company had $5.0®hilbf fixed rate debt bearing a weighted averagerést rate of 9.10%. A decline in
interest rates in the future will not benefit thendpany due to the terms and conditions of the kmgpements that require the Company to
repurchase the debt at specified premiums. Thep@agnhas been able to reduce its exposure to sttexie risk by acquiring certain
outstanding indebtedness in exchange for sharesnofnon stock and cash.

The Company'’s business plan includes operatinteadmmunications network and information servicasitess in Europe. As of June 30,
2004, the Company had invested significant amooitspital in the region for its communications iness. The Company issued €800
million (€425 million outstanding at June 30, 2004 5enior Euro Notes in February 2000 as an ecémbatge against its net investment in
its European subsidiaries at the time. As of Bhe004, the Company held enough foreign denoméhetirrency to fund its immediate
working capital obligations and interest paymemtste Euro denominated debt for the next 18 moniftee Company has not made
significant use of financial instruments to minimiits exposure to foreign currency fluctuationseign exchange rate fluctuations in 2004
have not had a material effect on Level 3’s resnflisperations and financial position. The Compeaostinues to analyze risk management
strategies to reduce foreign currency exchange risk

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

ltem 4 . Controls and Procedures

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedasesf June 30, 2004. 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 thentspfiles or submits under the Securities Exgf@Act of 1934, as amended, and the rules
there under, is recorded, processed, summarizedegoded within the time periods specified in @@mmission’s rules and forms.

Disclosure controls and procedures include, withiotitation, controls and procedures designed &ueamthat 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 afiand principal financial officer, as appropritdallow timely decisions regarding

required disclosure.

(b) Internal controls. There was no change in Level 3's internal contoeisr financial reporting that have occurred dutimg second quarter
2004 that has materially affected or is reasonkikdyy to materially affect, Level 3's internal ctvals over financial reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

PART Il - OTHER INFORMATION

Item 4. Submission of Matters to a Vote of Secity Holders

At the annual meeting of stockholders held on M&y2D04 the following matters were submitted tatev

1. Election of three Class | Directors to the Boardakctors of Level 3 for a three-year term urtig 2007 Annual Meeting of
Stockholders:
In Favor Withheld
James Q. Crow 565,674,15 42,085,21
Robert E. Juliai 560,406,54 47,352,82
Walter Scott, Jr 565,029,85 42,729,51
2. To approve an amendment to Level 3's 1995 Stock felancrease the number of shares of Level 3 comsback, par value $.01 per

share of Level 3, reserved for issuance under @& Stock Plan by 80,000,000 shares of Level 3 comstock:

Affirmative votes 381,782,44
Negative vote: 46,704,83
Abstain 2,537,40:
Broker noi-vote 176,734,69

Item 6. Exhibits

€)) Exhibits filed as part of this report are listeddve

31.1

31.2

32.1

32.2

Rule 13i-14(a)/15+-14(a) Certification of the Chief Executive Offic
Rule 13i-14(a)/15+-14(a) Certification of the Chief Financial Offic

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantcdibioB8e906 of the
Sarbane-Oxley Act of 2002

Certification of Chief Financial Officer pursuant 18 U.S.C. Section 1350, as adopted pursuantdiioBe906 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, 2004 /sl Eric J. Mortense

Eric J. Mortense!
Senior Vice President, Controller
and Principal Accounting Office
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Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

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

Based on my knowledge, this report does not 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;

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

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

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

(c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contints 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 regists fourth fiscal quarter in the case of an ameport) 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):

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

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

Date: August 9, 2004

/sl James Q. Crow

James Q. Crow
Chief Executive Office

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




Exhibit 31.2

CERTIFICATIONS*

I, Sunit S. Patel, certify that:

1.

2.

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

Based on my knowledge, this report does not 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;

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

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

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

(c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contints 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 regists fourth fiscal quarter in the case of an ameport) 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):

(&) 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, 2004

/s/ Sunit S. Pate

Sunit S. Pate
Chief Financial Officel

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




Exhibit 32.1

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

In connection with the Quarterly Report of LeveC8mmunications, Inc. (the “Company”) on Form 10a@the three months ended
June 30, 2004 as filed with the Securities and Brgle Commission on the date hereof (the “Repdrtlames Q. Crowe, Chief Executive
Officer of the Company, certify, pursuant to 18 ICS§ 1350, as adopted pursuant to § 906 of thieaBas-Oxley Act of 2002, that:

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

(2) The information contained in the Report faphgsents, in all material respects, the finaraialdition 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 LeveC8mmunications, Inc. (the “Company”) on Form 10a@the three months ended
June 30, 2004 as filed with the Securities and Brgle Commission on the date hereof (the “Repdrt3unit S. Patel, Chief Financial
Officer of the Company, certify, pursuant to 18 ICS§ 1350, as adopted pursuant to § 906 of thieaBas-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExgjwAct 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




