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FORM 10-Q

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

(Mark One)
£3) QUARTERLY REPORT PURSUANT TO SECTION 13 OR15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the Quarterly Period Ended September 30, 2005
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period to
Commission file number 0-15658
LEVEL 3 COMMUNICATIONS, INC.
(Exact name of registrant as specified in its @rart
Delaware 47-0210602
(State of Incorporation) (I.LR.S. Employer
Identification No.)
1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code)

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

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Ye& NoO
Indicate by check mark whether the registrant iaaelerated filer (as defined in Rule 12b-2 offlxehange Act). Yesx] No[O
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act). Yesdd NoX
The number of shares outstanding of each clagseassuer’'s common stock, as of November 1, 2005:

Common Stock: 701,257,122 shares
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
(dollars in millions, except per share data) 2005 2004 2005 2004
Revenue
Communication: $ 364 $ 42¢ $ 1,245 $ 1,20:
Information Service 41F 392 1,41¢ 1,38¢
Coal Mining 20 25 56 65
Total revenue 79¢ 84C 2,71¢ 2,657
Costs and Expenses (exclusive of depreciation arattezation shown
separately below
Cost of revenue
Communication: 112 11€ 33¢ 31¢€
Information Service 36¢ 358 1,27¢ 1,257
Coal Mining 15 18 37 48
Total cost of revenue 49t 487 1,65¢ 1,621
Depreciation and amortizatic 162 17C 50C 52€
Selling, general and administrati 22C 234 663 712
Restructuring and impairment charges 5 — 24 2
Total costs and expenses 88:< 891 2,841 2,861
Operating Loss (84) (51) (122) (209
Other Income (Expense
Interest incomi 11 3 25 9
Interest expens (13¢) (120 (397 (365)
Other, net 8 3 23 181
Total other income (expense) (119 (120 (349 (179
Loss Before Income Tax (209) a771) (46%) (379
Income Tax Expense 1) — (4 (2
Net Loss $ (204 $ a7rn s (469 $ (387)
Loss per Share of Level 3 Common Stc
Basic and Diluted $ (0.29 $ (0.25 $ (0.67) $ (0.56)

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

September 30, December 31,
(dollars in millions) 2005 2004
(unaudited)
Assets
Current Assets
Cash and cash equivalel 49C $ 44%
Marketable securitie 402 22t
Restricted cash and securit 38 48
Receivables, less allowances of $21 and $23, régphc 407 54t
Other 162 141
Total Current Assets 1,50( 1,40z
Property, Plant and Equipment, | 5,101 5,40¢
Marketable Securitie 40¢& 114
Restricted Cash and Securit 71 67
Goodwill and Other Intangibles, n 401 457
Other Assets, net 99 96
Total Assets 7,58( $ 7,544

See accompanying notes to consolidated finanassients.
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September 30, December 31,
(dollars in millions, except per share data) 2005 2004
(unaudited)

Liabilities and Stockholde’ Deficit
Current Liabilities:

Accounts payabl $ 49z % 614
Current portion of lon-term deb — 144
Accrued payroll and employee bene 66 82
Accrued interes 13C 73
Deferred revenu 20¢ 25E
Other 10z 134
Total Current Liabilities 99¢ 1,302
Long-Term Debt, less current portit 6,02( 5,067
Deferred Revenu 734 84C
Other Liabilities 46C 492

Commitments and Contingenci

Stockholder Deficit:
Preferred stock, $.01 par value, authorized 10(@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@shares: 700,505,763 outstanding in
2005 and 686,496,721 outstanding in 2 7 7
Class R, $.01 par value, no shares authorized0b,20uthorized 8,500,000 shares: no shares
outstanding in 200 — —
Additional paic-in capital 7,42¢ 7,371

Accumulated other comprehensive income (i (45) 19
Accumulated defici (8,029 (7,559
Total Stockholder Deficit (632) (157)
Total Liabilities and Stockholde’ Deficit $ 758 $ 7,544

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

(unaudited)
Nine Months Ended
September 30,
(dollars in millions) 2005 2004
Cash Flows from Operating Activitie
Net Loss $ (469 $ (381)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 50C 52¢€
Loss on impairment 6 —
Gain on debt extinguishments, | — (147
Gain on sale of property, plant and equipment,athdr asset (9) (32
Non-cash compensation expense attributable to stockda 35 29
Deferred revenu (140 —
Amortization of debt issuance co: 12 11
Accreted interest on lo-term discount dek 28 55
Accrued interest on loi-term debt 58 4
Change in working capital items net of amounts aequ
Receivable! 12z 17¢€
Other current asse (19 32
Payable (117) (209)
Other liabilities (25) (112
Other (19) (2)
Net Cash Used in Operating Activiti (30 (53
Cash Flows from Investing Activitie
Purchases of marketable securi (64¢) (410
Proceeds from sales and maturities of marketalslerities 17¢ 61
(Increase) decrease in restricted cash and sesnite’ (8) 20
Capital expenditures, n (241) (1949
Investments and acquisitio (20 (30
Proceeds from sale of property, plant and equipnsemt other asse 11 19
Net Cash Used in Investing Activiti $ 717 % (539

See accompanying notes to consolidated finanassients.
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Cash Flows from Financing Activitie

Long-term debt borrowings, net of issuance c

Payments on lor-term debt, including current portion (net of resti¥d cash
Net Cash Provided by (Used in) Financing Activil

Effect of Exchange Rates on Cash and Cash Equis

Net Change in Cash and Cash Equival

Cash and Cash Equivalents at Beginning of Pe

Cash and Cash Equivalents at End of Pe

Supplemental Disclosure of Cash Flow Informati
Cash interest pai

Non Cash Financing and Investing Activitir
Use of restricted securities to repay I-term debr

See accompanying notes to consolidated finanassients.
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Nine Months Ended
September 30,

2005 2004

924 $ —
(131) 77)
81z 77
(19) 2
47 (662)
44z 1,12¢
49C $ 467
207 $ 30C

13 $ —




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

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 7% 7,371 $ 19 $ (7,559 $ (157)
Common Stock

Stock plan grant — 26 — — 26

Shareworks pla — 20 — — 20

401(K) plan — 12 — — 12
Net Loss — — — (469) (469)
Other Comprehensive Lo — — (64) — (64)
Balances at September 30, 2( $ 73 7,42¢ $ (45 % (8,029 $ (632

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

(unaudited)

Three Months Ended

September 30,

Nine Months Ended
September 30,

(dollars in millions) 2005 2004 2005
Net Loss $ (209 $ 17y $ (469 $ (381)
Other Comprehensive Income (Loss) Before 1
Foreign currency translation gains (loss 2 7 (66) —
Unrealized holding losses and other arising dupiegod — — (D) ()]
Reclassification adjustment for (gains) lossesudet in
net loss 1 3 3 (14)
Other Comprehensive Income (Loss), Before (D) 10 (64) (16)
Income Tax Benefit Related to Items of Other Corhpresive
Income (Loss — — — —
Other Comprehensive Income (Loss) Net of Te (D) 10 (64) (16)
Comprehensive Los $ (205 $ (16) $ (539 % (397

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

Notes to Consolidated Financial Statements
(unaudited)

1. Summary of Significant Accounting Policies

The consolidated financial statements include tu@ants of Level 3 Communications, Inc. and subsiés (the “Company” or “Level 3") in
which it has control, 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 transactiawe been eliminated.

The consolidated balance sheet of Level 3 Commtioits Inc. and subsidiaries at December 31, 2@4deen taken from the Company’s
audited balance sheet as of that date. All ofhantial statements contained herein are unauditddin the opinion of management, contain
all adjustments (consisting only of normal recugractcruals) necessary for a fair presentationnaiiftial position, results of operations and
cash flows for the periods presented. The Compaagtounting policies and certain other disclosaresset forth in the notes to the
consolidated financial statements contained inGbmpany’s Annual Report on Form 10-K, for the yeaded December 31, 2004. These
financial statements should be read in conjunatith the Company’s audited consolidated financiatements and notes thereto. The
preparation of the consolidated financial statesiéntonformity with accounting principles geneyalccepted in the United States requires
management to make estimates and assumptiondfietttae reported amount of assets and liabilitiésclosure of contingent assets and
liabilities and the reported amount of revenue exjpenses during the reported period. Actual resdltld differ from these estimates.

The results of operations for the three and ninathmended September 30, 2005 are not necessuatibative of 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. Termination revésag¢so recognized when customers
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts thatctistomer no longer expects to meet
or when a customer and Level 3 renegotiate a cotntrader which Level 3 is no longer obligated toypde product or services for
consideration previously received and for whicheraye recognition has been deferred. Terminatiogmee is reported in the same manni
the original product or service provided, and antedrio $1 million and $132 million during the thraed nine months ended September 30,
2005, respectively, and less than $1 million an8 &llion during the three and nine months endept&aber 30, 2004, respectively (See
Note 4).

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

Industry” (“EITF No. 04-6") establishes appropriaecounting for stripping costs incurred during pineduction phase and is effective for the
first reporting period in fiscal years beginningeafDecember 15, 2005, with early adoption permittEITF No. 046 concludes that strippir
costs incurred during the production phase of aeraie variable production costs that should baidedl in the costs of the inventory
produced during the period that the stripping castsincurred. EITF No. 04-6 further defines inwey produced as mineral that has been
extracted. As a result, stripping costs relateexfposed, but not extracted mineral will be expdraseincurred rather than deferred until the
mineral is extracted. The Company’s coal miningibess currently defers stripping costs and anextirese costs over the period in which
the underlying coal is mined. The Company expctopt EITF No. 04-6 beginning January 1, 2006 the adoption will not have a
significant impact on the Company’s financial piasitor results of operations.
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In March 2005, the FASB issued FASB Interpretatitm 47 “Accounting for Conditional Asset Retirem@&tligations”, (“FIN 47"). FIN 47
provides additional clarification as to when comiparshould recognize asset retirement obligatiamsyant to SFAS No. 143, “Accounting
for Asset Retirement Obligations.” The Companyestp to adopt FIN 47 effective December 31, 20DBe adoption of FIN 47 is not
expected to have a material effect on the Compamggults of operations or financial position agdle recognized the discounted value o
conditional asset retirement obligations when d@gidd SFAS No. 143 at the beginning of 2003.

In May 2005, the FASB issued Statement No. 154 ctAmting Changes and Error Corrections — a replaoewf APB Opinion No. 20 and
FASB Statement No. 3", (“SFAS No. 154"). This 8ment requires retrospective application to praniqul financial statements of a
voluntary change in accounting principle unless itmpracticable and is effective for fiscal yebeginning after December 15, 2005.
Previously, most voluntary changes in accountingaiple were recognized by including the cumulagffect of changing to the new
accounting principle in net income of the periodta change. The adoption of SFAS No. 154 iemrpected to have a significant impact on
the Company’s financial position or results of @iEms.

The FASB issued SFAS No. 153, “Exchanges of Non-8lary Assets” (“SFAS No. 153"), which is effectifgr Level 3 starting January 1,
2006. In the past, the Company was required to nmedke value of assets exchanged in non-monatargdctions by using the net book
value of the asset relinquished. Under SFAS No, t&8Company will measure assets exchanged atdhie, as long as the transaction has
commercial substance and the fair value of thetegsehanged is determinable within reasonableédindi non-monetary exchange has
commercial substance if the future cash flows eféhtity are expected to change significantly essalt of the exchange. The adoption of
SFAS No. 153 is not anticipated to have a mateffact on the Company’s financial position or réswif operations as Level 3 is a party to a
limited number of non-monetary transactions ande¢hioansactions have not been material.

In December 2004, the FASB issued SFAS No. 123Raf&Based Payment” (“SFAS No. 123R”). SFAS No.R 2&quires that
compensation cost relating to share-based paymadactions be recognized in the financial statésrigssed on the fair value of equity or
liability instruments issued. The U.S. Securitiad &xchange Commission extended the effective afa®-AS No. 123R such that the
Company is first required to adopt SFAS No. 123Ril@ing January 1, 2006 although the Company imjitad to adopt SFAS No. 123R in
periods prior to this effective date. The Compargects to adopt SFAS No. 123R beginning Janua2@d6. The Company is evaluating
the impact of SFAS No. 123R on its calculation ofittash compensation expense. However, adoptioot isxpected to have a significant
impact on the Company'’s financial position or résof operations as the Company adopted the expensgnition provisions of SFAS

No. 123,“Accounting for Stock-Based Compensation” in 1998.

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

2. Acquisitions

On October 1, 2004, the Company acquired the whtdatial internet access business of Sprint Comeations Company, L.P. (“Sprint”).
Level 3 paid $34 million in cash to acquire theibass, which provides dialp Internet access to leading Internet serviceigess throughot
the United States and agreed to provide discow#adces to Sprint that were valued at $5 millwhjch was accounted for as part of the
purchase price. Level 3 and Sprint entered irttasition services agreement for the migrationustomers onto the Level 3 network, which
Level 3 completed in the third quarter of 2005.ribg the migration period, until such time as atooger contract is assumed or assigned,
amounts received for services provided by Spriateaxcounted for as a reduction in purchase pricppgsed to revenue. The net amount
received during the migration period and priortte A&ssumption or assignment of these contractedo® million through September 30,
2005 and therefore reduced the purchase
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price to $29 million. With the completion of thegration activities, Level 3 expects to recognise@venue, amounts received from all
customer contracts acquired in this transactiome fEsults of operations attributable to the Smssets acquired and liabilities assumed are
included in the consolidated financial statemerdmfthe date of assumption or assignment of cotstrac

On April 1, 2004, the Company acquired the whokeskiél-up internet access customer contracts of C@@munications, Inc. (“ICG”). The
Company agreed to pay approximately $35 millionash to acquire the contracts and related equipméinth provide dial-up Internet
access to various large customers and other ledgg) The purchase price was subject to postrgasijustments, but those adjustments
were not material. Level 3 migrated the traffiorfr the customer contracts acquired from ICG omtowtn network infrastructure and the
migration was substantially complete by the end@#4. The results of operations attributable &l®G assets acquired and liabilities
assumed are included in the consolidated finasté#éments from the date of acquisition.

The following is unaudited pro-forma financial imfeation of the Company assuming the Sprint and t@@sactions occurred at the
beginning of the period presented

Pro-Forma
Three Months Nine Months
Ended Ended

September 30, September 30,
(dollars in millions, except per share data 2004 2004
Revenue $ 84¢ $ 2,701
Net Loss (167) (36%)
Net Loss per Shai $ (0.29 % (0.59)

3. Restructuring and Impairment Charges

The Company recognized impairment charges of $Bomiin the third quarter of 2005 for estimateduiiet cash payments. This charge
resulted from the difference between the Compaaoplgations to the landlord for newly vacated lehpeoperty no longer needed by the
Company and the expected sublease income.

In the first quarter of 2005, the Company initiatediorkforce reduction of approximately 470 emplksy/@ its North American and European
communications business. As a result of the redaogctievel 3 incurred severance and related charfagproximately $15 million in the first
quarter of 2005. As of September 30, 2005, the jgaoy has satisfied its remaining obligations asgediwith the workforce reduction.

For the nine month period ended September 30, 2B84nformation services business recognized apiately $2 million of restructuring
charges related to the ongoing integration anduettring of Software Spectrum announced in 2088.of December 31, 2004, the Comp
had completed the workforce reductions and paiddh®ining severance and employee related obligatissociated with the actions
announced in 2003 and 2004.
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A summary of the restructuring charges and relattiyity follows:

Severance and Relate Facilities Related
Number of
Employees Amount Amount
(in millions) (in millions)
Balance December 31, 20 10¢ % 7 3% 12
2004 Charge 80 1 15
2004 Payment (189 (8 (8)
Balance December 31, 20 — — 19
2005 Charge 472 15 3
2005 Payment (472) (15) (5)
Balance September 30, 20 — $ — $ 17

Nor-cash impairment charges were $2 million and $&ianifor the three and nine months ended Septe®®e2005 and primarily resulted
from the decision to terminate projects for certaite products in the communications businesse ddsts incurred for these projects,
including capitalized labor, were impaired as theying value of these projects exceeded theimedéd fair value.

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

4. Termination Revenue

On March 1, 2005, Level 3 entered into an agreem@ht360networks (USA), Inc. (“360networkst) which both parties agreed to termin
a 20-year IRU agreement. Under the new agreem@med@orks returned the dark fiber originally praaddby Level 3. Under the original
IRU agreement, signed in 2000, the cash receivddelbgl 3 was deferred and amortized to revenue theeP0-year term of the agreement.
As a result of this transaction, Level 3 recogniteslunamortized deferred revenue of approxima&88 million as non-cash termination
revenue in the first quarter of 2005.

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

5. Loss Per Share

The Company had a net loss for the three and noveghm ended September 30, 2005 and 2004. Therdfierdilutive effect of the
approximately 417 million and 84 million sharesuiakle pursuant to the convertible debt securiti€&eatember 30, 2005 and 2004,
respectively, have not been included in the contjmurtaf diluted loss per share because their incfusiould have been anti-dilutive to the
computation. In addition, the dilutive effect bketapproximately 64 million and 51 million optioasd warrants outstanding at September 30,
2005 and 2004, respectively, have not been inclidéte computation of diluted loss per share beedheir inclusion would have been anti-
dilutive to the computation.
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The following details the loss per share calculaifor the Level 3 common stock:

Three Months Ended Nine Months Ended
September 30 September 30

(dollars in millions, except per share data 2005 2004 2004
Net Loss $ (209 $ a7ns (469 $ (381)
Total Number of Weighted Average Shares Outstandgegl to

Compute Basic and Dilutive Loss Per Share (in thods) 699,33: 685,07 695,06( 682,56¢
Loss Per Share of Level 3 Common Stc

Basic and Dilute $ (0.29 % (0.25 % (0.67$ (0.5€6)

6. Receivables

Receivables at September 30, 2005 and Decemb&084,were as follows (dollars in millions):

Information
Communications Services Coal Total

September 30, 200!
Accounts Receivabl- Trade:
Services and Software Sa $ 126 $ 291 $ 93 42¢€
Allowance for Doubtful Account (14) ) — (21)

$ 114 $ 284 $ 93 407
December 31, 200
Accounts Receivabl- Trade:
Services and Software Sa $ 13€ $ 41¢ $ 12 $ 56¢
Allowance for Doubtful Account a7 (6) — (23

$ 121 $ 41z $ 12 $ 54t

The Company recognized bad debt expense in seffemggral and administrative expenses of less thanifion for the three and nine month
periods ended September 30, 2005, respectivelysamdillion and $5 million for the three and nine mtio periods ended September 30, 2004,
respectively. Level 3 received proceeds for ameprgviously deemed uncollectible of less than $liom and $1 million for the three and
nine months ended September 30, 2005, respectaety$l million and $2 million for the three andenimonths ended September 30, 2004,
respectively. The Company decreased accountsvedgteiand allowance for doubtful accounts by apjpnaxely $3 million and $6 million fc
the nine months ended September 30, 2005 and 2&&¥pkctively, for previously reserved amounts thenffany deemed as uncollectible.

7. Property, Plant and Equipment

Costs associated directly with expansions and irgments to the network and customer installatiortdiiding employee related costs, have
been capitalized. The Company generally capitaliosss associated with network construction, itetiah services and software
development. Capitalized labor and related cae@ated with employees and contract labor workimgapital projects were approximat
$14 million and $37 million for the three and nimenths ended September 30, 2005, respectivelyuded in capitalized labor and related
costs was less than $1 million and $2 million dgiitalized non-cash compensation costs related tiompand warrants for the three and nine
month periods ended September 30, 2005, respact®@apitalized labor and related costs associatddamployees and contract labor
working on capital projects were approximately $diflion and $51 million for the three and nine mosiended September 30, 2004,
respectively. Included in capitalized labor and
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related costs was less than $1 million and $2 onilbf capitalized non-cash compensation costseeliat options and warrants for the three
and nine months ended September 30, 2004, resplgctiv

The Company continues to develop business supysteras required for its business. The externattuests of software, materials and
services, and payroll and payroll related expefmesmployees directly associated with the projectirred when developing the business
support systems are capitalized and included icép&alized costs above. Upon completion of agaipjthe total cost of the business support
system is amortized over a useful life of threergea

The Company reviews its capitalized projects adtleanually or when events and circumstances itelibat the assets may be impaired.
When previously capitalized software developmestsare considered to be impaired, the Companuledés and recognizes an impairment
loss in accordance with the provisions of SFAS Nbt, “Accounting for the Impairment or Disposallaing-Lived Assets.”

Depreciation expense was $146 million and $448anilfor the three and nine months ended Septenthe2@®5, respectively. Depreciation
expense was $155 million and $478 million for theeeé and nine months ended September 30, 2004 ctasgy.

8. Goodwill and Other Intangibles, net

Goodwill and Other Intangibles, net at Septembe2B05 and December 31, 2004 were as follows (doitamillions):

Other
Goodwill Intangibles

September 30, 2005
360networks $ — $ 4
Sprint — 19
ICG — 9
Telverse — 18
Genuity — 36
McLeod 39 —
Software Spectrum (including Corpsc 19¢€ 50
XCOM 30 —

$ 265 $ 13€
December 31, 200
Sprint $ — 8 28
ICG — 23
Telverse — 23
Genuity — 55
McLeod 41 —
Software Spectrum (including Corpsc 20z 55
XCOM 30 —

$ 27 % 184

During the third quarter of 2005, Level 3 deterndirtleat the remaining costs accrued for the intémradf the McLeod business were no
longer required. As a result, the Company redubgd2 million, the goodwill attributable to the Meod transaction.

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

15




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

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

Intangible asset amortization expense was $17anilind $52 million for the three and nine monthdeehSeptember 30, 2005, respectively.
Intangible asset amortization expense was $15anilind $48 million for the three and nine monthdeehSeptember 30, 2004, respectively.

The amortization expense related to intangibletasserently recorded on the Company’s books fehex the five succeeding years is
estimated to be the following for the years endedddnber 31: 2005-$69 million; 2006-$55 million; Z&8R6 million; 2008-$12 million and
2009-$8 million.

9. Long-Term Debt

At September 30, 2005 and December 31, 2004, lemg-tiebt was as follows:

September 30 December 31

(dollars in millions) 2005 2004
Senior Secured Term Loan (10.87% due 2( $ 73C % 73C
Senior Notes (9.125% due 20( 954 954
Senior Notes (11.0% due 20(C 132 132
Senior Discount Notes (10.5% due 20 144 144
Senior Euro Notes (10.75% due 20 60 68
Convertible Senior Notes (2.875% due 20 374 374
Senior Discount Notes (12.875% due 20 487 475
Senior Euro Notes (11.25% due 20 12t 14z
Senior Notes (11.25% due 20! 96 96
Senior Notes (10.75% due 20! 50C 50C
Convertible Senior Notes (10.0% due 20 88C —
Convertible Senior Notes (5.25% due 20 34k 34k
Convertible Senior Discount Notes (9.0% due 2( 24¢€ 23C
Convertible Subordinated Notes (6.0% due 2( 362 362
Convertible Subordinated Notes (6.0% due 2( 514 514

Commercial Mortgage

CBRE (6.86% due 201! 70 —
GMAC (due 2005 — 117
Capital leases assumed in Genuity transac — 24
Other 1 4
6,02( 5,211
Less current portio — (144)
$ 6,02C $ 5,067

In the third quarter of 2005, the Company completedfinancing of the mortgage on its corporatelearters. On September 27, 2005, HQ
Realty, Inc. (a wholly owned subsidiary of the Ca@nyp) entered into a $70 million loan at an inifiaéd rate of 6.86% through 2010, the
anticipated repayment date, as defined in the dgmeement (“CBRE Commercial Mortgage”). After 2Qhfbugh maturity in 2015, the
interest rate will adjust to the greater of 9.868the five year US Treasury rate plus 300 basis
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points. HQ Realty, Inc. received $67 million ot peoceeds after transaction costs and $2 millepogdited into restricted cash accounts for
future facility improvements and property taxesQ Realty, Inc. is required to make interest onlyrpants in the first year with monthly
principal payments beginning in the second yeaethas a 30-year amortization schedule.

Debt issuance costs of $1 million were capitaliaad are being amortized as interest expense ogeetin of the CBRE Commercial
Mortgage.

The assets of HQ Realty Inc. are not availablatsfy any third party obligations other than tho$&lQ Realty, Inc. In addition, the assets
of the Company are not available to satisfy thégaltions of HQ Realty, Inc.

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

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

On June 30, 2005, the GMAC Commercial Mortgage neatand HQ Realty, Inc. repaid the outstandingrizaaf $116 million with $103
million in cash and $13 million in restricted seties.

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

10. Stock-Based Awards

The Company recognized in the consolidated stateofesperations a total of $14 million and $35 ioifl of non-cash compensation for the
three and nine months ended September 30, 20Q@®atésely. In addition, the Company capitalizedsldsan $1 million and $2 million of
non-cash compensation for those employees andamoits directly involved in the construction of tietwork, installation of customers or
development of the business support systems fdhtiee and nine months ended September 30, 208igctively.

The Company recognized on the consolidated stateofi@perations a total of $10 million and $29 ioifl of non-cash compensation for the
three and nine months ended September 30, 20@&atdsely. In addition, the Company capitalizedslésan $1 million and $2 million of
non-cash compensation for those employees andamboits directly involved in the construction of tietwork, installation of customers or
development of the business support systems fahtiee and nine months ended September 30, 20€pkatively.

The following table summarizes non-cash compensatigpense and capitalized non-cash compensatighddhree and nine months ended
September 30, 2005 and 2004.

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

(dollars in millions) 2005 2004 2005 2004
0SO $ 5 $ 5 % 14 3% 12
C-0SO — — — 1
Restricted Stock and Uni 6 1 12 3
Shareworks Match Ple — 2 2 4
401(k) Match Expens 4 4 12 13
Shareworks Grant Plan and Profit Shal — (D) 1 (2)
15 11 37 31
Capitalized No-cash Compensatic (1) (1) (2) (2)
$ 14 3 1C % 3 3 2¢
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Warrants

At September 30, 2005, there were approximatel9 fatllion warrants outstanding ranging in exergsiee from $4.00 to $60.06. All of the
warrants were exercisable at September 30, 20@b awveighted average exercise price of $8.08 peramt.

Outperform Stock Option Plan

The fair value under SFAS No. 123 for the approxetya4.0 million Outperform Stock Options (“OSOsivarded to participants in the first
and third quarters of 2005 was approximately $1iBoniusing a modified Black-Scholes valuation mbgéh a S&P 500 volatility rate of
13% over the term, a Level 3 common stock volgtilitte of 55%, an expected correlation factor #3hd a S&P 500 dividend yield of
1.99%, which resulted in a decrease in the thazaletialue per option to 116% of the stock pricalmdate of grant, from 120% in 2004. As
of September 30, 2005, the Company had not yetateil $8 million of unamortized compensation expeénsts financial statements for
previously granted OSOs.

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

Beginning in the third quarter 2005, the Compasyésl both restricted stock units and OSOs as pistlong-term compensation program.
The Company plans to make annual grants of restristock units that vest ratably over four yeansaddition, the Company will continue to
make quarterly OSO grants to employees. The O$@ay in the third quarter have similar termshasé OSOs granted in the first quarter
of 2005.

Restricted Stock and Units

During the nine months of 2005, approximately 28iBion shares of restricted stock or restrictencktunits were granted to the recipients
and independent members of the Board of Direcidis.restricted stock units and shares were grdot#te recipients at no cost. The
instruments vest over one to four year periodse f8ir value of restricted units and stock grante®005 was $48 million as calculated using
the value of the Level 3 common stock the day gnahe grant and is being amortized over the mggtieriods of the options in accordance
with FIN 28, “Accounting for Stock Appreciation Rits and Other Variable Stock Option or Award Plamss of September 30, 2005, the
Company had not yet reflected $35 million of unatized compensation expense in its financial states#®r restricted stock instruments
previously granted.

401(k) Plan

The Company and its subsidiaries offer their gieiemployees the opportunity to participate ireéireed contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code. Each employee istddigo contribute, on a tax deferred
basis, a portion of annual earnings not to excd&dd®0 in 2005. The Company matches 100% of emplogatributions up to 7% of eligible
earnings or applicable regulatory limits. Emplayeé Software Spectrum are eligible to receive mat contributions of $.50 for every
dollar contributed up to 6% of eligible earningkhe Company’s matching contribution is made witlvéle8 common stock based on the
closing stock price on each pay date.
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Subject to insider trading restrictions, employaesable to diversify the Company’s matching cémition as soon as it is made, even if they
are not fully vested. The Company’s matching dbatrons will be fully vested upon completion oféle years of service. The Company
made matching contributions of $4 million and $1iflian for the three and nine months ended SepterBbe2005, respectively, and $4
million and $13 million for the three and nine miosiended September 30, 2004, respectively, whick veeorded as selling, general and
administrative expenses.

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

11. Industry and Segment Data

SFAS No. 131 “Disclosures about Segments of anrfnse and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial informat®available and which is evaluated regularly i,y Company’s chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Opesatiments are managed separately
and represent separate business units that offeratfit products and serve different markets. Thm@any’s reportable segments include:
communications, information services and coal ngnidther primarily includes other corporate asaats overhead not attributable to a
specific segment. The geographic region Other gmilgnincludes the Asia-Pacific region.

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

(2) stock-based compensation expense includedmsliing, general and administrative expensefierconsolidated statements of
operations and (3) any non-cash impairment costaded within restructuring and impairment experakas reported on the consolidated
statements of operations. The Company excludek-$tased compensation due to the recording of msh-compensation expense under the
provisions of SFAS No. 123. Adjusted OIBDA is ampiortant part of the Company’s internal reporting & an indicator of profitability and
operating performance used by the chief operatawystbn maker or decision making group to evalpaformance and allocate resources. It
is a commonly used indicator in the capital-inteesiommunications industry to analyze companietherbasis of operating performance
over time. Adjusted OIBDA is not intended to regneisnet income or cash flow for the periods presris not calculated consistently with
the commonly used metric “EBITDA”, and is not reogged under Generally Accepted Accounting Prin@l&AAP”) but is used by
management to assess segment results and allesatgces.

The data presented in the following tables includésmation for the three and nine months endegateSeber 30, 2005 and 2004 for all
statement of operations and cash flow informatim@sented, and as of September 30, 2005 and Dec&hp2004 for all balance sheet
information presented. Information related to afibusinesses is included from their respectogisition dates. Revenue and the related
expenses are attributed to countries based on vgeevieees are provided.
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Industry and geographic segment financial infororafollows. Certain prior period information hashereclassified to conform to the 2005
presentation.

Information Coal

(dollars in millions) Communications Services Mining Other Total
Three Months ended September 30, 2005
Revenue
North America $ 327 $ 281 $ 20 % — 3 62¢
Europe 37 114 — — 151
Other — 20 — — 20
$ 364 $ 415 $ 20 $ — $ 79¢
Adjusted OIBDA:
North America $ 77 % 10 $ 4 3 4
Europe 7 — — —
Other — 1 — —
$ 84 $ 11 $ 4 $ (4
Gross Capital Expenditure
North America $ 83 $ 2 $ — — 3 91
Europe 5 — — — 5
Other — — — — —
$ 94 $ 2 % — $ — $ 96
Depreciation and Amortizatiol
North America $ 14z  $ 5 % 2 9% — 3 14¢
Europe 14 — — — 14
Other — — — — —
$ 15¢€ $ 5 % 2 $ — $ 165
Nine Months ended September 30, 20(
Revenue
North America $ 1,13¢ $ 904 $ 56 $ — 3 2,09¢
Europe 10¢ 46C — — 56¢
Other — 54 — — 54
$ 1,24t $ 141t $ 56 $ — 3 2,71¢
Adjusted OIBDA:
North America $ 363 $ 24 $ 14 % 1)
Europe 10 7 — —
Other — 2 — —
$ 37§ 33 % 14 3 (1)
Gross Capital Expenditure
North America $ 21t $ 8 $ 1 % — 3 224
Europe 21 — — — 21
Other — — — — —
$ 23€ % 8 $ 1 % — 3 24E
Depreciation and Amortizatiol
North America $ 42t $ 14 $ 4 3 — 3 442
Europe 57 — — — 57
Other — — — — —
$ 48z $ 14 3 4 3 — 3 50C
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Information Coal
(dollars in millions) Communications Services Mining Other Total

Three Months ended September 30, 2004

Revenue
North America $ 39C % 26 $ 25 $ — 3 67¢
Europe 33 114 — — 147
Other — 15 — — 15
$ 428 $ 39z % 25 $ — 3 84C
Adjusted OIBDA:
North America $ 10¢ $ 8 $ $
Europe 4 1 — —
Other — — — —
$ 113 $ 9 3 5 $ 2
Gross Capital Expenditure
North America $ 72 $ 2 $ — $ — 3 74
Europe 10 — — — 10
Other — — — — —
$ 82 $ 2 3 — 3 — % 84
Depreciation and Amortizatiol
North America $ 14z $ 5 % 2 $ — 3 14¢
Europe 21 — — — 21
Other — — — — —
$ 163 $ 5 $ 2 $ — 3 17C
Nine Months ended September 30, 20(
Revenue
North America $ 1,101 % 90 3 65 $ — % 2,071
Europe 10z 444 — — 54¢€
Other — 40 — — 40
$ 1,20 $ 1,38 $ 65 $ — 3 2,651
Adjusted OIBDA:
North America $ 304 $ 25 3 12 3 —
Europe 4 6 — —
Other — — — —
$ 308 $ 31 % 12 $ —
Gross Capital Expenditure
North America $ 17t $ 4 % — 3 — % 17¢
Europe 23 — — — 23
Other — — — — —
$ 19¢  $ 4 % — $ — 3 20z
Depreciation and Amortizatiol
North America $ 434 % 19 % 4 % — % 457
Europe 69 — — — 69
Other — — — — —
$ 503 $ 19 § 4 % — 8 52€

Communications Revenue and Adjusted OIBDA incluetentnation revenue of $1 million and $132 milliar the three and nine months
ended September 30, 2005, respectively, and lassh million and $9 million for the three and nmenths ended September 30, 2004,
respectively. Communications Revenue and AdjusttBDA for both periods in 2004 also includes $71liom of revenue attributable to an
agreement reached with a local carrier.
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Information Coal
(dollars in millions) Communications Services Mining Other Total
Identifiable Assets
September 30, 2005
North America $ 477C  $ 55 % 88 $% 127t $ 6,68¢
Europe 757 90 — 27 874
Other — 13 — 4 17
$ 55271 $ 65€ $ 88 $ 1,30¢ $ 7,58(
December 31, 2004
North America $ 490¢ $ 60C $ 84 $ 78t % 6,37¢
Europe 90€ 19¢ — 42 1,144
Other — 14 — 8 22
$ 581t $ 81C $ 84 $ 83t $ 7,544
Long-Lived Assets (excluding Goodwill’
September 30, 200!
North America $ 490 $ 11C $ 72 % — 3 5,08t
Europe 72€ 1 — — 72€
Other — 1 — — 1
$ 5631 $ 11z $ 72 $ — 3 5,81%
December 31, 200
North America $ 482 % 11¢  $ 66 $ — 3 5,00¢
Europe 85¢ 1 — — 86(C
Other — — — — —
$ 568: $ 12C  $ 66 $ — 3 5,86¢
Goodwill
September 30, 200=
North America $ 69 $ 19€¢ $ — % — 3 26E
Europe — — — — —
$ 69 $ 19¢ $ — $ —  $ 26E
December 31, 2004
North America $ 71 $ 20z $ — % — 3 277
Europe — — — — —
$ 71 % 20z $ —  $ —  $ 273

22




Communications revenue is classified into two catties, services revenue and reciprocal compensaktm Company further segregates its
communications services into three separate catgyeith each being in a different phase of thalpot life cycle, incorporating different
marketing and distribution strategies and diffei@ntributions to the Company’s profitability. Thategories include: 1) growth services
(voice services and IP-VPN services) 2) core sesv{transport & infrastructure and IP & data praduand 3) mature services (managed
modem and DSL services).

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

Services Reciprocal
(dollars in millions) Growth Core Mature Compensation Total
Communications Revenug
Three Months Ended September 30, 20C
North America $ 32 $ 162 $ 115 $ 19 $ 32¢
Europe 2 34 — — 36
Other — — — — —
$ 34 $ 19€ $ 115 $ 19 $ 364
Nine Months EndedSeptember 30, 2005
North America $ 84 $ 501 $ 38 $ 7€ $ 1,13
Europe 5 10¢ — — 10¢€
Other — — — — —
$ 89 $ 694 $ 386 $ 76 $ 1,24t
Three Months Ended September 30, 20C
North America $ 13 % 15C $ 14¢ % 78 % 39C
Europe — 33 — — 33
Other — — — — —
$ 13 3 18z $ 14¢  $ 78 $ 42%
Nine Months Ended September 30, 20C
North America $ 31 % 46C $ 48 % 127  $ 1,101
Europe 1 101 — — 10z
Other — — — — —
$ 32 $ 561 $ 48 $ 127 $ 1,20

Core includes termination revenue of less than Hliomand $130 million for the three and nine miosended September 30, 2005,
respectively, and less than $1 million and $9 wiillfor the three and nine months ended Septemh&08d, respectively.

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

Three Months Ended
September 30

Nine Months Ended
September 30

2005

Services Revenu
(i )Structure:

Outsourcing $ 17 $ 19 $ 50 $ 57
Software Spectrur — 1 — 2
17 20 50 59
Software Sales Revenue
Software Spectrur 39¢ 372 1,36¢ 1,33(
$ 41t $ 392 $ 1,41t $ 1,38¢
The following information provides a reconciliatiohNet Income (Loss) to Adjusted OIBDA by opergtsegment, as defined by the
Company, for the three and nine months ended Sérted®, 2005 and 2004:
Information
(dollars in millions) Communications Coal Mining
Three Months Ended September 30, 2005
Net Income (Loss $ (211 $ 3 3 8 $ 4
Income Tax Expens 1 — — —
Total Other (Income) Expen: 123 2 (6) —
Operating Income (Los! (87) 5 2 4
Depreciation and Amortization Exper 15€ 5 2 —
Non-Cash Compensation Exper 13 1 — —
Non-Cash Impairment Char 2 — — —
Adjusted OIBDA $ 84 $ 11  $ 4 3 4
Nine Months Ended September 30, 20C
Net Income (Loss $ (495 $ 12 $ 15 $ (1)
Income Tax Expens 1 1 1 1
Total Other (Income) Expen: 347 3 (6) @)
Operating Income (Los! (147 16 10 Q)
Depreciation and Amortization Exper 482 14 4 —
Non-Cash Compensation Exper 32 3 — —
Non-Cash Impairment Char 6 — — —
Adjusted OIBDA $ 372 $ 33 $ 14 $ (@)
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Information
(dollars in millions) Communications Services Coal Mining Other

Three Months Ended September 30, 2004

Net Income (Loss $ (181 $ 4 $ 3 3 3
Income Tax Expens — — — —
Total Other (Income) Expen: 121 — — (1)
Operating Income (Los! (60) 4 3 2
Depreciation and Amortization Exper 163 5 2 —
Non-Cash Compensation Exper 10 — — —
Adjusted OIBDA $ 112 $ 9 % 5 % 2
Nine Months Ended September 30, 2004

Net Income (Loss $ (422) $ 10 $ 7% 24
Income Tax Expens — 1 1 —
Total Other (Income) Expen: 19¢ — — (24)
Operating Income (Los! (223 11 8 —
Depreciation and Amortization Exper 503 19 4 —
Non-Cash Compensation Exper 28 1 — —
Adjusted OIBDA $ 30€ 3 31 % 12 $ —

12. Other Matters

At the Company’s Annual Meeting on May 17, 200% @ompany’s stockholders approved an amendmehedbmpany’s amended and
restated Certificate of Incorporation to, amongeotinings, remove the provisions relating to thas€IR Convertible Common Stock. The
Class R Stock was issued in connection with the-sfiiof the Kiewit Construction Group in 1998, angbsequently fully converted, pursu
to its terms, into shares of Level 3 common stock998.

On May 13, 2005, Technology Spectrum, Inc., a whoilned subsidiary of the Company, filed a regigirastatement with the Securities
and Exchange Commission to enable the sale obitsvon stock to the public in an initial public affeg. Technology Spectrum, Inc. is the
principal holding company for Level 3's informatiservices business. With the pending salei 9&¢ructure announced by the Company on
October 25, 2005, Level 3 is evaluating alternatiwéth respect to the proposed initial public afigrof Technology Spectrum, Inc.

In May 2001, Level 3 Communications, Inc., and wdts subsidiaries were named as a defendaBauer, et. al. v. Level 3

Communications, LLC, et al. , a purported class action covering 22 stateg] filehe U.S. District Court for the Southern Didtof Illinois. In
April 2002, the same plaintiffs filed a second mg&entical purported multi-state class actiorsiate court in Madison County, lllinois. In
July 2001, the Company was named as a defend#lyie, et. al. v. Level 3 Communications, Inc., et. al. , a purported two state class action
filed in the U.S. District Court for the Districf tdaho. In September 2002, Level 3 Communicatith& was named as a defendanBmith

et al v. Sprint Communications Company, L.P. , et al., a purported nationwide class action filed in th@ted States District Court for the
Northern District of lllinois. In April 2005, thSmith plaintiffs filed a Fourth Amended Complaint whictd ehot include Level 3 as a party,
thus ending Level 3's involvement in tBith case. In February 2005, Level 3 Communicatioh€; Wwas named as a defendant in
McDanidl, et. al., v. Qwest Communications Corporation, et al., a purported class action covering 10 states fitettié United States District
Court for the Northern District of
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lllinois. These actions involve the Company’s tighinstall its fiber optic cable network in easts and right-of-ways crossing the
plaintiffs’ land. In general, the Company obtairikd rights to construct its network from railroadslities, and others, and has installed its
network along the rights-of-way so granted. Pl&®in the purported class actions assert that #ieythe owners of lands over which the
Company’s fiber optic cable network passes, antithgarailroads, utilities, and others who grartteel Company the right to construct and
maintain its network did not have the legal auttyaio do so. The complaints seek damages on treofiespass, unjust enrichment and
slander of title and property, as well as punitfaenages. The Company has also received, and ntlag foture receive, claims and demands
related to rights-of-way issues similar to the &ssin these cases that may be based on similaffenedt legal theories. To date, all
adjudicated attempts to have class action staargep on complaints filed against the Company gradiits subsidiaries involving claims a
demands related to rights-of-way issues have bepied.

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

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

In the third quarter of 2004, the Company and alloarrier entered into an agreement that resalaedlissues for current and prior periods.

The agreement resulted in the recognition of apprately $67 million of reciprocal compensation rewe and $4 million of communications
service revenue in the third quarter of 2004. gxicant portion of the revenue recognized assalteof this agreement pertains to services
provided in previous periods. Of the total reveremognized, Level 3 had received and deferredoopately $48 million of proceeds prior

to June 30, 2004, which had been reflected as otiveent liabilities on the consolidated balanceethand collected or billed approximately

$23 million during the third quarter of 2004.

In January 2004, the Company sold its remainingeshm Commonwealth Telephone for $41 million isltaresulting in a gain of
approximately $23 million.

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 September 30, 2005, Level 3 tatdtanding letters of credit of approximately $diflion which are collateralized by
restricted cash and securities.

13. Condensed Consolidating Financial Information

In October 2003, Level 3 Financing, Inc., a whallyned subsidiary of Level 3 Communications, Intef’el 3 Financing”), issued

$500 million 10.75% Senior Notes due 2011. Thesesare unsecured obligations of Level 3 Finandiogyever, they are jointly, severally,
fully and unconditionally guaranteed on an unsedwwenior basis by Level 3 Communications, Inc. lagakl 3 Communications, LLC (a
wholly-owned subsidiary).

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

Condensed Consolidating Statements of Operatiarthdéathree and nine months ended September 36, &@D2004 follow. Level 3
Communications, LLC leases equipment and certaitiitfas from other
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wholly owned subsidiaries of Level 3 Communicatiding. These transactions are eliminated in thesalistated results of the Company.

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

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, = Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ —$ —$ 32¢ $ 522 $ (53 % 79¢
Costs and Expense
Cost of Revenu — — 152 38¢ (46) 49t
Depreciation and Amortizatic — — 10€ 57 — 162
Selling, General and Administrati 4 — 161 62 @) 22C
Restructuring and Impairment Charges — — 3 2 — 5
Total Costs and Expenses 4 — 422 51C (53 88<
Operating Income (Loss) 4 — (99 13 — (84)
Other Income (Loss), ne
Interest Incom: 7 — 3 1 — 11
Interest Expens (1049 (39 — — — (13¢)
Interest Income (Expense) Affiliates, 1 194 13z (33€) 9 — —
Equity in Net Earnings (Losses) of
Subsidiaries (29¢) (397) 1) — 69€ —
Other Income (Expense) 1 — 2 5 — 8
Other Income (Loss) (200 (29§ (332 15 69€ (119
Income (Loss) Before Income Taxes (204) (29¢) (425) 28 69€ (20%)
Income Tax Expense — — — (1) — (1)
Net Income (Loss $ (204 $ (296% (425 % 27 $ 69€ $ (204)
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Condensed Consolidating Statements of Operations
For the nine months ended September 30, 2005

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — % — $ 1,14z $ 1,71C $ 139 $ 2,71¢
Costs and Expense
Cost of Revenu — — 43¢ 1,33¢ (119 1,65¢
Depreciation and Amortizatic — — 332 16¢€ — 50C
Selling, General and Administrati 8 — 48C 18¢ (14) 663
Restructuring and Impairment Char — — 18 6 — 24
Total Costs and Expens 8 — 1,26¢ 1,69¢ (133) 2,841
Operating Income (Los! (8) — (12€) 12 — (122
Other Income (Loss), ne
Interest Incom 13 — 8 4 — 25
Interest Expens (287) (98) (D) (5) — (391
Interest Income (Expense) Affiliates,
net 59t 38¢ (997) 14 — —
Equity in Net Earnings (Losses) of
Subsidiaries (78%) (1,07%) 3 — 1,86: —
Other Income (Expens 3 — 11 9 — 23
Other Income (Los¢ (467) (785) (982) 22 1,86: (343
Income (Loss) Before Income Tax (469) (785) (1,109 34 1,86: (46K)
Income Tax Expens — — — (4 — (4
Net Income (Loss $ (469 $ (785 $ (1,108 $ 30 $ 1,86 $ (469
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Condensed Consolidating Statements of Operations
For the three months ended September 30, 2004

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — % — $ 382 $ 53C $ (72) $ 84C
Costs and Expense
Cost of Revenu — — 17¢ 37¢€ (67) 487
Depreciation and Amortizatic — — 101 69 — 17C
Selling, General and Administrati 3 — 181 55 5) 234
Restructuring Charge — — — — — —
Total Costs and Expens 3 — 46C 50C (72) 891
Operating Income (Los! ©)] — (78) 30 — (52)
Other Income (Loss), ne
Interest Incom — — 3 — — 3
Interest Expens (102 (13 2 3 — (120
Interest Income (Expense) Affiliates,
net 197 10z (309 4 — —
Equity in Net Earnings (Losses) of
Subsidiaries (263) (352) 2 — 617 —
Other Income (Expens — — (4) 1 — (3)
Other Income (Los¢ (16§ (2639) (308 2 617 (120
Income (Loss) Before Income Tax () (263) (38€) 32 17 (177
Income Tax Expens — — — — — —
Net Income (Loss $ a7) $ (269 $ (386) $ 32 $ 617 $ (177
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Condensed Consolidating Statements of Operations
For the nine months ended September 30, 2004

(unaudited)
Level 3 Level 3 Level 3
Communications, Financing, Communications, Other
(dollars in millions) Inc. Inc. LLC Subsidiaries Eliminations Total
Revenue $ — % — $ 1,072 $ 1,76z $ ave) $ 2,657
Costs and Expense
Cost of Revenu — — 46¢ 1,315 (169 1,621
Depreciation and Amortizatic — — 292 234 — 52¢€
Selling, General and Administrati 9 — 52¢ 18¢ (14) 712
Restructuring Charge — — — — 2
Total Costs and Expens 9 — 1,28¢ 1,74 (17¢) 2,861
Operating Income (Los! 9) — (215) 20 — (2049)
Other Income (Loss), ne
Interest Incom — — 8 1 — 9
Interest Expens (307) (42) (12 (5) — (365)
Interest Income (Expense) Affiliates,
net 624 28¢€ (909) 1) — —
Equity in Net Earnings (Losses) of
Subsidiaries (690) (93%) 12 — 1,63 —
Other Income (Expens 1 — 14¢ 32 — 181
Other Income (Los¢ (372 (690 (777 27 1,635 (17%)
Income (Loss) Before Income Tax (381) (690) (992) 47 1,635 (379
Income Tax Expens — — — (2 — (2
Net Income (Loss $ (381 $ (690 $ (992) $ 45 $ 1,637 $ (38))
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Condensed Consolidating Balance Sheets as of Skete3@, 2005 and December 31, 2004 follow:

Condensed Consolidating Balance Sheets
September 30, 2005

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

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

Cash and cash equivalel $ 41 $ 16 $ 29t $ 14C $ — $ 49C

Marketable securitie 23¢ — 16& — — 403

Restricted cash and securit — 2 25 11 — 38

Accounts receivable, n — — 95 31z — 407

Due from (to) affiliates 9,771 4,41% (14,229 32 — —

Other 18 4 37 10¢ — 162
Total Current Asset 10,07¢ 4,43¢ (13,607 59¢ — 1,50(
Property, Plant and Equipment, | — — 2,99¢ 2,10z — 5,101
Marketable Securitie 40¢ — — — — 40¢
Restricted Cash and Securit 16 — — 55 — 71
Intangibles, net and Goodw — — 99 302 — 401
Investment in Subsidiarie (6,302 (9,499 2 — 15,80: —
Other Assets, ne 47 22 14 16 — 99
Total Assets $ 4247 $ (5,040 $ (10,49) $ 3,07¢ $ 15,80 $ 7,58(
Liabilities and Stockholders’ Equity

(Deficit)
Current Liabilities:

Accounts payabl $ — $ — $ 13t $ 357 $ — $ 492

Current portion of lon-term debt — — — — — —

Accrued payroll and employee

benefits — — 4] 25 — 66

Accrued interes 99 31 — — — 13C

Deferred revenu — — 131 77 — 20¢&

Other 1 — 53 48 — 102
Total Current Liabilities 10C 31 36C 507 — 99¢
Long-Term Debt, less current portit 4,71¢ 1,23(C — 71 — 6,02(
Deferred Revenu — — 62( 114 — 734
Other Liabilities 56 1 19¢ 207 — 46C
Stockholder Equity (Deficit) (632 (6,302) (11,679 2,17¢ 15,80: (632
Total Liabilities and Stockholders’

Equity (Deficit) $ 4,24: $ (5,040 $ (10,49) $ 3,07t $ 15,80 $ 7,58(
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Condensed Consolidating Balance Sheets
December 31, 2004

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

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

Cash and cash equivalel $ 3s 17 $ 24t $ 17¢ $ — 445

Marketable securitie — — 22k — — 22t

Restricted cash and securit — 6 14 28 — 48

Accounts receivable, n — — 11z 43z — B4k

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

Other 13 4 26 98 — 141
Total Current Asset 9,18¢ 4,12 (12,670 76C — 1,402
Property, Plant and Equipment, | — — 3,271 2,137 — 5,40¢
Marketable Securitie — — 114 — — 114
Restricted Cash and Securit 16 — — 51 — 67
Intangibles, net and Goodw — — 13¢€ 321 — 457
Investment in Subsidiarie (5,457 (8,360 1 — 13,81¢ —
Other Assets, ne¢ 43 24 17 12 — 96
Total Assets $ 3,781 $ (4,209 $ (9,130 $ 3,281 % 13,81¢ 7,544
Liabilities and Stockholders’ Equity

(Deficit)
Current Liabilities:

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

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

Accrued payroll and employee

benefits — — 53 29 — 82

Accrued interes 52 17 3 1 — 73

Deferred revenu — — 17z 83 — 25E

Other 1 — 61 72 — 134
Total Current Liabilities 53 17 43t 797 — 1,30z
Long-Term Debt, less current portit 3,83¢ 1,23(C — 1 — 5,067
Deferred Revenu — — 707 13z — 84C
Other Liabilities 55 1 19¢ 23¢ — 492
Stockholder Equity (Deficit) (157) (5,459 (10,477 2,11z 13,81¢ (157)
Total Liabilities and Stockholders’

Equity (Deficit) $ 3,787 $ (4,209 $ (9,13)) $ 3,281 $ 13,81¢ 7,544
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Condensed Consolidating Statements of Cash Flomteéonine months ended September 30, 2005 and 2004

Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2005

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Net Cash Provided by (Used i
Operating Activities $ (204 $ (81) % 144 $ 111 $ — $ (30)
Cash Flows from Investing Activitie
Proceeds from sale and maturity of
marketable securitie 4 — 17k — — 17¢
Purchases of marketable securi (64¢) — — — — (64¢)
Decrease (increase) in restricted cash
and securities, ni — 3 (20 (D] — (8
Capital expenditures, n — — (117 (129 — (247)
Investments and acquisitio (20 — — — — (10
Proceeds from sale of property, plant
and equipment and other ass — — 2 9 — 11
Net Cash Provided by (Used i
Investing Activities (6549) 3 50 (11€) — (717)

Cash Flows from Financing Activitie
Long-term debt borrowings, net of
issuance cos! 877 — — 67 — 944
Payments on longerm debt, includin
current portion (net of restricted

cash) — — (26) (10%) — (131
Increase (decrease) due from affilia
net 20 77 (109) 12 — —
Net Cash Provided by (Used i
Financing Activities 897 77 (13%) (26) — 813
Effect of Exchange Rates on C: (D) — (11 () — (19
Net Change in Cash and Cz
Equivalents 38 (@) 48 (38) — 47
Cash and Cash Equivalents at Beginning
of Period 3 17 24E 17¢ — 44%
Cash and Cash Equivalents at End of
Period $ 41 $ 16 $ 29 $ 14C $ — $ 49C
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Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2004

(unaudited)
Level 3 Level 3
Communications, Level 3 Communications, Other
(dollars in millions) Inc. Financing, Inc. LLC Subsidiaries Eliminations Total
Net Cash Provided by (Used i
Operating Activities $ (289 $ — $ 13 23t $ — $ (53
Cash Flows from Investing Activitie
Purchases of marketable securi — — (410 — — (410
Proceeds from sale of marketable
securities — — 20 41 — 61
Decrease (increase) in restricted cash
and securities, ni 7 21 (5) 3 — 20
Capital expenditures, n — — (12€) (68) — (199
Investments and acquisitio — — (30 — — (30
Proceeds from sale of property, plant
and equipment, and other ass — — 8 11 — 19
Net Cash Provided by (Used i
Investing Activities 7 21 (543 (19 — (539)
Cash Flows from Financing Activitie
Payments on lon¢erm debt, includin
current portior — — (75) 2 — (77)
Increase (decrease) due from affilia
net 28€ (19) 337 (604) — —
Net Cash Provided by (Used i
Financing Activities 28¢€ (19 262 (60€) — (77)
Effect of Exchange Rates on C: — — (2 4 — 2
Net Change in Cash and Cz
Equivalents 4 2 (282 (38€) — (662)
Cash and Cash Equivalents at Beginning
of Period 1 15 582 531 — 1,12¢
Cash and Cash Equivalents at End of
Period $ 5% 17 % 30C $ 14t $ — $ 467

14. Subsequent Events

Sale of (i )Structure:

On October 25, 2005, the Company announced thatodlywowned subsidiary has signed a definitive agrent to sell {)Structure, LLC
(“( 1)Structure™), Level 3's wholly owned IT infrastruce management outsourcing subsidiary to Infocngsdnc. (“Infocrossing”), a
provider of selective IT outsourcing and businesg@ss outsourcing solutions.

Under the terms of the agreement, Level 3 expeatsdeive total consideration of $81.5 million,lirding $1.5 million of Infocrossing
common stock, plus reimbursement of capital exganes made prior to the closing date for certatendy signed customer contracts. This
reimbursement of capital expenditures will not extc&10 million. The purchase price is subject togtomary working capital and certain
other post-closing adjustments. The sale is stibjeregulatory approval as well as certain othesiog conditions and is expected to close in
the fourth quarter of 2005.
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Additionally, the sale was subject to approvalhef tevel 3 Board of Directors at September 30, 2086 a result, the Company has included
within its consolidated results thé JStructure results of operations and financial fiasifor all periods presented.
(i)Structure is included in the information servisegment in Note 11.

The operating results for the three and nine moatited September 30, 2005 and 2004 and the fingrosdion as of September 30, 2005
and December 31, 2004 follow for tfi¢ Structure business.

Three Months Ended Nine Months Ended
September 30, September 30,
(dollars in millions) 2005 2004 2005 2004
Revenue $ 17 % 19 $ 50 $ 57
Costs and Expense
Cost of revenu 12 13 37 39
Depreciation and amortizatic 2 3 6 11
Selling, general and administrati 3 1 7 6
Total costs and expens 17 17 50 56
Operating Incom — 2 — 1
Net Income $ — 3 2 $ — 3 1
September 30, December 31,
(dollars in millions) 2005 2004
Assets
Current Assets
Receivable! $ 6 $ 4
Other 4 9
Total Current Asset 10 13
Property, Plant and Equipment, | 30 33
Total Assets $ 40 $ 46
Current Liabilities:
Accounts payabl $ 4 3 14
Current portion of lon-term deb — 1
Accrued payroll and employee bene 4 4
Deferred revenu 1 2
Other — 1
Total Current Liabilities 9 22
Deferred Revenu 1 —
Net Assets $ 30 $ 24
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Acquisition of WilTel Communications Group LLC:

On October 30, 2005, Level 3 Communications, Iigned a definitive agreement with Leucadia NatidBatporation and its subsidiaries,
(together “Leucadia”) under which Level 3 will adopuWilTel Communications Group, LLC (“WilTel”). Ae agreement provides that Level
3 will not acquire certain assets and liabiliti€8\GlTel. Closing of the transaction is subjectciastomary closing conditions including the
receipt of federal and state regulatory approvals.

The consideration paid by Level 3 consists of $8ifllon in cash, plus $100 million in cash to refié_.eucadia’s obligation to leave that
amount of cash in WilTel, and 115 million newlyussl shares of Level 3 common stock, subject tosamljeints based on working capital and
other matters. The Purchase Agreement also gieeslI3 a cash substitution right that allows ip&y additional cash consideration instead
of common stock, at a price per share equal tgtbater of $2.35 per share and the volume weightedage per share sales prices of Level 3
common stock for the 10-day period preceding thsinh. Level 3 also has the right to reduce tbeksportion of the purchase price by $80
million, using the same value for the Level 3 comnstock as used in the cash substitution righit ciiooses to retain responsibility for
WilTel's defined benefit pension plan and suppletakretirement plan.

The acquisition includes all of WilTel's communiicats business, including a multi-year contract vVB8C Communications, Inc. (“SBC”)
and WilTel's Vyvx video transmission business.BCSrecently announced its pending merger with AT&d its intention to migrate the
services provided by WilTel to the merged SBC af&A network. In anticipation of the successful cdetpn of the SBC and AT&T
merger, the contract between WilTel and SBC wasmaea and will run through 2009 and provide a puseheommitment of $600 million
from January 2005 through the end of 2007, andrfi®n from January 2008 through the end of 20@nly purchases of on-net services
count toward satisfaction of this purchase commitim@riginating and terminating access charges teaidcal phone companies are passed
through to SBC in accordance with a formula thatrapimates cost. Additionally, the SBC agreement/jates for the payment of $50 milli
from SBC if certain performance criteria are met.

As specified in the Purchase Agreement, on or paidhe closing WilTel will transfer certain excldl assets to Leucadia and Leucadia will
assume certain excluded liabilities. The excludsskts include all cash and cash equivalents iesexaf $100 million at December 31, 2005,
all marketable securities, WilTel's headquartergéding located in Tulsa, Oklahoma and certain otinéscellaneous assets. In addition,
WilTel will assign to Leucadia all of its right teceive cash payments from SBC totaling $236 mmljgursuant to the Termination, Mutual
Release and Settlement Agreement, dated June @5, @hong Leucadia, WilTel and SBC. The excludkrillties include all of WilTel's
long-term debt obligations, WilTel's obligationsder its defined benefit pension plan (subject toghbstitution right referred to above),
certain other employee related liabilities and ottlaims. The Purchase Agreement requires Leuc¢adiay in full all of WilTel's obligation:
under its credit agreement and for Leucadia toinltaelease for WilTel from any obligation undee toutstanding mortgage note secured by
its headquarters building.
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

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

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8r@munications, Inc. and its subsidiaries (“Leveb8the “Company”). When used in this
document, the words “anticipate”, “believe”, “pldn%estimate” and “expect” and similar expressioas,they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetdamties and assumptions. Should one or moreesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatsults may vary materially from those descrilethis document. For a more detailed
description of these risks and factors, pleasers=€ompany’s 2004 Annual Report on Form 10-K filgth the Securities and Exchange
Commission.

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

Communications Services

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

The Company segregates its communications seriitethree separate groups with each being infareéifit phase of the product life cycle,
incorporating different marketing and distributisinategies and different contributions to the Comyps profitability. Growth services inclus
both wholesale and subscriber oriented voice sesvdmd IP-VPN services. The Company’s core sergigesist of transport & infrastructure
and IP & data products. Level 3 also provides madagodem services to customers which is deemee torbature service by the Company.

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

The Company is completing the development of neiwevservices that in addition to its existing vosegvices target large and existing
markets. The Company believes that the efficienafdsvel 3's IP and optical based network, inchglits Softswitch technology, will

provide customers a lower cost alternative tharettigting circuit-switched networks of its compets. The Company is moving quickly to
develop both its capability to market and sellha voice market and develop the internal systerdpamcesses necessary to support the new
services being launched. The revenue potentialdime services is large, however the revenues ardins are expected to continue to
decline over time as a result of the new low cBsahd optical based technologies. In additionpthaeket for voice services is being targeted
by many competitors, several of which are largef laave more financial resources than the Company.

The Company’s IP-VPN services permit businessesptace multiple networks with a single, ceffective solution that greatly simplifies 1
converged transmission of voice, video and daté& @bnvergence to a
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single platform can be obtained without sacrificthg quality of service or security levels of ttamhal ATM and Frame Relay offerings. IP-
VPN services also permit customers to prioritizeveek application traffic so that high priority dpgations such as voice and video, are not
compromised in performance by the flow of low pitypapplications such as email.

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

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

IP and data services. Revenue growth in this ardapendent on continued increases in usage byehtdlprises and consumers and the
pricing environment. An increase in the reliabilityd security of information transmitted over theetnet and declines in the cost to transmit
data have resulted in increased utilization of ewt@rce or web based services by businesses. Thpabgnoontinues to experience lower
revenue growth due to price compression for itarie data services and the discontinuation of ¢ertan-core services. These declines were
partially offset by an approximate 50% increastPittraffic for the nine months ended Septembe2B05. Current high levels of available
capacity and the numerous companies competingsgmthrket have resulted in a very competitive pgoenvironment.

The Company experienced price compression in th& 285% range for transport and IP services in 20@4el 3 believes that industry-
wide, excess network inventory has been signiflgartiuced and pricing pressures are beginningddarate as evidenced by the Company’
improved pricing and increased traffic volume. Har IP services, the Company expects its average per megabyte to decline from 30% -
35% in 2005 with current pricing trending to thevlend of the range. In addition to pricing pressuthe decline in the Company’s average
price per megabyte is attributable to higher teafifom larger customers. These larger customers hdower price per megabyte due to
higher volume commitments.

The Company continued to see pricing pressure @ 20r those transport and infrastructure custortte@srequire simple, low quality, point-
to-point services, as competitors aggressivelyyrdaghis business. However, Level 3 is seeing dodieation that competitors are less
willing to discount these services if it requiregéstment in incremental capacity to meet the costts requirements. For those customers
that provide high quality content or require a camabion of transport, IP and voices solutions aegional or national platform, Level 3 is
beginning to see some indications that price cosgioe is starting to moderate, and in some casiegspare starting to increase as confirmed
by research performed by industry analysts. Inddeet industry reports indicate that wholesaleipgiof long-haul wavelengths and private
line services have been stable over the last 12hmadn North America and, in some cases, haveestdat rise again. Overall for transport
services, the Company expects prices in 2005 willegally range from an increase of 10% to a dedfris%. Level 3 intends to remain
disciplined in its approach to pricing for its tegort and IP services.

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

The Company and its customers continue to see omrsumigrate from narrow band dial-up servicesigbér speed broadband services as
the narrow band market matures. This trend is ergeo result in declines in managed modem revéntlee future. The Company
recognized $383 million and $307 million of manageadem revenue for the nine months ended SepteBdh@004 and 2005, respectively.
These declines may be mitigated in the mid to lotgien by growth in Ifbased services offered by the Company that adthressarket shil
to higher speed broadband services. Level 3 balithat the low cost structure of its network wilable it to aggressively compete for new
business in the IP-based market.
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The exclusivity provisions in the contract with tBempany’s primary DSL customer expired at the efitthe first quarter of 2005. The
customer completed the migration of its existing_B8bscribers to its own network during the thitcager of 2005. The Company
recognized DSL revenue attributable to this custom&79 million and $64 million for the nine mostended September 30, 2004 and 2005,
respectively. Contracts with the Company’s renrajrDSL customers expire in the fourth quarter d®20As a result, the Company expects
DSL revenue to be insignificant in the fourth geaxf 2005.

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

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

The expected increase in revenue attributablegd@ttmpany’s voice services and the expected dedirevenue from the managed modem
and DSL services will likely result in lower grossofit margins in the future. Profit margins foet@ompany’s mature services have
historically been higher than the average profitgires earned by the Company’s communications basiméile the profit margins for the
Company'’s growth services are expected to be below the current average profit margin earnechieycommunications business.

Management believes that cash flows from operagtiyities as reported on the consolidated stat¢wferash flows, also is a measure of
operating performance, but in addition measuregé&meration of cash from or use of cash for worldapital (particularly accounts
receivable, accounts payable and deferred revenuppses which is important as the Company monéncsmaintains its liquidity.

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

During the third quarter of 2005, Level 3 made saiisal progress on the installation of the nextagation of optical transport technology in
its network. The Company expects to complete ggrade of its North American network in the fouliarter of 2005 and complete the
upgrade of the European network in the first hGR@06. The Company began an upgrade of its IRHzaee technology in the third quarter
of 2005. Level 3 believes that the addition of resyuipment to the existing network equipment witha the Company to optimize the
amount of traffic it carries over the network andiér the cost of providing services.

The Company is focusing its attention on 1) growiegenue through existing core services, existiagvth services and new service
development efforts, 2) continuing to show improeens in Adjusted OIBDA as a percentage of reveBu@janaging working capital and

4) making certain its capital expenditures are ngadwarily for activities that directly generatevemue or improve operational efficiencies of
the network. The anticipated change in the comjoosidf the Company’s revenue will require the Compto carefully manage operating
expenses and concentrate its capital expenditurédsose technologies and assets that will enabl€tmpany to further develop its growth
services and replace the decline in revenue aminggrfrom mature services.
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In addition to the operational metrics, the Compangiso focusing on improving its financial comalit and extending the maturity dates of
and lowering the effective interest rate on itsstariding debt. In 2004, the Company was able, tir@useries of transactions, to extend
approximately $1.1 billion of debt maturing in 20@82011 and to reduce the effective interestoatthe debt outstanding. As of
September 30, 2005, the remaining outstandingttiebimatures in 2008 is $1.3 billion. In additiamApril 2005, Level 3 completed the
offering of $880 million of 10% Convertible Seniptes due 2011 to institutional investors and ipt&mber 2005 its subsidiary HQ

Realty, Inc. completed a mortgage refinancing & 8ullion for the Level 3 corporate headquarter€olorado. Level 3 intends to use the
net proceeds from these offerings for general aatpqurposes, including possible acquisitions kimgr capital, capital expenditures, debt
refinancing and debt repurchases. The Companycuwiitinue to look for opportunities to improvefitsancial position in 2005 and 2006 and
focus its resources on growing revenue and managisty for the communications business.

Information Services

The Company’s information services business is a@ag of two operating units: (Structure, LLC and Software Spectrum, Inc.

(i )Structure provides computer outsourcing servicgsagrily to small and medium-sized businesses\@att to concentrate their resources
on their core business rather than expend capithlrecur overhead costs to operate their own coimg@nvironments. On October 25, 20
Level 3 announced that it had entered into a defenagreement to sell the JStructure business to Infocrossing, Inc. LevekBects the
transaction to be completed in the fourth quart&@005 pending regulatory approval.

Additionally, the sale was subject to the apprafahe Level 3 Board of Directors at SeptemberZ8@5. As a result, the Company has
included within its consolidated results thie)tructure results of operations and financial fpmsifor all periods presented.

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

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

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

Microsoft has notified Software Spectrum of progbshanges to Microsoft’'s sales agency program whiiobe finalized by Microsoft, are
now expected to take effect for customer contrantered into after July 1, 2006. All contracts pteted prior to July 1, 2006, will be
grandfathered under the existing sales agency anogtUnder the proposed revised program for aggmpeysales as currently drafted,
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the number of performance metrics against whicliv&se Spectrum is measured and the standard afrpgahce on those metrics are
expected to increase. The Company expects, basageliminary evaluation of Microsoft's propogegram changes, that the program
changes will not have a significant affect on trmpany’s results of operations or financial positie 2006. However, since Microsoft has
yet to finalize the proposed changes, the Companygt able to definitively determine the effectdiErosofi's proposed changes on the
Company’s results of operations and financial pasiafter July 1, 2006.

In order to achieve a desired return on investgitalathe management of Software Spectrum focase&djusted OIBDA and cash flow
from operating activities, including changes in log capital accounts, to assess the financial itiondand operating performance of the
business. For thei ()Structure business, Adjusted OIBDA reflects theraging results of the business and, viewed inwm@tjon with net
capital expenditures required to support existing mew customer contracts, provides Managementwisthility to the financial condition
and operating performance of the business. Soft®&peetrum’s working capital requirements are deirgedhprimarily by changes in its
accounts receivable and accounts payable balaMegmgement is focusing its attention on minimizmayking capital requirements by
lowering its days sales outstanding through coaststollection procedures. Management expects workapital requirements for the
Software Spectrum business to decline in the fuasreoftware publishers continue to adopt the ggkcensing model.

Coal Mining
Level 3, through its two 50% owned joint venturegface mines in Montana and Wyoming, sells coal prily through long-term contracts
with public utilities. The long-term contracts fibre delivery of coal establish the price, volume] guality requirements of the coal to be

delivered. Revenue under these and other conisagtsognized when coal is shipped to the custoififex.remainder of Level 3's sales are
made on the spot market.
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Results of Operations 2005 vs. 2004

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

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004
Communication: $ 364 $ 425 $ 1,245 $ 1,20
Information Service 41t 392 1,41¢ 1,38¢
Coal Mining 20 25 56 65
$ 79¢ $ 84C $ 2,71¢ $ 2,657

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

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004
Services
Growth Service: $ 34% 13 % 89 % 32
Core Service 19¢ 182 694 561
Mature Service 11E 14¢ 38¢€ 48¢
Total Services Revent 34t 34t 1,16¢ 1,07¢
Reciprocal Compensatic 19 78 76 127
Total Communications Reven $ 364 $ 422 $ 1,245 $ 1,20z

Growth services revenue for the three months eSdedember 30, 2005 is comprised of $31 millionviice services and $3 million for IP-
VPN services versus $12 million for voice serviaesl $1 million for IPYPN services in the same period in 2004. For the months endir
September 30, 2005, growth services revenue waprised of $82 million of voice revenue and $7 roifliof IP-VPN revenue compared to
$29 million and $3 million for voice and IP-VPN s&res, respectively, for the corresponding perim@004. The increase in NPN revenus

is attributable to several contracts that were de@tate in 2004 and the beginning of 2005 for Wiservices are now being provided. Voice
revenue improved as a result of the increased rhadceptance of the new services introduced in 20032004, particularly the wholesale
services which include voice termination, localdnbhd and enhanced local services. Voice termina#eanue increased significantly in
2005; however the Company'’s largest voice termimatevenue customer significantly decreased theuatf traffic on Level 3's network
during the second quarter of 2005. As a resuttwgn in voice termination revenue will be mitigateatil Level 3 signs new customer
contracts, increases traffic with existing custosmmrthe significant customer increases traffi¢t@Level 3 network. Due to the network :
service enhancements and an increase in custaafiier in the third quarter of 2005, the Company digberience an increase in minutes and
revenue above that of the second quarter of 200%&. Company expects revenue from its other voioas to continue to increase in future
periods as a result of the future service introdnst the timing of our customers’ rollout of Va$ervices, and the acceptance of VolP
technology by businesses and consumers.

Revenue attributable to the Company’s core senfimethe three months ended September 30, 200&ipEsed of $132 million of transport
and infrastructure revenue and $64 million of Il data revenue. Revenue for the correspondingg@ri2004 was $115 million and $68
million for transport and
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infrastructure and IP and data, respectively. Regeattributable to the transport and infrastriechusiness increased as a result of higher
demand for colocation and wavelength serviceslodation revenue increased in 2005 as a resuligbieh utilization rates in certain of the
Company’s facilities and stabilization of pricingThe increase in wavelength revenue is primatisibutable to the contract purchased from
360networks in the first quarter of 2005, new agreets with France Telecom and additional servicesiged to new and existing
customers. The increases in transport and imiretstre revenue were partially offset by lower atized dark fiber and operations and
maintenance revenue resulting from the settlemgmteanents reached with France Telecom and 360nehim2005 and McLeod USA in

the fourth quarter of 2004.

The Company expects colocation revenue to remaimeaB004 levels as there is strong demand foraatter space in large markets and
utilization of the Company’s existing colocatiorasp has increased in the nine months ended Sept&MK2005.

In addition to transport and infrastructure, ther@any’s core services also include IP & data sessic Revenue attributable to the IP & data
services in the third quarter of 2005 declined 88tfthe same period in 2004. The decline in teignue is primarily attributable to a
decline in revenue for wholesale Internet accédthough demand for IP and data services is inéngagrice declines and the
discontinuation of certain non-core IP servicesertban offset revenues relating to the increas®lume.

For the nine months ending September 30, 2005ntevattributable to the Company’s core servicesamagprised of $503 million for
transport and infrastructure and $191 million ferand data. For the same period in 2004, reveaseb®55 million and $206 million for
transport and infrastructure services and IP ama slarvices, respectively. Transport and infrastme revenue increased significantly from
the same period in 2004 primarily as a result efrécognition of $130 million of termination revenim 2005 versus $9 million in 2004. The
termination revenue in 2005 is primarily attribueato agreements reached with France Telecom abided&orks relating to the termination
of existing dark fiber lease agreements with thmss#tomers described below.

On February 22, 2005, France Telecom and Leveaid@ified an agreement to terminate a dark fibereagest signed in 2000. Under the te
of the agreement France Telecom returned the fibkeevel 3. Under the original IRU agreement, ¢hsh received by Level 3 was deferred
and amortized to revenue over the 20-year terrheagreement. As a result of this transaction, L8vecognized unamortized deferred
revenue of approximately $40 million as non-cashmieation revenue in the first quarter of 2005.

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

Excluding termination revenue, transport & infrasture revenue for the nine months ended SepteB&ih&005 increased 8% from the
corresponding period in 2004 due primarily to arréase in colocation and wavelength revenue prelyialisclosed.

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

IP and data revenue for the nine months ended ®épte30, 2005 declined from the same period in 260the same reasons described
above for the three month period comparison of atpey results.
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Revenue attributable to the Company’s mature seswizas comprised of managed modem revenue of #8@mand DSL revenue of $18
million for the three months ending September 3W52 Revenue attributable to these two services$44d3 and $36 million, respectively,
for the three months ended September 30, 2004thEarine months ended September 30, 2005, mamageem and DSL revenue was $307
million and $79 million, respectively, compared#®83 million and $100 million for the nine montheded September 30, 2004. In 2004,
Level 3's largest managed modem customer, America Onhf@ned the Company that it would reduce its oVgratchases of fixed servi
ports for its U.S. dial-up network. America Onlirezluced the number of ports it purchased from L8ug} approximately 30% in 2004.
Partially offsetting the price declines was an é&ase in managed modem usage revenue attributatble &zquisitions of certain ICG and
Sprint customer contracts at the beginning of #@sd and fourth quarters of 2004, respectively.

A contract covering approximately 50% of the mambg®wdem ports purchased by America Online expivemd the fourth quarter of 2005.
The Company and America Online are negotiatingraraot extension for a portion of the ports, howetlee Company does expect managed
modem revenue to decrease in the fourth quart2@@$ from third quarter levels as a result of tkgirtion of the original contract. The
remaining contract with America Online continuesamtain pricing provisions whereby Level 3 is ghtied to provide America Online a
reduced price per port rate if Level 3 offers adhgarty better pricing for a lower volume of cormgale services. The Company expects,
excluding the effects of future acquisitions, mathghnodem related revenue to continue to declilearfuture primarily due to an increase in
the number of subscribers migrating to broadbandas and pricing concessions under existing emtst As Level 3 exits 2005, managed
modem revenue is expected to represent approxiyrizbéb of the Company’s recurring communicationyises revenue.

The Company’s DSL aggregation services are prigaribvided to a customer on an exclusive basigitai markets, which exclusivity
expired at the end of the first quarter of 200%ie Tustomer began limited migration of its custaf of the Level 3 network during the
first quarter of 2005 and completed the migratigrite end of the third quarter of this year. Fa three and nine months ending
September 30, 2005, DSL revenue attributable sodhstomer represented 59% and 82%, respectividlye dotal DSL revenue recognized
the period. These migration activities resultethindecrease in DSL revenue for the three andmorghs ended September 30, 2005
compared to the same periods in 2004. Contvaithsthe Company’s remaining DSL customers expirthe fourth quarter of 2005. As a
result, the Company expects DSL revenue to benifgignt in the fourth quarter of 2005.

Reciprocal compensation revenue decreased to $li@mand $76 million for the three and nine monémeled September 30, 2005 from
$78 million and $127 million for the correspondiperiods in 2004. In the third quarter of 2004, @@npany and a local carrier entered into
an agreement that resolved rate issues. As &,resukl 3 was able to recognize approximately $6ifion of reciprocal compensation in the
period. This agreement and agreements with otlreiecs signed in 2004 and the first quarter of®@&tablished intercarrier rate structures
to terminate local, ISP bound traffic through 2@0o&l 2007.

Level 3 has interconnection agreements in placéh®majority of traffic subject to reciprocal coemsation. Level 3 continues to negotiate
new interconnection agreements with other locai@a:. To the extent that the Company is unabkign new interconnection agreements or
signs new agreements containing lower rates, oetisea significant decline in the Company’s mamhg@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.

Information servicesrevenue increased for the three months ended Skpte3f, 2005 from 2004 primarily as a result ofé@ased sales for
Software Spectrum. The software reseller industisesonal, with revenue and Adjusted OIBDA typidaging higher in the second and
fourth quarters of the Company’s fiscal year.

Revenue for Software Spectrum increased to $398&mfor the three months ended September 30, 2@05 $373 million for the three
months ended September 30, 2004. The increaseémue for Software
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Spectrum is primarily due to a significant salesaction in the public sector coupled with higtedes to the mid-market business segment
during the third quarter of 2005. Software Speuthas increased its sales efforts to target thymsat of the market. Software Spectrum
defines the mid-market segment as comprised ohbases with fewer than 2,500 desktops. The ineriegsublic sector and mid-market
sales was patrtially offset by a decline in revedue to an increase in sales under MicrosdtO licensing program. Software Spectrum b
experiencing an increase in sales under Micros6f0 licensing program and similar programs offdrg other suppliers in 2003. Under th
programs, new enterprise-wide licensing arrangesna priced, billed and collected directly by sioéware publishers. Software Spectrum
continues to provide sales and support servicesaetko these transactions and earns a servicbrésly from publishers for these activities.
The Company recognizes the service fee it reca&gasvenue and not the entire value of the softwader this program. Software Spectrum
recorded approximately $19 million and $12 millimirevenue attributable to these types of contriaxctise third quarter of 2005 and 2004,
respectively. The estimated selling price of thitveare sold under these agreements was $298 maieh$192 million for the corresponding
periods.

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

Revenue attributable {©) Structure’s business for the third quarter of 26686lined from $19 million in the third quarter @ to $17
million in the third quarter of 2005. Revenue froew services provided was more than offset byicoatl price compression in the
mainframe outsourcing business.

Information services revenue for the nine montidedrSeptember 30, 2005 was comprised of $1.368rbflom Software Spectrum and
$50 million attributable to {()Structure. For the nine months ended Septemhe2®®! revenue for Software Spectrum and

(i )Structure was $1.332 billion and $57 million, resfively. The increase in Software Spectrum reean2005 is due to the same factors
that were described earlier for the three-montloperending September 30, 2005 and 2004. Thedserin { )Structure revenue was
primarily attributable to two customers terminatthgir outsourcing contracts and as a resulyS¢ructure recognized $4 million of
termination revenue in the first quarter of 2004.

Coal mining revenue decreased to $20 million in the third agarast 2005 from $25 million in the third quarter2004. Revenue was

$56 million for the nine months ended Septembe2805 compared to $65 million for the same period004. The decline in revenue for
2005 is attributable to a significant reductiorcoal required to be purchased in 2005 under a @cinivith Detroit Edison from 2004 levels.
The Company has signed new agreements with D&dision, but with lower tonnage requirements anceloprices.

Cost of Revenudor the communications business, as a percentagevehue was 31% for the three months ended Septe30bh 2005 verst
28% for the three month periods ended Septembe2(®B4. The increase in cost of revenue, as a pegenf revenue, was attributable to the
decline in higher margin managed modem and DSLmex@nd increased sales for certain voice serviceshich margins are lower. This
was partially offset by a decline in cost of revemu 2005 as a result of the migration of ICG, K& Allegiance traffic to the Level 3
network in the second half of 2004 and first h&l2005.

For the nine months ended September 30, 2005 0w Bt cost of revenue for the communicationsrass, as a percentage of revenue
increased from 26% for the nine months ended SdeBR0, 2004 to 27% for the same period in 200B.inkrease in termination revenue,
with no corresponding cost of revenue, in 2005182Zmillion from $9 million in 2004 positively afféed the percentage in 2005. Excluding
termination revenue in 2005, the cost of revena@ percentage of revenue, would have been 30%.eXtlusion of termination revenue in
2004 had little effect on the percentage. As deedrabove, the change in the revenue mix fronhifeer margin mature services to the
lower margin growth services, combined with theitididal costs of the ICG, KMC and Allegiance tracisans completed in the second
guarter of 2004 and the Sprint transaction comglatehe fourth quarter of 2004, increased costuwénue as a percentage of revenue in
2005.
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As the Company’s revenue mix changes to a higheepeéage of voice revenue and a lower percentageaofiged modem and DSL revenue,
the cost of revenue, as a percentage of revenagpected to increase due to the lower margin davnecertain of the Company’s voice
services.

The cost of revenue for Software Spectrum, as eepéaige of revenue, improved to 89% for the thirdrter of 2005 from 91% the third
quarter of 2004. For the nine months ended SepteBthe005, the cost of revenue, as a percentagevehue, improved slightly from the
same period in 2004 but remained at 91% for botloge. The improvements were primarily attribuéats an increase in sales under new
licensing programs implemented by software pubfisifier which the cost of revenue is minimal. Softev&pectrum is very reliant on rebates
received from software publishers to improve itemaping results. For the three months ended Semedth 2005 and 2004, Software
Spectrum earned approximately $10 million in baghigds in rebates which reduced cost of revenutw8ce Spectrum earned rebates of
million and $32 million for the nine months endegp&mber 30, 2005 and 2004, respectively. Soft@peetrum does not earn rebates from
Microsoft on agency program sales. As a resulbgesicy program sales increase, the amount of ebateed is expected to be below that
earned in 2004. This decline is partially offset3nftware Spectrum earning, in general, higher margn Microsoft agency sales than on
Microsoft non-agency sales.

The cost of revenue, as a percentage of revenuthedi )Structure business for the three months endedeB8dyar 30, 2005 and 2004 was
73% and 71%, respectively. The increase in thegmtage in 2005 is attributable to the price cosgiom in the mainframe outsourcing
business. The cost of revenue, as a percentageaiue, increased to 74% for the nine months eS8dptember 30, 2005 from 68% in the
same period of 2004. In addition to the continpede compression in 2005j JStructure recognized approximately $4 million efrminatior
revenue in 2004. The termination revenue had ne@sponding cost of revenue.

Cost of revenue, as a percentage of revenue, dacdhl mining business increased from 70% foriheet months ended September 30, 2004
to 78% for the three months ended September 3®&.200e increase is a result of the expirationighér margin contracts in 2004. The
mines were able to sign new contracts but at lderenage requirements and lower prices. For the manths ended September 30, 2005 the
cost of revenue, as a percentage of revenue, dectéa 67% from 74% for the same period in 200¢harily as a result of the favorable
resolution of certain production tax issues. Témolution of these issues resulted in a $5 miliearease in the cost of revenue for the mi
business in the second quarter of 2005.

Depreciation and Amortization expenses for the quarter were $163 million fortthed quarter of 2005, a 4% decrease from the aégtien
and amortization expenses of $170 million in thedthquarter of 2004. The decrease is primarilyilattable to shorter-lived communications
assets that were placed in service in prior yeacsiming fully depreciated during 2004. The Compiarip the process of installing network
equipment that will enable existing equipment taubkized to provide additional network capacitydasommunications services. In addition,
the McLeod intangible assets were fully amortizedry the third quarter of 2004. These decreasas partially offset by the amortization
expense attributable to the intangible assets eedjin the Sprint acquisition completed in the fbuquarter of 2004.

Depreciation and amortization expenses for the mioaths ending September 30, 2005 and 2004 wei@ iBiillon and $526 million,
respectively. This decrease is mainly attributablshorterived assets becoming fully depreciated in themy@ar. Amortization expense
the nine months ended September 30, 2005 was temtsigith amortization expense for the same pandD04.

Selling, General and Administrativeexpenses were $220 million in the three months @sgtember 30, 2005, a 6% decrease from selling
general and administrative expenses in the samedpaf 2004. This decrease is primarily attriblgato lower compensation and employee
related costs resulting from the workforce reductior the communications business which occurretiénfirst quarter of 2005. Specifically,
declines in base compensation, bonus, travel, iteggwand facilities expenses all
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contributed to the decrease in selling, generalaaimdinistrative expenses in 2005. Partially offsgtthe reduction in communications
expenses was a slight increase in costs for tleemtion services business, primarily due to ineesan headcount at Software Spectrum. In
addition, during the third quarter of 2004, the Qamy received insurance proceeds of $5 million m&mabursement of expenses attributable
to its historical packaging business. The proceepeesent the recovery of certain legal and envirental expenses incurred in prior years
and therefore reduced selling, general and admatiis® expenses.

The operating expenses for the third quarter peno@005 and 2004 include $14 million and $10ioml) respectively, of non-cash
compensation and professional expenses recognimizt SFAS No. 123 related to grants of stock optierarrants and other stock-based
compensation programs. In the second quarter df,206@ restricted stock units granted by the Compiacreased the value of stock based
compensation distributed to employees, and ha#teesn higher non-cash compensation expense ithire quarter for these grants.

For the nine months ended September 30, 2005pgetleneral and administrative expenses declineabpyoximately 7% compared to the
same period in 2004. In addition to the factorscdbed above, selling, general and administraik@enses attributable to the Company’s
other businesses declined in the second quar0Q¥ as a result of the favorable settlement afldigation to provide insurance for
employees of the Comparsyformer packaging business and the receipt ofamae proceeds reimbursing the Company for paynmeatke tc
settle legacy environmental litigation. These gerontributed to a $6 million decline in sellingngral and administrative expenses. The
Company does not expect to realize cost reductbttss magnitude in the future for these busingsse

Non-cash compensation expense for the nine monthsle®elgtember 30, 2005 and 2004 was $35 million &9dndillion, respectively. The
$6 million increase in non-cash compensation expémsthe nine months ended September 30, 200bivéne same period in 2004 was due
to the increased value of stock based compensasiaiescribed above partially offset by the revessakpense in Europe attributable to
certain discontinued equity compensation prograntké second quarter of 2005.

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

Restructuring and Impairment Chargeswere $5 million and less than $1 million for theeh months ended September 30, 2005 and 2004,
respectively. In the third quarter of 2005 the @amy recognized restructuring and impairment chatgling $5 million. These charges
included a $3 million impairment charge resultingnf the difference between the Company’s obligatimnthe landlord for newly vacated
leased property no longer needed by the Companyhenexpected sublease income and a $2 millioncash-impairment charge resulting
from the decision to terminate projects for certajite services in the communications business géthitalized costs as well as damage to
facilities and electronics located in the southerastUnited States caused by Hurricane Katrina.

Restructuring and impairment charges were $24anilind $2 million for the nine months ended Septar6, 2005 and 2004, respectively.
During the first quarter of 2005, the Company retdpgd $15 million related to the workforce redunsmf the communications business in
North America and Europe. The employees affebtethis workforce reduction provided support funos or worked directly on matu
services. As of September 30, 2005, the Compadybaemaining obligations attributable to the 20€&ructuring activities.

During the second quarter of 2005, the Companygeized $4 million of non-cash impairment chargestiing from the decision to
terminate projects for certain voice services m¢bmmunications business. The costs incurrethése projects, including capitalized labor,
were impaired as the carrying value of these ptsjexceeded their estimated fair value.
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For the three and nine months ended Septembei08@, the Company recognized restructuring char§ess than $1 million and $2 millic
respectively, for the restructuring activities aff@are Spectrum.

Adjusted OIBDA , is defined by the Company as operating incomssjlérom the consolidated statements of operatless,depreciation a
amortization expense, less non-cash compensatfmener included within selling, general and admiaiiin expense on the consolidated
statements of operations, and less the non-casiopof restructuring and impairment charges. Atgd OIBDA is not a measurement under
accounting principles generally accepted in thetdééhStates and may not be used by other companéasmgement believes that Adjusted
OIBDA is an important part of the Company’s intdrregporting and is an indicator of profitability doperating performance used by the
chief operating decision maker or decision makir@ug, especially in a capital-intensive industrgtsas telecommunications. Adjusted
OIBDA excludes interest expense and income taxmesgand other gains/losses not included in opgraictome. Excluding these items
eliminates the expenses associated with the Con'gpaapitalization and tax structures. Note 11 ef tbnsolidated financial statements
provides a reconciliation of Adjusted OIBDA for &aaof the Company’s operating segments.

Adjusted OIBDA for the communications business dased to $84 million in the third quarter of 200 $113 million for the same period
in 2004. The decrease was primarily attributabla tecrease in reciprocal compensation revenueezedue attributable to the Company’s
mature services. The decrease in revenue waslpadffset by reductions in cost of revenue antirgg general and administrative expenses
experienced in the current year.

For the nine months ended September 30, 2005, #&djBIBDA for the communications business was $3#Bon compared to $308
million in the same period of 2004. This differengas predominately due to an increase in ternginagvenue and a decline in selling,
general and administrative expenses in 2005. dflgrtffsetting these items was a change in themae mix from high margin mature
services to lower margin growth services, combiwéh the additional network costs of the ICG, KM@daAllegiance transactions comple
in the second quarter of 2004 and the Sprint titisacompleted in the fourth quarter of 2004.

The operations of the information services busimesslted in Adjusted OIBDA of $11 million for thleree months ended September 30, :
versus $9 million for the same period in 2004. ferthird quarter of 2005, Adjusted OIBDA for Sefire Spectrum was $8 million
compared to $4 million for the same period in 20T4is increase is due to higher sales and improvadin in 2005. Adjusted OIBDA for
(i) Structure was $3 million for the three months en8edtember 30, 2005 versus $5 million for the sper®d in 2004. This decrease is
primarily due to a decline in revenue in 2005.

Adjusted OIBDA for the information services busis@gs $33 million for the nine months ended Sepe&rb, 2005 compared to $31

million in the same period in 2004. The Adjusted@DA for Software Spectrum was $25 million for thene months ended September 30,
2005 versus $18 million for the same period in 2004is increase was due to the increase in thev8od Spectrum sales and gross margin in
2005. The Adjusted OIBDA forij Structure was $8 million for the nine months en8egtember 30, 2005 versus $13 million for the same
period in 2004. This decrease is primarily dueettenue recognized in the first quarter of 20084Mmillion related to the termination of two
customer contracts.

Adjusted OIBDA for the Company’s coal businesstfar three and nine months ended September 30,280%4 million and $14 million,
respectively. In 2004, Adjusted OIBDA was $5 noitliand $12 million for the corresponding period$ie decrease in Adjusted OIBDA in
the third quarter of 2005 was attributable to theimtion of higher margin contracts in 2004. LE¥evas able to sign new contracts but at
lower tonnage requirements and lower prices. Adfi©IBDA for the nine month period in 2005 imprdwes a result of the favorable
resolution of certain production tax issues whiesutted in a $5 million decrease in the cost oénese for the mining business in the second
quarter of 2005.
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For the three months ended September 30, 2005G0% 2djusted OIBDA for the Company’s other bussessis a loss of $4 million and
income of $2 million, respectively. In the thirdarter of 2004, Level 3 received $5 million of peeds from insurance carriers to reimburse
the Company for costs incurred for environmentattena in prior periods.

For the nine months ended September 30, 2005 & 2@justed OIBDA is a loss of $1 million and lekan $1 million, respectively. In
2005, the Company received a $6 million benefthm second quarter related to the receipt of awditiinsurance proceeds for legacy
environmental matters and the favorable settlero&litigation involving the Company’s former packag operations. In 2004, the Company
received $5 million of insurance proceeds from iagge carriers to reimburse the Company for costsried for environmental matters in
prior periods.

Interest Incomewas $11 million and $25 million for the three andenmonths ended September 30, 2005, respectinelgasing from $3
million and $9 million for the same periods in 2004terest income increased in 2005 compared @@ 2ie to the increase in the Company’
average return on its portfolio to 3.1% and 2.7%tlfie three and nine months ended September 36,f20® 1.4% and 1.2% for the three
and nine months ended September 30, 2004. Iniaudlditet proceeds received from the Company’s isseiaf the $880 million aggregate
principal amount of 10% Convertible Senior Notes @011 on April 4, 2005 caused the portfolio batattcincrease in the second and third
quarters of 2005. The average balance was $1idnbibr the third quarter of 2005 and $1.0 billitor the third quarter of 2004. The average
portfolio balance increased to $1.2 billion for thine months ended September 30, 2005 from $iarbfbr the same period in 2004.
Pending utilization of cash and cash equivalghts Company invests the funds primarily in governtad government agency securities
and money market funds. The investment strateggrgéiy provides lower yields on the funds than tiaraative investments, but reduces the
risk to principal in the short term prior to thésads being used in the Company’s business.

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

Interest Expenseincreased by $18 million to $138 million during titérd quarter of 2005 compared to the third quarte€004, primarily as

a result of increased interest expense from thes=e of the Company’s $880 million of 10% ConV#etiSenior Notes due 2011 in the
second quarter of 2005. In addition, there wamarease in interest expense due to the accretiatistount notes and higher interest rate
the variable rate debt. This was partially ofisgthe refinancing transaction that occurred inftheth quarter of 2004. The Company
entered into a $730 million Senior Secured Termnidiae 2011 and issued $345 million of 5.25% Se@mmvertible Notes due 2011 in the
fourth quarter of 2004. The Company used the mdsérom these transactions to repurchase apprtedyr®il.1 billion of the Company’s
public debt due in 2008. Overall, the refinandiransaction in the fourth quarter of 2004 redu¢ed@ompanys quarterly interest expense
approximately $4 million in the third quarter of@Dand $14 million for the first nine months of B0fbmpared to the same periods in 2004.

Interest expense increased by $26 million to $38tlom during the nine months ended September 8052orimarily as a result of the
transactions described above. In addition, thmguishment of the Allegiance capital lease oblmatn the second quarter of 2004 resulted
in a decrease in interest expense for the ninems@rided September 30, 2005.

Interest expense is expected to increase by $lomal quarter due to the refinancing of the morégay the Level 3 corporate headquarters
during the third quarter of 2005.

Other, net was income of $8 million in the third quarter ofd®an $11 million increase compared to the samieghar 2004, primarily due 1
the sale of mining assets in the third quarterGif32 Other, net decreased significantly for theemonths ended September 30, 2005
compared to the same periods in 2004 as a restiied147 million gain recognized on the extingoisht of the Allegiance capital lease
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obligation in the second quarter of 2004. The Camso recognized a gain of $23 million on the s#lCommonwealth Telephone
common stock in the first quarter of 2004.

Income Tax Expensdor the three and nine months ended September0B3, ®as $1 million and $4 million, respectivelyngoared to less
than $1 million and $2 million, respectively, ftretsame periods in 2004. The increase in expend®th the third quarter and nine month
periods is attributable to state income taxesHerdoal business and foreign jurisdiction tax netpto the Software Spectrum business.
Financial Condition—September 30, 2005

Cash flows provided by (used in) operating acegtior the nine months ended September 30 ardlas$ddollars in millions) :

Nine Months Ended

September 30,
2005 2004
Communications*’ $ (30) $ (80)
Information Service — 30
Other — 3
Total $ (30) $ (53

** Includes interest expense, net of interest ine

The improvement in operating cash flows for the samications business for the nine months endece8#yr 30, 2005 compared to the
same period in 2004 was attributable to an increasash provided by fluctuations in working capdae primarily to an increase in the
collection of receivables from customers. Alsotcibuting to the improvement in cash provided bgegdi in) operating activities was a
decrease in cash interest paid on the Companyisateban increase in interest income. Partidfigetting these favorable items was a
decrease in cash flow due to lower operating regxtluding termination revenue in 2005.

The Company expects cash interest payments toaiseria the fourth quarter of 2005 as a resulttefé@st due on the Company’s 10%
Convertible Senior Notes due 2011 issued in Af0%2

For the information services business, the decrigasash provided by operating activities is a ltesfian increase in the working capital
requirements compared to the same period in 2004. fluctuation in working capital is primarily atiutable to the timing of payments to
software publishers and the collection of accouatgivable from customers.

The increase in operating cash flows for the obusinesses is primarily attributable to the paynoéistate tax obligations in 2004 for which
liabilities had previously been recorded. This wasdially offset by a decrease in insurance prdse&eceived to settle environmental
litigation. The Company received proceeds of $llioniin 2004 and $2 million in 2005.

Investing activities in 2005 include $241 milliosead for net capital expenditures, primarily for dmnmunications business, $648 million
used to purchase marketable securities, $10 milioa cost investment in a communications equigraempany and $8 million deposited in
restricted securities . Partially offsetting thestivities were $179 million of proceeds from thaturity of marketable securities and $11
million of proceeds from the sale of property, pland equipment in the first nine months of 2005.

Financing activities in 2005 include the issuant&d® Convertible Senior Notes due 2011 which reskin $877 million of net proceeds for
the Company. A subsidiary of the Company alsoiveckE$67 million of net proceeds from borrowingglana $70 million mortgage facility.
In addition, the Company
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repaid $131 million of outstanding indebtednessgisiash and cash equivalents. The indebtednesaniyi consisted of the GMAC
mortgage which was repaid in the second quart200% using $103 million of cash and $13 milliorre$tricted securities.

Cash flows for the remainder of 2005 will be depamdn results of operations, capital expenditirgsrest payments, which will be large
the fourth quarter of 2005 when compared to paymerade in the third quarter of 2005, and fluctuetiom working capital for both the
communications and information services busineskeaddition, theCompany expects to receive approximately $80 milliocash proceec
from the sale of its i()Structure subsidiary in the fourth quarter of 2005

Liquidity and Capital Resources

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

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

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

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

Level 3 has approximately $1.3 billion of cash,fcaquivalents and marketable securities on hagejptember 30, 2005. Based on
information available at this time, managemenhef Company believes that the Company’s currenidityuis sufficient to fund its
anticipated negative cash flows from operatingvitegs, capital expenditures and interest cost# sath time as it is able to grow the
business and begin generating positive cash floeva bperating activities sufficient to also covapital expenditure requirements, cash
interest expense and debt obligations.

The Company’s previous debt and equity offeringsetgiven the Company the ability to develop itsibess. However, if additional
investment opportunities should present themsethesCompany may be required to secure additianah€ing in the future. There can be
assurance that the Company could raise such amonmtsceptable terms or at the time the fundingetessary.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposexiting businesses (i.el JStructure),
investments or other non-core assets to fund pwtid its business.

In the second quarter of 2005, Level 3 announcatlith wholly owned subsidiary, Technology Spectrims., had filed a registration
statement with the Securities and Exchange Comomgsi enable the sale of that subsidiary’s comntocksto the public in an initial public
offering. Technology Spectrum, Inc. is the
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principal holding company for Level 3's informatiservices business. With the pending sale ofijB¢rgcture subsidiary, the Company is
currently evaluating alternatives for the propowtial public offering of Technology Spectrum, Inc

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

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

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

the aggregate, may be material.

Current economic conditions of the telecommunicetiand information services industry, combined Witkel 3's financial position and
significant liquidity, have created potential opjmities for Level 3 to acquire companies or parsi@f companies at attractive prices. In
addition to the WilTel acquisition described beldweyel 3 continues to evaluate investment oppotiesand could make additional
acquisitions in the future.

On October 30, 2005, Level 3 signed a definitiveeagent with Leucadia National Corporation undeictviievel 3 will acquire WilTel
Communications Group, LLC. Level 3 will pay 115llion shares of Level 3 common stock and $370 onillcash subject to certain
adjustments based on time of closing. The agreepremides that Level 3 will not acquire certaisets and liabilities of WilTel.

Level 3 has the right but not the obligation tositbte cash in lieu of part or all of the 115 moitl Level 3 shares to be delivered at closing.
Level 3 also has the option to assume certain perailigations valued at $80 million in lieu ofussg an equivalent value in Level 3 shares.
Level 3 must make its decision to exercise thesiepin whole or part prior to closing. Closirgexpected to occur in the first quarter of
2006, subject to state and federal regulatory afzbso

The acquisition includes all of WilTel's communiicats business, including a multi-year contract vVBBIC and WilTel’'s Vyvx video
transmission business. The acquisition does mhide WilTel's headquarters building or the assuambf any of WilTel’s outstanding debt
or mortgage obligations. To ensure WilTel hasisigfit liquidity during the transition of ownershithe parties have agreed that WilTel will
maintain $100 million in cash above working capitaéds through closing for which Level 3 will payadditional $100 million in cash.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Level 3 is subject to market risks arising frommes in interest rates and foreign exchange ragesf September 30, 2005, the Company
had borrowed a total of $730 million under a Seecured Term Loan. Amounts drawn on the debtun®nt bear interest at LIBOR rates
plus an applicable margin. As the LIBOR
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rates fluctuate, so too will the interest expensamounts borrowed under the debt instrument. Téighted average interest rate on the
variable rate instrument at September 30, 2005 appsoximately 10.87%. A hypothetical increasehim tariable portion of the weighted
average rate by 1% (i.e. a weighted average rat&.87%) would increase annual interest expengieeo€ompany by approximately

$7.3 million. At September 30, 2005, the Company $a.29 billion of fixed rate debt bearing a wegghtiverage interest rate of 8.71%. A
decline in interest rates in the future will nohbét the Company with respect to the fixed ratbtahie to the terms and conditions of the loan
agreements that require the Company to repurchasaett at specified premiums.

The Company’s business plan includes operatingeadmmunications network and information servicesitess in Europe. As of

September 30, 2005, the Company had invested &ignifamounts of capital in the region for its coamications business. The Company
issued €800 million (€154 million outstanding apfnber 30, 2005) in Senior Euro Notes in Febr@2@g0 as an economic hedge against its
net investment in its European subsidiaries atithe. As of September 30, 2005, the Company hetdigin foreign denominated currency to
fund its current working capital obligations andhaning interest payments on its Euro denominagdi through maturity. The Company |
not made significant use of financial instrumentsiinimize its exposure to foreign currency fluciomas.

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 actualtdiaiions in interest rates and foreign currencgsat

Item 4. Controls and Procedures

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedasasf September 30, 2005. Based upon such rethevwChief Executive Officer and
Chief Financial Officer have concluded that the @amy’s controls and procedures are effective aadlasigned to ensure that information
required to be disclosed by the Company in thentepfiles or submits under the Securities Exgf@Act of 1934, as amended, and the
rules there under, is recorded, processed, sumedaaizd reported within the time periods specifiethe Commission’s rules and forms.
Disclosure controls and procedures include, withiouitation, controls and procedures designed &ues that information required to be
disclosed by an issuer in reports it files or 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 were no changes in Level 3's internal cdsiweer financial reporting that have occurred dgrthe third quarter
2005 that have materially affected or are reasgnidtaly to materially affect, Level 3's internabntrols over financial reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

PART Il - OTHER INFORMATION

ltem 1. Legal Proceedings

The Company has provided an update to legal pranegedvolving the Company in Note 12 of the coidatied financial statements
contained in Part |, Item 1 of this Form 10-Q. Stisclosure is hereby incorporated by reference.

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 pursuant18 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 &xgh 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: November 9, 2005 /sl Eric J. Mortense
Eric J. Mortense!
Senior Vice President, Controll
and Principal Accounting Office
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Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

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

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

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

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

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

(&) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial 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: November 9, 20C

/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

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

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

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

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

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

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

Date: November 9, 20C

/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 LeveCL8mmunications, Inc. (the “Company”) on Form 10aRthe three and nine
months ended September 30, 2005 as filed with doerBies and Exchange Commission on the date héhen“Report”),l, James Q. Crow
Chief Executive Officer of the Company, certify rpuant to 18 U.S.C. § 1350, as adopted pursugh®@b of the Sarbanes-Oxley Act of
2002, that:

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

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

/sl James Q. Crow
James Q. Crow

Chief Executive Office
November 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 LeveCL8mmunications, Inc. (the “Company”) on Form 10aRthe three and nine
months ended September 30, 2005 as filed with doerBies and Exchange Commission on the date h@hen“Report”), |, Sunit S. Patel,

Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, as adopted pursugh®@s of the Sarbanes-Oxley Act of
2002, that:

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

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

/s/Sunit S. Pate

Sunit S. Pate

Chief Financial Officel
November 9, 200




